Asset Allocation Training Manual

OVEIVIBW - - = = = = = = o o o o o e e e e e e oo oo 1
What do | need to do to create a scenario? - - - - - = - - - - - - - - - -2 oo - - 1
What do | need to do before beginning? - - - - - - - - - - - oo oo oo oo 1
Creatingaclientfile - - - - - - - - = - - - o oo o oo 2
EXEICISE T - = = = = = = = = o o o o ool 2
Creating an unscheduled portfolio - - - - - - - - - - - - - - - oo oo 3
EXEICISE 2- - - = = = = = o e e e e e e e e oo 3
Creating a ScenarioProfile .......... ... ... ... ... i 5
OVEIVIBW - - = = = = = = = o o o o e e e e e e oo 5
What basic information is needed for a scenario? - - - - - - - - - - - - - - - - - 5
EXEICISE 3= - = = = = - o s e e e e e e 5
Entering client information - - - - - = = = - - - - - - oo oo 6
EXEICISE 4~ - - = = = o m e e e e e e e oo 6
Entering Capital Market Assumptions - - - - - - - - - - - - - - - - - - - - - - - - 8
EXEICISE B~ - = = = = = m o e e e e e e e e oo 3
Entering Current Portfolios ............... ... ... . . i 10
OVBIVIBW = = - = = = = o o e e e e e e e 10
Importing Portfolios - - - - - - - - - - - e oo 10
EXEICISE B~ - = = = = = - s s e oo oo 10
Addingaportfolio - - - - - - - - - o oo 12
EXEICISE 7~ - = = = = = = o e e e e e e e oo 12
Optimizing the Asset Allocation . ............. ... ... .. ... i, 14
OVEIVIBW - - = = = = = = o o o o o e e e e oo 14
Answering the Risk Tolerance Questionnaire - - - - - - - = = = = = = = = - - - - - 14
EXEICISE 8- - - - = - - - - e e oo 14
Reviewing the analysis of the risk tolerance questionnaire - - - - - - - - - - - - - - 15
EXEICISE Q- - - - = = - - o e e e oo 15
Choosing asset classes and setting constraints for your
target allocation - - - = = - - - - - - - oo oo 16
EXercise 10 - - - = = - - - oo o e e e e oo 16
Efficient Frontier - - - - - - - - - - - - o oo oo 19
EXEICISE 11 = - = = = = - s e e e e e e e oL 19
Evaluating the Current vs. Target allocations - - - - - - - - = - - - - - - - - - - - 20
ForecastingWealth .............. ... ittt ennnnens 21
OVEIVIBW = - = = = = = = & o o e e oo oo ool 21
Accounting for the client's retirement - - - - - - - - - - - - - oo oo 21
EXEICISE 12 - - - = = - o o e e e e e oo 21
Defining income and Social Security - - - - - - = - - - - - - oo oo oo 22
EXEICISE 13 - - - = = - o o e e e 272
Entering a client’s savings - - - - - - - < - - - - - - - - - oo oo 24
EXErCISE 14 - - - - - - o o o o e 24
Entering the clients’ withdrawals - - - - - - - - = - = - - - - - o oo oo - 25
EXEICISE 15 = - = = = = = = s e e e e e e 25
EXEICISE 16 - - = = = = = = = o e e e e e 26
Figuring the clients’ Tax Rates - - - - = = = = = = = = = = - - - - o oo oo 27
EXEICISE 17 - - = = - - o o o o e e 27
FOrBCASt - - - = = = = = = = = - s e e oo oo 28
EXEICISE 18 - - - = - - = o o o e e e oo 28

Version 2.0



Modifying the Client Scenario ............. ...ttt iinnnennans 30

Overview - - - = - = - - - - e e oo 30
Why changes need to be made to the scenario - - - - - - - - - - - - - - - - - -~ 30
Entering the changes for the scenario - - - - - - - = - - - - - - oo - - oo oo 30
ProposingaPortfolio ............ ... .. 32
OVerview - - - - - - - - - - - oo 32
Using the Search for Securities screen - - - = = - - = - - - - - - oo oo oo oo 32
Exercise 19 - - - - - = - - - oo oo 32
Allocating the proposed portfolio - - - - - = = = = = = = - - - oo oo oo oo 34
Exercise 20 - - - - - - - - o e 34

Creating a Model Portfolio 35

OVEIVIBW - - = = = = = = o o o o o o e e e e e e oo 35

Saving Investment List - - - - - - - - - oo oo oo oo oo 35

Creating a model portfolio from an investment list - - - - - - - - - - - - - - - - - 37

EXEICISE 21 = - - = = = - o e e e e e e e 37

Using a model portfolio for a proposal - - - - - - - - - - - - - - oo oo - 39

EXEICISE 22 - - - = - - = - s e e e e e oL 39

ActionPlan - - - - - - - - - oo oo 40

EXEICISE 23 - - - = - = = o oo e e e e e e oo 40
Generating Reports ... ........ ... .. i e 4

OVEIVIBW - - = = = = = = o o o o o e e e e e e oo oo 41

Adding a company logo to the output reports - - - - - - - - - = - - - - - - - - - - 41

EXEICISE 24 - - - = = - - o e e e e e oo a1

Generate Report - - - - - - - - - - - - oo 43

EXEICISE 25 - - = = = = = - o e e e e e e e oo 43

Version 2.0



Asset Allocation Training Manual

This Asset Allocation training manual walks you through the steps necessary to create a
scenario in the Asset Allocation software.

A scenario is divided into the following sections:

=(Creating a scenario profile
<=Qptimizing a client 3 asset allocation
=Forecasting wealth

=Reallocating portfolios, and
=Generating reports for the scenario.

The asset allocation process is started by entering basic information about the client in the
Scenario Profile section.

The optimization section creates a target portfolio on the efficient frontier. It uses risk
tolerance, client age, and an optional asset class constraints feature to create a target
allocation.

The forecasting wealth section runs a Monte Carlo simulation assessing the potential
growth of the target portfolio over the planning horizon.

The portfolio is then reallocated and presented to the client in the Reporting section.

In this training manual, we It be working with a fictional client called the Smith Family. Jerry
Smith plans to work until he is 65, but Sarah Smith would like to examine the possibility of
retiring early, at age 50. They also have two children, and want to account for the cost of
sending both of them to college.

The scenario we ff create includes their existing portfolios. Before starting with the Asset
Allocation module, we [t create this client and a portfolio record in Principia 3 Portfolio mode,
S0 we can import it into Asset Allocation later.

Overview

What do | need to
do to create a
scenario?

What do | need to
do before
beginning?
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Creating a client file

You It start by creating a client file for the Smith Family. When creating just the client
record, all you need to do is save a .cli file named for the client

In the exercise below, you It create a client file for the Smith Family. Do the following:

1. From the Principia toolbar, click the Portfolio Mode icon.
2. From the left-hand navigation pane, right-click on the Practice level and choose New
Client. The Select Client File dialog box appears.

0 Morningstar Principia - [Retirement]

File Edit Wiew Window Defined Contribution Reports  Help

| o ml B ] 4
o |l || 2 |Allucatiun\ﬂew j| J
- 4 = | Alloration View
P'aﬂc? C"B”é[sl S6P 500 TH Right click here, then
o e e select New Client....
Hypothetlc:c COpen All Clients
@ JilGreen Close Al Clients
@ Aggreg.
o |RA
= (8 i .
\Hemem . lidcap Walue
1 Dre Practice Rules Setup... lectric
O Ger
O Pl Export Advisor Palette. . |taIHgtA
o Sel Display Holdings in Palette SAI'ﬂBHCEn s
1 Sta
O wh Sort clients by name in ascending order
. . " " k Select Growth

3. Inthe File Name field, type Smith Family.

4. Click Open.
Select Client File X
Lok in: |_J mskar j |‘j( Ed-
() alertrpt () quickscr
() bmarks ()ml
[C5) Custsec Bland Farily,cli
[C5) dynamic John Baker . cli
Slinks
() pracfils
Enter the client name,
then click Open.
File name: |Smith Farnily —

Files of type: | Client files [*.cl) j Cancel

5. Click No when asked to create a portfolio.

Creating a client file

Exercise 1
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Creating an unscheduled portfolio

The client file has been created. Now you can create an unscheduled portfolio for the

funds they own.

In this exercise, create an unscheduled portfolio for the Smith Family. Do the following:

Creating an
unscheduled portfolio

Exercise 2

1. Right-click on the client name Smith Family in the Advisor Palette.
2. Select New Portfolio, and then Unscheduled. The Add Holding dialog box appears.

0 Morningstar Principia - [Untitled]

File Edit Wiew Window Defined Contribution Reports  Help

_ E4 1] g

o |l || 2 |Snapshut\.‘19w

j|80mpusitiun

x|

Practice: 3 client[z]
® Bland Farnily
< @ John Baker
w8 Funds
w8 Stocks
" Custorn Benchmarks

Portfolio has no holdings.

Delete
Close

Client Rules Setup,..

Aggregate Client's Portfolios

Sort portfolios by name in ascending order
Sort portfolios by name in descending order

|

Scheduled
Unscheduled

Choose the funds below:

<Gabelli ABC

«T. Rowe Price US Bond Idx, and
<Vanguard 500 Index.

@

Add Holding
Fram Find By:
Mutual Funds - =
i i
Find

panguard 500 Index

MName
Ticker

Total holdings: 3

Right-click on the
client’s name, then
choose this option.

“anguard 500 1dx Adm
Wanguard 500 Index

| >

wanguard 500 Index Signal
“anguard Adm Treas MR
“anguard Asset Alloc

Add ¥
“anguard Azzet Alloc Adm
“anguard Bal lds
“anguard Bal ldx Adm ‘m
“anguard Bal Ids Instl 44 Remaove Al

wanguard Eled. [dx Signal
“anguard CA 1T TYE
“anguard CA 1T T/E Adm
“anguard CA Lg T/E Adm
“anguard CA Lg T/E Inv
“anguard CA T/E MMEkt
“anguard Cap Opp

T. Rowe Price US Bnd Idx
Gabeli ABC

Wanguard 500 Index

Ok | Cancel|

Find the holdings
by name, then add
them to this area.

Help
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Creating an unscheduled portfolio

4. After adding the securities, click OK. The Allocation dialog box appears.
5. Add the following allocations:

<Vanguard 500 Index = 10,000

=Gabelli ABC = 5,000, and

«T. Rowe Price U.S. Bnd ldx = 10,000.

@

Allocation
Portfolio: Input by Tracking Method
Retirement &+ Market Value -
~
~ Shares Keep dollars static, update shares ) )
" Parcentage (¥ Keep shares static, update dollars Ma. e sure the
option button for
Holding name Tipe $ Yalue # of Shares % of Assets Market Value is .
Total Allocation 25,000.00 selected when entering
wanguard 500 Index 10,000.00 10,000 for each fund.
T. Rowee Price US Bnd Idx 10,000.00

Equal | Reset | AddHuIding| DeleteHuIding| Ok | Cancel Help

6. Click OK. Principia defaults to Snapshot View.
7. From the toolbar, click the Save icon. The Save As dialog box appears.
8. In the Portfolio Name type, Retirement.

Save in: |l’f} ristar j |‘j( v

() alertrpt () quickscr
()bmarks ()ml

|C5) Custsec Bland Farily,cli
IC5) dynamic John Baker . cli

(Slinks Srith Farmily. cl
() pracfils

Client fie:  [Smith Famiy
Save as type: |Elient files [*.ch] j Cancel Enter the pOthO”O name here.

Partfolio name: (FETEELY

9. Click Save. The portfolio can now be used with the Asset Allocation module.
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Creating a Scenario Profile Overview

Creating a Scenario Profile

The first action when using the Asset Allocation tool is to create a scenario profile. You Overview
will need to do the following

=Give the scenario a name, and define the start date for the scenario.

=Enter information about the client, such as gender, name, address and birth date.
=Select Style Analysis Methodology

=View (and edit, if necessary) capital market assumptions.

A scenario needs basic client information like client name, spouse name, and gender What basic information
information. Also, a client 3 birth date is required in order to create the Risk Tolerance is needed for a
questionnaire. Finally, a Notes section is provided for you to review what occurred in scenario?

the client meeting.

45 Notes do not appear on the output report.

In this exercise, you It enter the scenario name, style analysis method, and scenario Exercise 3
begin year. Space is also provided to type scenario notes. Do the following:

1. From the toolbar in Portfolio mode, click the Asset Allocation icon. The Principia Asset
Allocation Module window appears.

In the Scenario Name space, type Smith Scenario.

In the Scenario Begin Year space, type the current year, or scenario start year.
Select Holdings Based Style Analysis or Returns Based Style Analysis.

In the Scenario Note space, enter client notes, if you wish.

abrowpd

< You can click the Save icon from the toolbar at any time to save your work.
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Creating a Scenario Profile Entering client information

6. When finished, click Client Information, or Next to proceed.

DEed ?
(= Scenaro Pofle  Scenario Profile; Basics
Enter soenari basiss.

Basics
Client Infarmation
Capital MKkt Assumptions Scenario Mame |Srmth Scenario
Cunent Portfolios
= Optimize Asset Allocation
- Risk Tolerance Style Analysis Method " Huldings Based Style Analysis
Constraints
Efficient Frontier
Current vs. Target Scenario Motes Jery and Sarah Smith. Martied with tevo children. Sarah wants to explore retiring early .
=1 Forecast Wealth Scenario Notes
Retiiement do not appear on
- Income the output report.
Sawings
- Withdrawals
Tax Rates
Forecast
= Propose Portfolio

Scenario Beain Year |2007

(¢ Retums Based Style Analysis

Allocate
Action Plan
Report Settings
Mext =
When entering client information, note the following: Entering client
=The client birth date is mandatory, as it is used in creating the target allocation. information
=The spouse can be selected or deselected depending on whether they are contributing
salary or investments to the scenario.
=Employer, address and Email information is optional.
In this exercise, you will enter client and spouse information. Do the following: Exercise 4

1. Enter the following information for both the client and a spouse. Be sure to check the
Include Spouse check box.

Client Spouse
Name Jerry Smith Sarah Smith
Gender Male Female
Birth Date 01/25/1972 01/02/1974

425 Optionally, enter an address if you wish. Only the Birth Date field is required.

2. Click Capital Mkt Assumptions, or Next to proceed.

Version 2.0 MORNINGSTAR 6



Creating a Scenario Profile Entering client information

Principia Asset Allocation Module - Smith Scenario3.xml

Fle Resources Help
D=d 7
= &cenario Profile Scenario Profile: Client Information
Basics Enter client information
Client Infarmation
Capital Mkt Assumptions Clignt R Include Spouse
Current Portfolios Mame |Jerly Smith |Sa|ah Smith
(= Optimize Asset Allocation
=) Risk Tolerance Gender |Male j IFamaIE j
Questionnaire = <
Birth Date (MMDD{ YY) = 1 2187 =
Analysis I=| ) |
Bonatraints | | . Birth Date information is
Efficient Frontier Employer ABC Corp Smith Consulting . .
Cutent v Target > — required for a scenario.
(|- Forecast Wealth 1859 I assle
Retirement City IEhiEﬂuﬂ
[+ Income
Savings State o -]z | 6oes0
= Withdiawals &
Retirement Needs ne I
Education Fax I
MWiscellaneous
Tax Rates E-mail I
Forecast
= Propose Partfalio
Securities List
Allocate
Action Plan
Report Settings
< Prewious Newt >

Version 2.0 MAORNINGSTAR 7



Entering Capital Market Assumptions

Creating a Scenario Profile

You can see the following information on the Capital Mkts Assumptions page:

=Pretax Returns
«Standard Deviation
«Yield, and

«Asset Class Correlations.

The values displayed here are used to construct the efficient frontier. Capital Market
Assumptions are updated in the application once each year. You can do the following at
any time:

=Edit the asset class assumptions
«Edit the inflation rate

=Remove an asset class, or
«=Create a customized asset class.

45 Note that if you create a custom asset class, the correlations you enter to the other asset
classes must be accurate.

In this exercise, you will learn how to edit the pre-tax returns, but we will not save the
change (in order to not have it adversely affect our Wealth Forecast later). We will use
the default Inflation rate of 2.3%.

8 - [E[x]
DeEed 7
= Scenario Profile Scenario Prafile: Capital kt Assumptions
Basics Enter the inflation rate and capital market assumptions. This information wil afect the efficient frontier analysis and the wealth forecast.
Client Information
Capital Mkt Assumptions Inflation Rate (%) |23
ELIHEF![ Poitfolios Cort. with D
= DD“”?'ZE #issel Allocation Pre-Tax Standard Short-Term Lrg Growth
= Risk Tolerance Assel Class Return Deviation Yield Turnover Rate | Turnover Rate* | Stks

Questionnaire Domestic Laige Growth Stocks 10.84% 2451% 1,30 20.00% 0%

Analysis Domestic Large Yalue Stocks 12.48% 16.91% 30 20.00% 0% i
Conatraints Domestic Mid-Cap Stocks 13.24% 22 26% 1.7%% 20,00 0 i
Efficient Frontier Domestic Smal-Cap Stocks 15.368% 2075 1.3%% 20.00% 0% i
Curent vs. Target Won-Domestic Developed Stacks 1210 24 B2% 30% 20,00 O il

=I- Forecast Wealth Developing Markets Stocks 15.56% 333 290 20.00% 0% i
Retitement Domestic Investment-Grade Bonds 5.24% 7.09% 5.24% 20.00% 0% i

+ Income Domestic High-Yield Bands 7.3%% 12 34% 7.3%% 20,00 O il
Savings Domestic Inflation-Protected Bonds 4.28% 11.53% 4.28% 20.00% 0% -0.

=) Wiithdrawals Non-Domestic Bonds 2.97% 11.27% 4.9%% 20.00% i i

Retirement Needs cash 345% 29 3.4%% 20.00% i i

Education Commodities 11.31% 24.0M% 3.4%% 20.00% i -0

Wiscellaneous REITs 1355% 24.94% 8.64% 20.00% i i
Tax Rates Custom Asset Class 10.00% 18.00% 1.00% 20.00% i i
Forecast

1 Prapase Portfolia

Securities List

Allocate

Action Plan

Report Settings
| »
Add Assel Class | Remove Assel Class Load Save. Resel

* Short Term Tumower Rate is a percent of Tumaver Rate, Powered by Ibbotson Associates, a Mamingstar company.

45 If you do not want to edit capital market assumptions, click Current Portfolios, or Next to

proceed

Entering Capital Market
Assumptions

MORNINGSTAR
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Creating a Scenario Profile Entering Capital Market Assumptions

Do the following:

1. On the Capital Markets Assumptions, page, click the Pre-Tax Return cell for the asset
class Domestic Large Growth.

Scenario Profile: Capital Nkt Assumptions
Enter the inflation rate and capital market assumptions. This information will affect the efficient frontier analy sis and the wealth forecast.

Inflation Rate (%) |23

Pre-Tax Standard Short-Term Click in this cell
Asset Class Return Deviation Yield Turnover Rate Turnover Rate® to change its value.
Domestic Large Growth Stocks 10.84% Pl e P -
Domestic Large ‘alue Stocks 12.48% 16.91% 3.03% 20,00 0%
Domestic Mid-Cap Stocks 13.24% 22.20% 1.73% 20.00% 0%
Domestic SmalkCap Stocks 15.36% 28.75% 1.37% 20,00 0%

2. Type 11.48 to change the Pre-Tax Returns for the Domestic Large Growth asset class.

3. Click Reset to change back to the default Pre-Tax Return value for the Domestic Large
Growth asset class.

4. Click Yes when the confirmation message appears.

5. Click Current Portfolios from the left-hand navigation pane, or Next to proceed.

Version 2.0 MORNINGSTAR 9



Overview

Entering Current Portfolios

Entering Current Portfolios

In this section, you It enter client portfolios. Portfolios can be imported from Principia, or
you can enter them directly into the Asset Allocation module. The Asset Class
Breakdown is displayed in the Current Portfolios page.

45 Portfolios created in the Asset Allocation module can be exported back to Principia.

If you have an existing portfolio in the Advisor Palette, it can be imported directly into
the Asset Allocation module. You can import up to 12 portfolios from Principia into the
Asset Allocation module.

In this exercise, you will import a portfolio from Principia into the Smith Scenario. Do
the following:

1.

On the Current Portfolios page, click the Import button. The Import dialog box appears,
listing all of your current Principia clients.

Overview

Importing Portfolios

Exercise 6

2. On the Import dialog box, double-click Smith Family. This will expand and display the
client & portfolios.
3. Double-click the Retirement portfolio. It automatically appears in the Portfolio Name
field at the bottom of the Import dialog box.
4. From the Owner drop-down field, make sure Client is selected.
5. From the Type drop-down field, select Defined Contribution.
r.fasset Allocation - Portfolio Import gr
+- Bland Family
+-John Baker
= Srnith Famnily
Assign an Owner and
select a portfolio Type
before importing into the
Current Portfolios page.
Azsign an owner and type: I—I—l
Partfalio Mame Owener Type
Retirement |Client j|TaHabIe j
Impart | Cancel | Help |
10 MAORNINGSTAR Version 2.0



Entering Current Portfolios

Importing Portfolios

6. Click the Import button. The asset allocation breakdown of the portfolio is displayed in
the Current Portfolios page, as shown in the screenshot below.

file Resources Help
bed 7
=l Scenatio Profile
Basics
Client Infarmation
Capital Mkt Assumptions
Cunent Portfolios
= Optimize Asset Allocation
- Risk Tolerance
Constraints
Efficient Frontier
Current vs. Target
=l Forecast Wealth
Retirement
- Income
Savings
- Withdrawals
Tax Rates
Forecast
= Propose Portfolio
Securities List
Allocate
Agtion Plan
Report Settings

ia Asset Allocation Module - Smith Scenal

Current Portfolios
Asset allocation analysis for current portfolios.
Current Portfolios Asset Class Breakdovn
l ® [om Lrg Growth Stks 18.72 ® DOom High-ield Bonds 656
® Oom LigValue Stks 1.0 ® Dom Inf-Prot Bonds (Oxl1]
% ® [om Mid-Cap Stks 121 @ Non-Oom Bonds 136
® Oom SmallCap Stks 283 ® Cash 742
® fonOom Oz Stis 364 @ Commodities 0.00
® Developing Mkts Stks 010 @ REMs 073
® Dom Ime-Grade Bonds 2820 Unidentffied 042
e Al -
Dom Lrg Dom Dom
Growth DomLrg  MidCap | SmalkCap
Portfolio lame Owiner Type Market Value Stks Value Stks | Stks Stks
Retirement Client Defined Contribution $25.000.00 18.7%% 19.03% 9.21% 29
Aggregate Total $25.000.00 18.72% 19.03% 9.21% 2.93%
o | v
Add... | Edit.. Oelete Impaort...
< Previous West >

Note the asset class
breakdown here.

Version 2.0
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Adding a portfolio

Entering Current Portfolios

If you have not created a portfolio in Principia, you can create one directly in the Asset
Allocation module. You can also edit an existing portfolio within the Asset Allocation
module. Note that you will have access to the portfolios you have entered in Principia 3

Portfolio mode.

In this exercise, you will add a new portfolio to the Smith Scenario. Do the following
from the Current Portfolios page:

1. Click Add. The Add Holdings dialog box appears.

D 7
=--Scenario Profile
Basics

Client Infarmation —
Capital Mkt Assumptions AT AL LT 23

Curtent Portfolios

Current Portfolios
Asset allocation analysis for current portfolios.

Adding a portfolio

Exercise 7

e Bl E e Use the From drop-down
Questionnaire " Ticker to access additional
analyss Fnd Principia databases.

Constraints Totalholdings: 2
Efficient Frontier "
burent vs. Tamet T Rowe Prm Try Int
ChEascastieath T. Rowe Price US Try |JT Dom Dom
Retirement T. Rowe Price WA TawFr b MidCap | SmalkCap
- Incame T. Rowe Price value Add ks | Stks Stks
Savings T. Rowe Price Yalue Ady i 0 5
- g e i ——
Fuces T DX At [
- Prapose Portfalio T4 IDEX AmCen Lg Co Vall
Securities List TA IDEX AmCent LgCowal &
Alocate T 10EX AmCent LaCowal & LW
TA IDEX AmCent LgCoal B
L] TA IDEX AmCent LoCoval ©
Report Settings T4 IDEX Asset Alloc Gr A 3
Cancel Help
e 3 012%  6.66%
| »
Add | Edit. Delete Impart ‘
< Prewious Newt >
2. In the Find field, type PIMCO All Asset A.
3. Click Add.
4. To add the next security, click in the Find field and type T. Rowe Price U.S. Bnd ldx.
5. Click Add. The Total holdings should be 2.
6. Click OK to allocate assets to the portfolio. The Asset Allocation dialog box appears.
12 MAORNINGSTAR Version 2.0



Entering Current Portfolios Adding a portfolio

7. In the $Value cell for PIMCO All Asset A, type 10,000.
8. In the $Value cell for T. Rowe Price U.S. Bnd Idx, type 10,000.

45 Portfolio values can be entered by dollar amount, share amount, or percent of assets. You
can also enter the cost basis for a holding.

9. In the Portfolio Name field, type Brokerage_Sarah.
10. Click the Owner drop-down field and select Spouse.
11. From the Type drop-down field, make sure Taxable is selected.

Asset Allocation g‘ gl

Portfolio Mame: Roth IRA_Sarah Input by: & Market Value ¢ Shares
Holding name Trpe § Value # of Shares Gost Basis % of Assets
Total Allocation 20.000.00 100.00
FIMGL et &) wr [T 75529 0.00 50.00
T. Rowe Price US Bnd Idz M 10.000.00 956.02 0.00 50.00

Assign an Owner and select
a portfolio Type before importing
into the Current Portfolios page.

Agsign an owner and type: | |

Fortfalio Mame Qwner Type

Brokerage_Sarah |Sunuse j‘Taxahle j

Equal | HReset ‘ Add Holding ‘ Delete Hn\mng| Ok Cancel ‘ Help ‘

12. Click OK. The portfolio is added to Current Portfolios window.

E1 Principia Asset Allocation Module - Smith Scenario.xml

File Resources Help
D 7
[ Scenaio Pofle  Cument Portfolios
Basics A sset allocation anak sis for current portfolios.

Client Information i
Capital Mkt Assumptions Current Portfolios Asset Class Breakdovm

Cunent Portfolios [ ® [om Lig Growth Stks 10.40 @ Dom Highield Bonds 8.9
Optimize Asset Allocation ® [om Lrg Value Stks 1067 @ DOom Inf-Prot Bonds 224
® [Oom Mid-Cap Stks 512 ® NonDom Bonds 210

- Risk Tolerance
Constraints ® [om SmalkCap Stis 163 @ Cash 1.4
Efficient Frontier ® HNon-Dom Dew Stks 203 ® Commodiies 0.00
@ Developing Mkts Stks 005 @ RETs 041

burent vs. Tamet ® Domlwhiade Bonds 3482 Unidentied 1.10
Forecast Wealth

Retirement Mew |’AH j
= Income

‘JV

Dom Lrg Dom Dom

8 . Growth Dom Lrg  Mid-Cap SmalkCap
Social Security Portfolio Hame Owner Type Market Value Stks Value Stks | Stks Stks

Savings Retiement Client Defined Contribution $25,000.00 18.72% 19.03% 9.21% 2.93%

- Withdrawals Erokerage_%arah Spouse Tavable $20,000.00 % 0% % 0%
TaxRates

Forecast
Propose Partfalio
Securities List
Allocate
Action Plan
Report Settings

Income

Aggregate Total $45,000.00 10.40% 10.57% 5.12% 1.63% TO Edlt aporthIIO’
Ml 5 highlight it, then
{ 1 Delete Import click the Edit button.

< Prewious Newt >

45 A portfolio can be edited to update values, add/delete holdings, or to reassign an owner or
portfolio type. Click the Edit button to make changes to a portfolio.

13. Click Optimize Asset Allocation from the left-hand navigation panel, or Next to
proceed.

Version 2.0 MAORNINGSTAR 13



Overview Optimizing the Asset Allocation

Optimizing the Asset Allocation

In the Optimize Asset Allocation section, you will assign a target allocation on the Overview
efficient frontier. The target allocation is the result of determining the client 3 risk type
and asset class constraints placed on the target allocation.

The Optimization process begins with a 7-question Risk Tolerance Questionnaire. The Answering the Risk
questionnaire measures time horizon, and both short-term and long-term risk. Tolerance Questionnaire

45 You can print a PDF version of the questionnaire for the client, if you wish.

In this exercise, you will assign a risk type for the client. Do the following: Exercise 8

1. In the Risk Tolerance Questionnaire page, select the second answer (from the top) for
each question. Note that the first question 3 answer has already been automatically
selected based on the information you entered on the Client Information page.

4£5 To generate a PDF version of the questionnaire, click Resources...Risk Tolerance
Questionnaire on the toolbar. An electronic copy is created and can be printed and given to
your client.

E1 Principia Asset Allocation Module - Smith Scenariod.xml

File Resources Help

D 7
= Scenaria Profile Optimize Asset Allocation: Risk Tolerance: Questionnaire
Basics The risk assessment questionnaire helps to determine the best asset mix for an imvestment, based on the answers given to the questions below.

Client Information

Capital Mkt Assumptions
Curent Portfolios *Your current situation and future income needs

Time Horizon ~

=) Optimize Asset Allocation
=1 Risk Tolerance
Questionnaite o

1. What is your curient age?

Analysis o
Constraints o
Efficient Frontier ~
Current vs. Target o
= Forecast Wealth
Retirement .
4] Income 2. \When do you expect to stan drawing income?
Sawings & Mot for at least 20 years
- Withdrawals ¢ In 10to 20 years
jlaxiates © In5to 10years
— " Kot now, but within 5 years
= Propose P.n.rllnhn € Immediately
Securities List
Allocate
Action Plan Long-Term Goals and Expectations
Report Settings Your viewss of how an investment should perform aver the long tem.

3.\What iz your goal for this investment?
" To growe 3ggressively
& To grow significantly
 To grow moderately

 To grow with caution

v

< Prewious MNewt >

2. After answering the questions, click Analysis in the left-hand navigation panel, or Next
in the bottom right corner of the screen to view the Risk Type assigned to the client.

14 MﬂHNlNBSMR Version 2.0



Optimizing the Asset Allocation Reviewing the analysis of the risk tolerance questionnaire

On the Analysis page, a risk type is assigned, summarized in the Description field. You Reviewing the analysis
can override the Risk Type, if needed. Alternatively, you can click Previous to return to of the risk tolerance
the risk questionnaire and have the client reconsider some of their answers in light of guestionnaire

the risk type they were assigned to.

A Notes area is also available on the Analysis page for commenting on client meetings
Or reviews.

45 Notes do not appear on the output report.

In this exercise, you It override the default risk type. If you do not want to override the Exercise 9
default risk type, click Constraints, or Next to proceed. Otherwise, do the following:

1. From the Analysis page, click the Override checkbox. The Risk Type field is enabled.
2. From the Risk Type drop-down, select Moderate Growth.

5 A Notes section is provided if you want to summarize why you chose to overwrite the default
risk type.

E1 Principia Asset Allocation Module - Smith Scenariod.xml
Flle Resources Help
D 7
= Scenario Profile Optimize Asset Allocation: Risk Tolerance: Analysis

Basics The risk ty pe and profile are based on the answers given to the questions in the risk questionnaire.
Client Information ]
Capital Mkt Assumptions Risk Type

Curent Portfolios |Mnnela[a L) j v Overide ————

=/ Optimize Asset Allocation \Dm:nme Growth . .
=) Fisk Tolerance o o To override default risk type,
e o NN, click the Override check box.
Analysis| .
E“”_S”a'”‘s -;Em fallwithin 3 relatively wide range nr;nssmm[\as In mast cilcumstances, pamgulany for time periads greater Then' SeleCt anew rISk type
Efficient Fiontier than five years, these returns should outperfarm the retumns achievable from a more conservative approach.
Current vs. Target
= Forecast Wealth Hotes

Retiiement Type here to inlcude client notes. Kotes do not appear on the output eport

- Income
Sawings

- Withdrawals
Tax Rates
Forecast

- Propose Partfalio

Securities List
Allocate
Action Plan

Report Settings

3. Click Constraints, or Next to proceed to the Constraints page.
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Choosing asset classes and setting constraints for your target allocation

Optimizing the Asset Allocation

On the Constraints page, you can select the appropriate asset classes for the target
portfolio. Additionally, you can assign minimum and maximum percentages to further
customize the target allocation. A constrained portfolio provides a more realistic target
allocation compared to an unconstrained portfolio. An unconstrained portfolio might not
choose multiple asset classes or, may allocate a large percentage to one asset class.

In this exercise, you will enter constraints for the target allocation You will also save the
constraints as a model. Do the following:

Choosing asset classes
and setting constraints

for your target

allocation

Exercise 10

1. From the Constraints page, under the Include? column, click to deselect the following
Asset Classes:
=Domestic Inflation-Protected Bonds
=Non-Domestic Bonds
=Commodities, and
<REITSs.
=l - [o]x|
DeEed 7
¥ E= Scenario Profile Optimize Asset Allocation; Constraints
& Basics Adjust the constraints to customize the efficient frontier anakysis.
& Client Information
& Capital Mkt Assumptions Select Model Constraint: j
B Eurlar![Pnl[fnlms Asset Class Minimum (%) Maximum (%) | Include?
TE DD“m_'ZE Assel Albcation Domestic Large Growth Stocks QR 10000 M
vE Rfk T“‘E@”EE ) Domestic Large Value Stocks QR 10000 M
B Questionnaia Domestic Mid-Cap Stocks i 10000 W
[ Anasis Dumestic Smal-Cap Stocks 0 T
E E“”_S”a'm Mon-Domestic Developed Stocks QR 10000 M
E Efficient Frontier Developing Markets Stocks QR 10000 M
5 Curent vs. Taiget Domestic Investment-Grade Bonds 0% 10000 W
7 &2 Forerast wealth Dumestic High-rield Bunds 0 T
D Retiiement Domestic Inflation-Protected Bonds 0% 100.00 W ——
TE ‘immp’ Mon-Domestic Bonds 0% 100.00% | =—
B noome Cash 0 T
= Sodal Seruity Commodiies 0 1000 ——
B Savings REITs o 0000 ¥ — Deselect these
v & Withdiawals
B2 Retirement Needs CheCk bOXeS.
B Education
B Miscellaneous
= TaxRates
= Forecast
v E= Propose Portfolia
= Allocate
= Action Plan
B Report Settings
Save Model Resel to Defaults
< Prewious MNewt >
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Optimizing the Asset Allocation

Choosing asset classes and setting constraints for your target allocation

2. To set the constraints for the remaining asset classes, type the minimum and maximum
percentages you wish to allocate for each remaining asset classes:

Asset Class Minimum | Maximum
Domestic Large Growth Stocks 10% 20%
Domestic Large Value Stocks 10% 20%
Domestic Mid-Cap Stocks 10% 30%
Domestic Small-Cap Stocks 10% 30%
Non-Domestic Developed Stocks 0% 20%
Developing Markets Stocks 0% 10%
Domestic Investment-Grade Bonds | 20% 70%
Domestic High-Yield Bonds 20% 70%

Cash 5% 100%

3. To save constraints as a model, click Save Model... and type, Moderate Growth

Model.

Asset Class Winimum (%) | Maximum (%) Include?
Domestic Large Groweth Stocks 10.00% 20.00%
Domestic Large Walue Stocks 10.00% 20.00%
Domestic Mid-Cap Stocks 10.00% 30.00%
Domestic SmalkCap Stocks 10.00% 30.00%
Mon-Domestic Developed Stocks 0% 20.00%
Developing Markets Stocks 0% 10.00%

Talutn

01Ol

Domestic Inve Craddo Rand
Domestic Hig

Domestic Inflg

Mon-Domesti  Mame: Moderate Growth
Cash
Commadities

0K |

Cancel |

REITs

B i A U U A Y

&5 To apply a saved model, click the Select Model Constraints dropdown and choose the

model appropriate for the scenario.

Version 2.0

MORNINGSTAR
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Choosing asset classes and setting constraints for your target allocation Optimizing the Asset Allocation

Select Model Constraint: | -

Sample (Momingstar-defined)

LT 2 I"':I"Emwth Constraints [|ser-defined)
100.00% ¥ e E

4. Click Efficient Frontier, or Next to proceed.
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Optimizing the Asset Allocation

Efficient Frontier

The Efficient Frontier page displays the efficient frontier graph for the scenario. It uses
the constrained asset classes you selected and set up, as well as the clients Risk Type.

The efficient frontier is represented by the solid line on the graph. the clients Turrent
portfolio(s) are represented by a circled dot beneath the Efficient Frontier.

Clicking anywhere on the solid line resets the asset allocation for the Target
portfolio.Target allocations defined here can be saved as models and used in future

scenarios.

In this exercise, you will assign a target asset allocation to the Smith Scenario. Do the

following:

1. From the Efficient Frontier page, click anywhere on the dark blue line to select a Target

Portfolio allocation.

Fle Resources Help
D 7
¥ E= Scenario Profile
B Basics
& Client Information
B Capital Mkt Assumptions
= Cunent Portfolios
v Bz Optimize Asset Allocation
¥ B2 Risk Tolerance
B Questionnaire
B Analysis
B Constraints
Efficient Frantier|
= Cument vs. Target
v E= Forecast Wealth
B Retiement
» &5 Income
= Sawings
» B2 Withdiawals
= TaxRates
= Forecast
v E= Propose Portfolia
= Allocate
= Action Plan
B Report Settings

E1 Principia Asset Allocation Module - Smith Scenario.xml

Optimize Asset Allocation: Efficient Frontier
Choose the target asset allocation by selecting the desited risk/feturn combination on the efficient frontier graph and clicking the Set Target button.

Efficient Frontier

Exercise 11

Note the location of the
Current Portfolio on the
Efficient Frontier graph.

Select Model Allocation: j
Asset Class Current| Selected,  Target Expectad Return
Total Allocated Assets 100.00% 100.00% 168
Dom Lig Growth Stks 18.3%% 10,00 153
Dom Lig Walue Stks 15.63% 10,00
Dom Mid-Cap Stks 307 10.00% 138
Dom SmalkCap Stks 5 68% 15,000 124
Non-Dom Dev Stks 4.05% )
Developing Mkts Stks T11% 10,00 1o (’
Dom Inv-Grade Bonds 36 94% 2000 45 Target
Dom High-Yield Bonds RET 20.00% a1 Eﬁm
Dom Ink-Prot Bonds B17% )
Hon-Dom Bonds 07 0% &6
Cash 4 00Fs 5.00Fs %
Commodities 2.08% )
REITs 7% O i
Unidentified O O 13
0o 50 10.0 1650 20.0 Zh0 0o 360
Standard Dawition [Risk)
[~ Shows Asset Classes
Save Model
Performance Current| Selected| Target| | Find Point By: [Retum | Find
Retum 8.75% 1022%
Risk 0. 94% 1379
field 3 56 3.8

Powered by Ibbotson A ssociates, a Momingstar compary.

< Prewious MNewt >

2. Click the Set Target button to create the Target Allocation for the Smith Scenario.

425 To save this allocation for future scenarios, click the Save Model button. In future scenarios,
click the Select Model Allocation dropdown from this page to retrieve a previously saved

model.

3. Click Current vs. Target from the left-hand navigation panel, or click Next to proceed.

Version 2.0
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Evaluating the Current vs. Target allocations Optimizing the Asset Allocation

The Current vs. Target page is a graphic depiction comparing the Current and Target Evaluating the Current
allocations. This page cannot be modified or interacted with, but it is included on the vs. Target allocations
PDF output report.

Click Forecast Wealth in the left-hand navigation panel, or Next to continue.

B Principia Asset Allocation Module - Smith Scenario.xml
File Resources Help
DEed ?
=)- Scenatio Frafile Optimize Asset Allocation; Current vs. Target
Basics Comparisen of current and target asset allocation.
Client Infarmation
Caphal M Assumptions Current Asset Class Breakdown
Cunent Portfolios [ ® Dom Lrg Growth Stks 1040 @ Dom HighYield Bonds 8.29
= Optimize Asset Allocation ® Dom Lrg Value Stks 1057 @ Dom Inf-Prot Bonds 214
& Risk Tolerance ® Dom Wi Cap Stks 512 ® HorDom Bonds 210
Questionnaite —_— ® Dom SmaltCap Stks 1.63 @ Cash .24
P ® Hon Dom Dev Stks 203 @ Commodties 0.00
Py ® Develpinghids Ss 005 @ RETs 0.41
onstiamta ® DominGrade Bonds 3481 Uridentied 11
Efficient Frontier
Current vs. Target Statistics .
= Forecast Wealth Retum 714 The Current portfollo IS
Retirement Standard Deviation {Risk) 812 Iess heavily Weighted
Income ield 408 .
i to stocks than the Target portfolio.
Savings
- Withdrawals
Tax Rates Target Asset Class Breakdovn
Forecast ® Dom Lrg Growth Stks 10.00 @ Dom High-Yield Bonds 2000
= Propose Panfolio ® Dom Lrg Value Stks 1952 @ Dom Inf-Prot Bonds 0.00
Secuities List ® Diom MidCap Stks 1000 ® HonDiom Bands .00
Allgcate ® Dom SmalkCap Stks 10.00 @ Cash 0.00
Action Plan ® HonDom Dev Stks 0.00 @ Commodties 0.00
P —— ® Developing Wkts Stks 1000 @ RETs 0.00
’ ! ® DomlnvGrode Bonds 20,98 Unidertified 0.00
Statistics
Retum 10.49
Standard Deviation (Risk) 13.93
ield 387
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Forecasting Wealth

Overview

Forecasting Wealth

Wealth forecasting takes into account the following assumptions:

=the client 3 target asset allocation

=the value of their current portfolio(s)
=savings, and
=withdrawals.

The wealth forecast graph and table are generated using Monte Carlo simulation

scenarios

You will enter the retirement age for the client and spouse. Additionally, mortality
information is displayed and can be edited.

In this exercise, you It enter the expected retirement age for the spouse. (The client 3

retirement age defaults to 65, which we It use here.) Do the following:

1. From the Retirement page, in the Expected Retirement Age (years) field, type 50 for
Spouse. Do not change any other inputs.

(5]

0O

=l 7

I Scenario Prafile

Basics

Client Information

Capital Mkt Assumptions
Curtent Portfolios

=) Optimize Asset Allocation

I Risk Tolerance
Constraints
Efficient Frontier
Current vs. Target

= Forecast Wealth

Retirement
= Income
Income
Social Security
Sawings
- Withdrawals
Tax Rates
Forecast

- Propose Partfalio

Securities List

Allocate

Action Plan
Report Settings

Forecast Wealth: Retirement
Estimate retirement age and Iife expectancy.

Expected Retirement Age (Years)

Life Expectancy [Years)

Martality Information

Jerry Smith
Sarah Smith

Client

Spouse

65

BEE|

Overview

Accounting for the
client 3 retirement

Exercise 12

Change Expected

[50

E

E

Feset to Defaults

‘fear of
Oeath

2062
2064

5
Chance of Chance of
Suriving % Living to Age

2263 82
3342 BB

25%

Chance of
Living to Age
83

92

< Prewious MNewt >

%
Chance of
Living to Age
95

a7

2. Click Income from the left-hand navigation panel, or Next.

Retirement Age (Years)
from 65 to 50.

Version 2.0
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Defining income and Social Security

Forecasting Wealth

In this section, current income and expected income growth are entered. You need to
specify if the income is generated by the client or spouse.

Note that the Income Growth Rate field here is calculated based on the Inflation Rate
you entered on the Capital Markets Assumptions page, and the value you enter here for
Income Growth Rate Above Inflation.

On the Social Security page, estimated social security benefits are entered.

In this exercise, enter current income for the client and spouse. You will also enter the
age at which Social Security benefits will be collected. Do the following:

1. From the Income page, click the Add button twice. Two lines should now appear in the
income spreadsheet, reflecting two sources of income you will enter for the Smith

Scenario.

File Resources Help
bed 7
=l Scenatio Profile
Basics
Client Infarmation
Capital Mkt Assumptions
Cunent Portfolios
= Optimize Asset Allocation
= Risk Tolerance
Questionnaire
Analysis
Constraints
Efficient Frontier
Current vs. Target
=1 Forecast Wealth
Retirement
= Income
Income:
Social Security
Sawings
- Withdrawals
Tax Rates
Forecast
= Propose Portfolio
Securities List
Allocate
Agtion Plan
Report Settings

B Principia Asset Allocation Module - Smith Scenario.xml

Forecast Wealth: Income: Income

Regular insome of clent and spouse. Account for income growth by defining Income Grawth Rate abowe Inflation

Begin Year

Begin Year

End Year Tax

Income Before

Income Growith

Begin Year Rate Ahove
Income After Tax | Inflation

O
O

Inflation | Rate Owener

Income
Growth

i Delete
Scenario Information
Retirement Year
Client: 2037 2062
Spouse 2024 2064

“fear of Death

< Previous et =

2. On the income spreadsheet, enter the following amounts for the client and spouse:

Defining income and
Social Security

Exercise 13

Begin 522 Begin Year Begin Year Income Growth owner
Year ; Income Before Tax | Income After Tax Rate Above Inflation

2007 2037 | $100,000.00 $72,000 2.00%

2007 2024 | $120,000.00 $86,000 2.00% Spouse

45 Begin Year should be the current year. End Year is the expected year of retirement.

3. Click Social Security from the left-hand navigation panel, or Next to proceed.

22
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Forecasting Wealth

Defining income and Social Security

4. In the Age to Collect (yrs) field for Spouse, type 62.

425" The Default Age to Collect (yrs) is 65. This is an estimate and may not match client/spouse

Social Security Statement.

5. Click the Calculate Default Benefit button.

Client Information
Capital Mkt Assumptions
Curtent Portfolios
=) Optimize Asset Allocation
I Risk Tolerance
Constraints
Efficient Frontier
Current vs. Target
= Forecast Wealth
Retirement
= Income
Income
Social Security
Sawings
- Withdrawals
Tax Rates
Forecast
- Propose Partfalio
Securities List
Allocate
Action Plan
Report Settings

1| Principia d h a
DeEed 7
=1 Scenarin Profile Forecast Wealth: Income: Social Security
Basics The estimated annual social security benefit based on the informition provided for income and age to collect.

Client Spouse
Age to Collect [¥rs) [65 [62
Amount to Collect (F) |ED,275 |41,443

Calculate Default Benefit

* The default benefit is provided as an estimate. It may not match the one provided by your Social Security Statement

< Prewious MNewt >

Change this field to 62.

6. Click Savings from the left-hand navigation panel or Next to proceed to next page.

Version 2.0
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Entering a client 3 savings

Forecasting Wealth

On the Savings page, taxable and non-taxable savings for the clients and spouse are
entered.

In this exercise, you will enter savings accounts for the client and spouse. Do the
following:

1. On the Savings page, click the Add button three times, to create three lines of savings
for the Smith Scenario.

File Resources Help
bed 7
=l Scenatio Profile
Basics
Client Infarmation
Capital Mkt Assumptions
Cunent Portfolios
= Optimize Asset Allocation
- Risk Tolerance
Constraints
Efficient Frontier
Current vs. Target
=l Forecast Wealth
Retirement
= Income
Income
Social Security
Sawings
- Withdrawals
Tax Rates
Forecast
= Propose Portfolio
Securities List
Allocate
Agtion Plan
Report Settings

B Principia Asset Allocation Module - Smith Scenariod.xml

Forecast Wealth: Savings
Enter reqular cortributions to various accourts

Description

Owner | Portfolio

Begin Year | End Year

Value

Value based on

Entering a client 3

savings

Exercise 14

Click Add
three times.

/

Add

/| ]

< Previous Mext =

Enter the following values for the client and spouse:

Description

401k_Jerry

Owner

Client

Portfolio

Defined Contribution

Begin
Year

2007

End
Year

2037

Value

6,000.00

Value based on

Current Dollars

Brokerage_Sarah

Spouse

Taxable

2007

2010

5,000.00

Current Dollars

401k _Sarah

Spouse

Defined Contribution

2007

2024

5,000.00

Current Dollars

3. Click Withdrawals from the left-hand navigation panel, or Next to proceed.
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Forecasting Wealth

Entering the clients Wwithdrawals

In the Withdrawals section, you can enter assumptions to cover the following:

Entering the clients *

—retirement withdrawals
=¢gducation, and
=miscellaneous withdrawals.
In this exercise, you T enter expected retirement income as withdrawals. Two stages of ~ Exercise 15
withdrawals will be entered: the client will withdraw 80% of his pre-retirement income
for the first 14 years of his retirement. Subsequently, the client will withdraw 70% of
his income for retirement.
Do the following:
1. From the Retirement Needs page, click the Add button twice.You should have two lines
on the spreadsheet.
'ﬂ Principia Asset Allocation Module - Smith Scenario3.xml
File Resources Help
DEed ?
= Scenatio Profile Forecast Wealth: Withdimwals: Retirement Needs
Basics Enter retirament needs
Client Infarmation
Capital Mkt Assumptions Begin Year End Year Retirement Heed Heed Based On Owner
Cunent Portfolios
= Optimize Asset Allocation
- Risk Tolerance
Constraints
Efficient Frontier
Current vs. Target
=l Forecast Wealth
Retirement
= Income
Income
Social Security
Savings
= Withdrawals
Retiement Needs
Education
Wiscellaneous
Tax Rates
Forecast
= Propose Portfolio
Securities List Click the Add
e button twice.
Report Settings Al
Retirement Year
Client 2037
Spouse 2024
< Prewious Next >

2. Enter the following values in each line:

Begin End Retirement Need | Needs Based On | Owner
Year Year

2037 2050 80.00 % of Income Client
2051 2064 70.00 % of Income Spouse

45 In the example above, a Retirement Need of 80% of Income for retirement was entered. As
the client ages, % of Income was reduced to 70%.

3. After entering the Retirement Needs, click Education from the left-hand navigation
panel, or Next to proceed.

Version 2.0
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Entering the clients *withdrawals

Forecasting Wealth

In this exercise, you It enter expected education expenses using current tuition rates.
When entering tuition costs, you can forecast the price of college to increase above the
rate of inflation. The inflation rate you entered on the Capital Market Assumptions page

is automatically entered here to help calculate the Tuition Growth Rate.

Do

the following:

1. From the Education page, click the Add button twice. You should have two lines in the
Education spreadsheet.

File Resources Help
Dl ?
= Scenario Profile

Basics
Clignt

E Principia Asset Allocation Module - Smith Scenario3.xml

Forecast Wealth: Withdrawals Education

Enter education expenses

Current Portfolios

+ Risk Tolerance
Constraints
Efficient Frontier
Curent vs. Taiget

= Forecast Wealth
Retirement

- Income
Savings

= Withdrawals

Miscellaneous

Tax Rates
Forecast

= Propose Poitfolio
Seculities List
Allocate
Action Plan

Report Settings

Capital Mkt Assumptions

= Optimize Asset Allocation

Retirement Needs

Exercise 16

Current Cost Growth Rate
Student Name Birth Year  Begin Year  End Year | School Name (Tuition/Board) | Ahove Inflation
QL R Click the Add
na Dokt button twice.
< Prewious Newt >

2. For each student, enter the following expected education expenses:

Student | Birth | Begin End School Cur_re_:nt Cost Growth Rate
Yea (Tuition/ :

Name Year | Year Name Above Inflation
r Board)

Jill 2000 2018 2022 | StateU 22,000.00 3.00%

John 2002 2020 2024 | State U 22,000.00 3.00%

< Editing Growth Rate Above Inflation automatically calculates the assumption for Tuition
Growth Rate.

3. After entering the Education expenses, click Tax Rates from the left-hand navigation
panel, or Next twice to proceed. We will not enter anything on the Miscellaneous page.

26
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Forecasting Wealth

Figuring the clients Tax Rates

On the Tax Rates page, current and expected tax rates are entered. Taxes are
considered only if a taxable security is sold.

In this exercise, you will enter the current and expected tax rates. Do the following:

1. From the Tax Rates page, click the Add button twice. You should have two lines in the
Tax Rates page.

E Principia Asset Allocation Module - Smith Scenario3.xml

File Resources Help
Dl ?
= Scenario Profile

Basics
Clignt

Forecast Wealth: Withdrawals Education
Enter education expenses

Capital Mkt Assumptions
Current Portfolios
= Optimize Asset Allocation
+ Risk Tolerance
Constraints
Efficient Frontier
Curent vs. Taiget
= Forecast Wealth
Retirement
- Income
Savings
= Withdrawals
Retirement Needs
Miscellaneous
Tax Rates
Forecast
= Propose Poitfolio
Seculities List
Allocate
Action Plan
Report Settings

Student Hame

4l |

Birth Year  Begin Year  End Year

School Name

Current Cost
{ Tuition/B oard)

Growth Rate
Ahove Inflation

Exercise 17

v Click the Add

Add Delete

< Prewious Newt >

2. Enter the following values:

button twice.

Begin End Federal Income Tax Federal Capital | State State Capital
Income S - .

Year Year Tax* on Equity Yield | Gains Tax Income Tax | Gains Tax

2007 2037 28.00% 15.00% 15.00% 3.00% 3.00%

2038 2064 20.00% 10.00% 10.00% 3.00% 3.00%

45 In the second line of the spreadsheet, tax assumptions were reduced beginning in 2038,
reflecting a lower tax rate during retirement.

3. After you have entered Tax Rates, click Forecast from the left-hand navigation panel or
Next to proceed.

Figuring the clients “Tax
Rates

Version 2.0
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Forecast Forecasting Wealth

The Forecast page runs 1,000 separate simulations for each asset class in the target Forecast
portfolio. The asset class value-weighted returns are calculated for taxable and tax-

deferred accounts for the current portfolios entered in the scenario. The returns are

then sorted and ranked by probability percentile (95th Percentile, Expected Value, and

5th Percentile) on the wealth table. They are also displayed on the Wealth Forecast

graph.

The Wealth Table displays annualized returns for the following periods:

=] Year

<3 Year

<5 Year

<10 Year, and
<20 Year.

In this exercise, you It view the Wealth Forecast graph and generate the Wealth Exercise 18
Forecast table. Do the following:

1. The Wealth Forecast graph should be showing on the screen. If not, click Forecast from
the left-hand navigation panel.

B Principia Asset Allocation Module - Smith Scenario.xml

File Resources Help

bed 7
=) Scenario Profile Forecast Wealth: Forecast
Basics Ilonte Carlo simulation of the client's wealth growth based on the target asset allocation
Client Infarmation i
Capital Mkt Assumptions Wiealth Table..
Gunent Portfolios 1Year |3Year |5Year |10 Year 20 Year .
=) Optimize &sset Allocation o5t Percentile | 2552% 21.21% 1003 1631% 1421% Click here to see the
- Risk Tolerance Expected Valve | S1% D13 C1M D12  Q1%h Wealth Table displayed
E;:‘S;:S””a"e SthPercentile | -552% -158h D18 259 43T in a pop-up window.
Constraints Partfalio Value § Tarqet A sset Allocation Y 5% WI75% [ 95%  — Median Current Portfolio:  — hadian
Efficient Frontier
Current vs. Target
=) Farecast Wealth L
Retirement I
= Income
Income
Social Security
Sawings 100K
= Withdiawals
Retirement Needs
Education
Miscellaneous 10K
TaxRates
Forecast
- Propose Partfalio
Securities List
Allocate 1K —— 50
Action Fjlan 07 w1z w17 2022 2087 05z 037 04z 2047 2052 2067 2062
Report Settings
ear
Powered by Ibbotson A ssociates, @ Momingstar company

The Wealth Forecast graph contains four shades of green. These represent the different
chances (5%, 25%, 75% and 95%) of having a certain amount of wealth at a given time.
The lightest shade of green is the most conservative expectation, and the darkest green
is the most optimistic possible outcome.

You can also see two lines on the graph. The red line represents the median value of the
portfolio using the proposed asset allocation. The blue line is the median value of the
portfolio with the client 3 existing asset allocation.
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Forecasting Wealth

Forecast

2. Place your mouse over any point on the bar graph. A pop-up appears, displaying the
ending wealth value and the probability percentile of achieving that value for the given

year.
PortfoioValue §  Target Asset Allocation: 5% [7125% [75% E95% —Medan  Cuvent Portfolo. — Median
M
100K
2037
Ending Wealth
. ; Moving your mouse over
the Wealth Forecast graph
gives you a pop-up
window for that year.
1K ——— 40
W0 a2 N7 22 2037 A3 AT 204 2047 2052 BOET 2062
Vear
st by Ibotson Associatss, a Momingstar company
3. To view the Wealth Forecast table, click the Wealth Table button.
Wealth Table 3
Investment —
Beginning Balance Additions Withdrawals Gains/Losses Ending Balance
2007 $45,000.00 $17,000.00 $0.00 §3,91268 $65,912 68
2008 $65,012.68 $17,391,00 30.00 $5.022.75 $80,226.43
2009 $89,226.43 §17.790.99 $0.00 $8,348.400 $115,366.82
2010 $115,366.82 $12,200.19 30.00 $10,144.93 $143.711.04
20m $143,711.94 13,142 68 $0.00 1346233 $170,316.95
2012 $170,316.95 $13,444.96 30.00 15,4405 $190.211.45
2013 $199.211.45 $13,75419 $0.00 18,365 93 $231,331 58
2014 $231,331.58 $14,070.54 30.00 $22,665.97 $268,086.08
2015 $268,088.08 14,394 16 $0.00 §24,193.27 $306675.51
2016 $306,675.51 $14,725.23 30.00 $26,067.60 $340,466.43
2017 $349,468.43 §15,083.91 $0.00 §35,460.75 $400,002.08
2018 $400,002.08 $15.410.38 $30,107.67 $27,987.68 $404,202.25
2019 $404,202 26 15,754 81 §41,207 57 30,456 97 $408,306.48
2020 $400,306.45 $16,127.40 $96,840.00 ($2,766.02) $320,827.85
2021 $329,827.86 $16,498.34 $91,502 44 (21,202 89) $233,530.85
2022 23353086 $16,877.80 $96,415.21 ($35.881.38) $118.112.07 -
2023 $118,112.07 §17,265.99 §50,795 87 (20,224 55) $54,357 63 A,ssumptlons can be
anaa 6 357 $176A2 10 $53533 10 T 3 ga1inm| dlsplayed as Current Dollars
¢ Curent Dalars & Future Dollars  Fortfolio Value: | Median - BT, cancel | Help or as Future Dollars.
| |

4. After viewing the Wealth Table, click OK to return to the Wealth Forecast graph. In this
scenario the Median value of the proposed asset allocation - in conjunction with the
client 3 current portfolio value, and savings rate - will most likely not be enough to last
the client through his retirement. Before proposing a portfolio based on the asset
allocation, we should be able to demonstrate that the asset allocation we are proposing
will actually work. Let 3 return to some previous inputs to update them and see how that
affects the Wealth Forecast graph.

Version 2.0

MORNINGSTAR

29



Overview

Modifying the Client Scenario

Modifying the Client Scenario

In this section, you It see a couple of changes that can be made to a client 3 scenario,
to help them meet their goals.

With the current inputs, the Smith family will likely run out of money around the time

Jerry retires in 2037.

To give the Smith family a better chance at making their money last, we f adjust

Sarah 3 retirement age, and also increase their savings rate. Once that is done, you can
generate the Wealth Forecast again, and note the impact of the changes.

To enter the changes for the scenario, do the following:

1. In the left-hand navigation panel, click Retirement.
2. In the Spouse field, type 55.(We It delay Sarah 3 retirement by just five years.)

File Resources Help

bed 7

Basics
Client Infarmation
Capital Mkt Assumptions
Cunent Portfolios
= Optimize Asset Allocation
= Risk Tolerance
Questionnaire
Analysis
Constraints
Efficient Frontier

=l Scenatio Profile

B Principia Asset Allocation Module - Smith Scenario.xml

Forecast Wealth: Retirement
Estimate ratirement age and Ife &pectancy

NG

Overview

Why changes need to be
made to the scenario

Entering the changes for
the scenario

Client Spouse
Expected Retirement Age (ears) ‘55 |55
Life Expectancy (ears) ‘QD ‘QD

Resel to Defaults

Mortality Information

Make the change to
the Retirement Age here.

c 5% 25% 10%
urrent vs. Target ear of Chance of Chance of Chance of Chance of
=) Forecast Wealth Death Surdving % Living to Age Living to Age Living to Age
&1 Income Jerry Smith 2062 2263 82 83 95
Income Sarah Smith 2084 3342 88 82 a7
Social Security
Sawings
= Withdrawals
Retirement Needs
Education
Miscellaneous
Tax Rates
Forecast
- Propose Partfalio
Securities List
Allocate
Action Plan
Report Settings
< Prewious Newt >
3. Inthe left-hand navigation panel, click Savings.
4. Make the changes reflected in the table below.
. . Begin End
Description Owner | Portfolio g Value Value based on
Year Year
401k_Jerry Client Defined Contribution | 2007 2037 10.00 % of Pre-Tax Income
Brokerage_Sarah | Spouse | Taxable 2007 2010 5,000.00 | Current Dollars
401k_Sarah Spouse | Defined Contribution | 2007 2029 10.00 % of Pre-Tax Income
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Modifying the Client Scenario

Entering the changes for the scenario

5. In the left-hand navigation panel, click Forecast.

B Principia Asset Allocation Module - Smith Scenario.xml

Fle Resources Help
bed 7
=l Scenatio Profile
Basics
Client Information
Capital Mkt Assumptions
Curtent Portfolios
=) Optimize Asset Allocation
=1 Risk Tolerance
Questionnaire
Analysis
Constraints
Efficient Frontier
Current vs. Target
= Forecast Wealth
Retirement
= Income
Income
Social Security
Sawings
- Withdrawals
Retirement Needs
Education
MWiscellaneous

Securities List

Allocate

Action Plan
Report Settings

Forecast Wealth: Forecast
Ilonte Carlo simulation of the client's wealth growth based on the target asset allocation

Powered by Ibbotson Associates, a Mormingstar company

< Prewious Newt >

Wealth Table
1Year 3Year 5Year 10 Year 20 Year
95th Percentile 270 216 191M%  16.22%  141%
Expected Value 907 90F% 912% 910%  917%
5th Percentile -5.84%  -1.64% -0.00  281%  4.45%
Portfolio Yalue & Target A sset Allocation % 25% M75% M95%  — Median Currert Portfolio: — Kedian
10am $105,636 477
$22.567, 346
1M IIII||||
- lllllllllﬂ’m"““l
Note the updated
100K expected value of the
median return with
10k the changes you made.
13 — 50
o7 mz 7 nzz nz7 203z 2037 4z 047 2062 2067 2062
Vear

With the revised scenario, the median return for the client now seems as if they will have
enough money to live on in retirement. Also, the impact of Jill and John Smith going to
college will not be nearly as dramatic as it was under the original plan.

6. From the left-hand navigation panel, click Propose Portfolio, or click Next to proceed.
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Overview

Proposing a Portfolio

Proposing a Portfolio

Now that you Je optimized an allocation and run a wealth forecasting scenario to help

Overview

meet the clients heeds, you can propose a portfolio based on the target allocation. You
can search for securities and add them to a current portfolio. Alternatively, you can
create a model portfolio and replace the existing portfolio.

45 Model portfolios can be saved and applied to other scenarios you create.

On the Search for Securities screen, you can create an investment list to enhance the

clients Turrent portfolio holdings.

In this exercise, you will find securities, then build a proposed portfolio. Do the

following:

Using the Search for
Securities screen

Exercise 19

1. From the Allocate page, click the Add button. The Search for Securities screen appears.
2. On the Search for Securities screen, click in the Find field.

f
[ BE0|
== Search for Securities El
=1 Scenario Pr a
Basics Field ‘Name j Universe: ‘Mutua\Funds j @& BeginsWith ¢ Contains ¢ Equals ‘
Client |~ Find: | -
" —] = e
. Eav:ﬂ' El In the Find field, type the
urent Port| - .
5 Dom Lig Dom Dom = o
=/ Optimize A3 Security Growth | DomLrg  Mid-Cap | SmalkCap HNon-Dom | D_| _:é'n'n“ e name Of_ a secur_lty you
w1 sk Tl | Hame Ticker  Type Stks Value Stks _ Stks stks  DevStks |b i want to include in the
Constraj | 1st Source Income FMEQX  MF 0 .00t 0% .00t i) -10.00 roposed portfolio
Efficient | |1t Source Income Equity FMIEX MF 0% 70.45% T32% 8.38% ) -10.00 p p p :
Cument { |15t Source Long/Short FMLEX  MF 0% 18.9%% 0% 00 243%% Hia
= Forecast Wl |30 1 Diversied Equity ME ot % o % o e
Retiiemng |3 19 1 Strategic Inc MF ) 0% 0% .00% 0% . P
w-Income | |AARF Aggressive ARGTH MF 31.56% 27.35% ) 3T .48 o
Sawings| |4 ‘ | » ’_ Dom
e Withdra Hid-Cap
Tax Rat Results: 25,772 Add Add &l s Stks
Forecas
—) Propose Por Dom Lrg Dom Dom % 00%
Alocatel Security Growth DomLrg  MikCap | SmalkCap NomDom | Devi i 0%
Action A Name Ticker Type Stks Value Stks  Stks Stks Dev Stks | MK i 0%
Report Sett " -00%
a 16.51%
a 0%
a 0%
| 3
Selected: 0 Load Investment List Save Investment List | Remowe ‘ Remaove All ‘
»
Reset
< Prewious MNewt >

3. Type T. Rowe Price Sm Stk.
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Proposing a Portfolio

Using the Search for Securities screen

4. Click Go. All share classes of the fund appear.

Field: |Name j Universe: |AII j (+ Begins‘With ¢ Contains ¢ Equals Load Investment List
Find: |T. Rowe Price Sm Stk Go
Dom Lrg Dom Dom
Security Growth Dom Lrg | MidCap | SmalkCap |Mon-Dom | Deve
Hame Ticker Type Stks Value Stks | Stks Stks Dev Stks | Wkt

OTCR MF 0.00% 0.00% 22 0%

;

T. Rowve Price Sm Stk

£5.95% 1.4%%
T. Rowe Price S i

Yo

| »

Results: 2 Add | Add Al

Select the Adv share class.
Click Add. The security is included in the Investment List for the proposed portfolio.

Dom Lrg Dom Dom
Security Growth Dom Lrg | MidCap | SmalkCap |Mon-Dom | Devd
Hame Ticker Type Stks Value Stks | Stks Stks Dev Stks | Wkt
T. Rovwe Price Sm Stk OTCRY MF 0.00% 0.00% 22.06% GE.95% 1.47%
| »
Resuls: 1 A Add Al
Dom Lig Dom Dom Pl
Security Growth Dom Lrg | MidCap |SmalkCap |Mon-Dom D__|
Hame Ticker Type Stks Value Stks | Stks Stks Dev Stks |V
Amer Funds Bond Fund & ABMDOK MF 0.00% 0.00% 0.00% 0.05% 0.17%
Gabeli ABC GABCK MF 10.97% 3.58% 24 5% 14.38% 17.95%
General Electric GE Stk 0.00% 100.00% 0.00% 0.00% 0.00%
FIMCO Al Asser & Pasax MF 0.00% 0.00% 0.00% 0.00% 0.03%
T. Rowee Price Balanced RPB&X MF 20.71% 20.18% 33%% 0.04% 17.41%
T. Rovwve Price S StK AlY ——— - e e e — e ———
| | »

Repeat steps 2 through 4 for the following securities:
<Amer Funds Bond Fund A

«T. Rowe Price Balanced, and

«=General Electric.

45 To find General Electric, you will need to select Stocks from the Universe field.

After adding the securities, click OK.

Click Go to find all
share classes of the
security.

Security has been added to
the investment list.
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Allocating the proposed portfolio

Proposing a Portfolio

The Allocate page displays both the securities selected in the investment list and
holdings from the current portfolio. You can manually allocate the proposed portfolio, or
use the Auto Allocate button to find the most appropriate securities mix for the

proposed portfolio.

In this exercise, you will create a proposed portfolio based on the target allocation you
assigned on the Efficient Frontier page. Do the following:

1. On the Allocate page, click the Auto Allocate button. Using the investment list, the
Auto Allocate feature selects securities with the lowest tracking error.

File Resources Help

E1 Principia Asset Allocation Module - Smith Scenariod.xml

Allocating the proposed

portfolio

Exercise 20

You can manually enter

a proposed portfolio by
typing the Amount $ or
Weight% for the selected
securities in the proposed
portfolio. The Under/Over%
helps you monitor the
Target and Proposed
portfolios allocations.

Alternatively, you can click
the Auto Allocate button.

el 7
= Scenario Profile Propose Portfolio: Allocate
Basics Allocate the available capital to the securities selected on the previous page.
Client Information
Capital Mkt Assumptions Risk Type: Maderate Growth Select Madel Portfolio: j
Cunent Portfolios — P . ]
. urres an Topose ~
L ., p o Do bage onthSocis0TE o0 000 dom
o Pisk Tlerance ‘1. " “ ® Domestic Large Value Stacks 1362 2000 000 2000
Conatraints ) ‘ ® Domestic Mid-Cap Stocks 0.00 10.00 000 000
Efficient Frontier ' ® Domestic SmalkCap Stocks 0.28 10.00 000 -10.00
Curent vs. Tamet @ HonDomestic Developed Stocks 0.43 Wit 0.00 Wit
® Daveloping Markets Stocks 155 10.00 0.00 B
e — ® Dameai Inssiment isde B W5 2000 00 m
e ® To Be Allocated 000 v
- Income
Savings Dom Lrg Dom =
) Withdrawals Growth Dom Lrg | MitCap_—|
Tak Rates Hame Amount § Weight Minimum §  Maximum § | Stks Value Stks | Stks
Foracast To Be Allocated $45.000.00  100.00%
= Propose Portfalio Total Allocated Assets $0.00 00% 00% 00% o
Alocate et Funds Bond Fund & #0.00 e $0.00  $45.000.00 i 1.5 ]
Action Plan Gabeli AEC #0.00 i) $0.00  $45.000.00 O 1147 ]
Repant Sattings General Electric #0.00 i) $0.00  B4500000 BROTN  Z7.41% ]
PIMCO All Asset A $0.00 ) 30.00 $45,000.00 0% G.E7% .0
T. Rowve Price Balanced $0.00 ) 30.00 $45,000.00 16.094% 30.45% .0
T. Rowve Price Sm Stk Adv $0.00 ) 30.00 $45,000.00 0% 3.45% 155
T. Rowve Price US Bnd 1ds $0.00 ) 30.00 $45,000.00 0% 22% .0
anguard 500 Index $0.00 ) 30.00 $45,000.00 48.42% 48.27% .0
vanguard Em WKL 1ds $0.00 ) 30.00 $45,000.00 0% ) .0
anguard Glabal Equity $0.00 0% $0.00 $45.000.00 .00 36.37% .0 -
| [
Add | Delete | Tracking Error Ji Alpha M

< Prewious MNext >

[Fiisk Type. Moderate Giowth Select Model| Portfolio: | j
(Current Target Proposed Assets Cument% Target % Propased %  +A% A
1 L] Dumest!c Large Growth Stocks 10.76 10.00 13.33 333
‘. ‘D & @ Domestic Large Value Stocks 13.62 2000 15,53 -4.47
L= ® DOomestic Mid-Cap Stocks 0.00 10,00 355 6.5
‘ ‘ * ® Domesiic Smalt Cap Stocks 0.29 1000 16.54 5.5
® Hon Domestic Developed Stocks 0.48 N4 218 N
® Developing Markets Stocks 153 10,00 8.37 -163
® Domestic Investment Grade B... 24,56 0,00 1.4 149
® To Be Allocated 0.00 -
Dom Lrg Dom =
Growth DomLrg  Mit-Cap |
Hame Amount § Vieight Minimum § | Maximum § | Stks Value Stks | Stks
To Be Allocated $0.00 00%
Total Allocated Assels $45,000.00 100.00% 13.33% 15.53% 35
Amer Funds Bond Fund A& $17.346.18 38.55% $0.00 $45,000.00 .00% 1.5 )
Gabeli ABC $0.00 i) $0.00 $45,000.00 .00% 11.47% )
General Electric $0.00 i) $0.00 $45,000.00 B6.99% 27.41% )
PIMCO Al Asset A $0.00 i) $0.00 $45,000.00 .00% B.87% )
T. Rowe Price Balanced $0.00 0% $0.00 $45.000.00 16.94% 30.45% 0
T. Rowe Price Sm Stk Adv $10.291.33 22.8%% $0.00 $45.000.00 0 345 155
T. Rowe Price US Bnd ldx $0.00 0% $0.00 $45,000.00 0 22% 0
vanguard 500 Index $12.391.47 27 5% $0.00 $45,000.00 48.42% 48.27% i}
“anguard Em ki Idx $3.904.24 8.66% $0.00 $45,000.00 0% 0% i}
“anguard Global Equity 41.066.80 2.3% $0.00 $45,000.00 0% 36.37% 0 -
| [
Add ‘ Delete | Save As Model | Tracking Ermor Ji Alpha Auto Allocate | Reset

the Action Plan and Generate Reports pages.

If you want to maximize alpha, move the Auto Allocate slider to the right.

Note: Maximizing Alpha

pushes the proposed

portfolio allocation further
away from the Target Allocation.

The proposed portfolio has now been allocated. Turn to Exercise 23 on page 40 to see
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Creating a Model Portfolio

Overview

Creating a Model Portfolio

Using a model portfolio allows you to replace an existing portfolio with a model
allocation. Model Portfolios are assigned one of the five risk types. These are the same
risk types used in the Risk Analysis section of the Asset Allocation work flow. If you
plan to use a model portfolio, note that you will have access only to those models that
match the Risk Analysis type for the client. That is, you cannot choose an Aggressive
model portfolio for a Conservative client. To use a model portfolio, you ff need to do the

following:

=Create a securities list for the model portfolios, or load a saved securities list

=Assign a risk type to the model portfolio, and
=Assign the model portfolio to the client.

When creating a model portfolio, you may want to first create an investment list. The
list can be saved and used as a model portfolio. To create an investment list, do the

following:

1. From the Allocate page click Add. The Search for Securities screen appears.
2. At the bottom of the Search for Securities screen, click Remove All. This removes

securities from the investment list.

4 |

Dom Lrg Dom
Security Growth Dom Lrg | Mid-Cap
Hame Ticker Type Stks Value Stks | Stks

Dom
SmalkCap Hon-Dom | Devg
Stks Dev Stks | Ikt

-

Felected: 0

Save Investment List

Remove | Remove &l 4

Overview

Saving Investment List

Click to remove
securities from an

Investment List.
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Saving Investment List

Creating a Model Portfolio

At the top of the screen, in the Find field, type the name of the security you want to add
to your list. Use the following securities:

=Amer Funds Bond Fund A

=Columbia Grt Ch B

=T. Rowe Price Balanced, and

«Vanguard Em Mkt ldx.

45 Click the Field drop-down to switch between finding securities by Name or Ticker.

Field ‘Name j Universe: |&ll j & BeginsWith ¢ Contams ¢ Equals Load Inwastment List
Find. ‘T. Fowve Price Bal Go Type the .name Of
the security you want,
. Dom Lig Dom Dom then click Find.
Security Growth Dom Lrg Mid-Cap SmalkCap Moen-Dom  Dev
Name Ticker Type Stks Value Stks  Stks Stks Dev Stks | MKE:
T. Rowve Price Balanced RPBAX MF 2071% 20.18% 33%% 0.04% 17.41%
< 3
Fesults: 1 Add Add Al
Dom Lrg Dom Dom
Security Growth DomLrg MidCap |SmalkCap HNon-Dom |Dev
Hame Ticker Type Stks Value Stks  Stks Stks Dev Stks | MKkt:
Amer Funds Bond Fund & ABNDX MF 0.00% 0.00% 0.00% 0.05% 017%
Columbia Grt Ch B NGCEX MF 0.00% 0.00% 0.00% 0.00% F4.00%
T. Rowe Price Balanced RPBAY MF 20.71% 2018% 33 0.04% 17.41%
Wanguard Em Mkt 1ds WEIEX MF 0.00% 0.00% 0.20% 0.08% 40.7%%
| »
elected: 4 Save Inwestment List | FRemowe ‘ Remove All

Highlight a security, then click the Add button. The security is included in the Investment
list at the bottom of the screen.

Repeat steps 3-4 until you have entered all of the securities for your list.After you 7e
found the securities, click Save Investment List at the bottom of the screen.

In the File Name field, type Moderate Model and then click Save. The file has been
saved.

@

Select Investment List

PX)

Save in: | ) investlist
I)Lists

= BlackRock.xml

= BlackRockEquity2.xml
= BlackRockEquity. xml
= Cash.xml

<

=) Asset Class Proxie Listxml |2 DermoList.xml

[=] cf B~

= DemoList ALL.xml = Fixec
=i lig

= DemoListadd.xml =] Inves
= Favorites 2.xml =] Inves
= Favorites List.xml =] Inves
= Favaritres list.xml =] Inves
>

File name: |Moderate Model

Save

Save as type: |Investment List File [*.xml]

j Cancel

Click here after entering
a name for the list.

45 To load the list for a future scenario, click the Load Investment List button at the top of the

screen.
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Creating a Model Portfolio

Creating a model portfolio from an investment list

After you have saved an investment list, you can allocate assets to is and save it as a

model portfolio.

In this exercise, you will create a model portfolio using the saved securities in the

Moderate Model portfolio Investment List.

From the menu bar, select File... New.
If prompted to Save Changes, click Yes

Click Load Investment List.

No ok wdE

@

Select Investment List

Do the following:

If prompted to save the scenario, type Smith Scenario and click Save.
In the left hand navigation pain, click Allocate.
From the Allocate page, click the Add button.

Select Moderate Model, then click Open.

= Paortfolio List.xml
= Recormended.xml

<

Laok in: | I investlist j |‘j( Ed-

=] Jerry Smith List.xml = REITs.xml = Snitt
=) Jerry Smith Portfolioxml |2 Retirement2.xml = vang
= Maodel Part.xml = Retirement List.xml

[Eoderate Model,xm = Security List2 List.xml

= smith acount.xml
= smithlist0318.xml

*

File name: |Moderate odel xml

Filez of type: |Investment List File [*.xml]

j Cancel

8. Click OK. The Allocate page appears.

9. Inthe Allocation page spreadsheet, enter the allocations in the table below.

Select the investment list
you want, then click Open.

Allocation
Name

Percent
Amer Funds Bond Fund A 30%
Columbia Grt Ch B 40%
T. Rowe Price Balanced 20%
Vanguard Em MKkt ldx 10%

Creating a model
portfolio from an
investment list

Exercise 21

Version 2.0
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Creating a model portfolio from an investment list

Creating a Model Portfolio

10. Click Save As Model.

Click here to save

as a model allocation.

Dom Lrg Dom
Growth Dom Lrg | Wid-Cap
Hame Amount § Weight Minimum §  Maximum § | Stks Value Stks | Stks
To Be Allocated $0.00 00%
Total Allocated Assets $45,000.00 100.00% 3.39% 6.55% 63%
Amer Funds Bond Fund & $13,500.00 30.00% 30.00 $45,000.00 0% 1.53% 0%
Columbia Grt Ch B $18,000.00 40.00% 30.00 $45,000.00 0% ) 1.58%
T. Rowve Price Balanced $9.,000.00 20.00% 30.00 $45,000.00 16.94% 30.45% 0%
vanguard Em WKL 1dy $4,500.00 10.00% 30.00 $45,000.00 0% ) 0%
| »
aso_ | ooste | sovanstintei] racingEny |} oo susnsicia | oo |

11. In the Save As Model dialog, type Moderate Model Portfolio.
12. From the Risk Type dropdown, select Moderate Growth. The Moderate Model Portfolio

can be used for any scenario with a Moderate Growth target allocation.

45 Target allocations for scenarios are assigned in the Optimize Asset Allocation-Analysis
section of the Scenario work flow.

-

Hame: |Muderate Madel Portfolio

Risk Type: |M0derate Groweth

Ok |

Cancel |

=
—BE :l

Enter a Model Portfolio
name and Risk Type.
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Creating a Model Portfolio Using a model portfolio for a proposal

Model portfolios can be assigned to a proposed portfolio. In the exercise above, the Using a model portfolio

assigned Risk Type was Moderate Growth. The model can then be assigned to any for a proposal
scenario with a Moderate Growth Risk Type.

In this exercise, you will add a model portfolio to an existing scenario. Exercise 22

1. From the menu bar, select File... Open.
2. Select the Smith Scenario, then click Open.

2R
Loak in: |_JAsseL6«II0c: j = EB-

= Returns Bases.xml
= Smith Scenario3 halgings.xml 2
(= Smith Scenariod.xml =] Select the Smith Scenario,
= Smith Scenariod.xml = TUTORIALFPS. xml then click Open.

= Srith Scenario2007 . xml
= Sith Scenarin2008.xml

a:

< *

File name: |Smith Scenario.xml
Filez of type: |Principia Aszzet Allocation Scenarios [~ sml) j Cancel

3. Inthe left-hand navigation panel, click Allocate under Propose Portfolio.
4. From the Select Model Portfolio dropdown, choose Moderate Model Portfolio.

Risk Type: Muoderate Groweth Select Model Portfolio: |Moderate Model Partfolio j-
— Eo— — P From the Select Model Portfolio
1 ® Domestic Large Browth Stocks ] drop-down field, choose the
® Domestic Large Value Stocks 1362 . .
] ® Domestic Wit Cap Stocks 0.00 a3 appropriate model portfolio.
L ® Domestic Smal Cap Stocks 0.2 -85+
® Hon Domestic Developed Stocks .48 g
® Developing Warkets Stocks 1.58 .96
® Domestic Investmant:Grads B 44.56 Z0.00 338
® To Be Allocated v
Dom Lrg Dom
Growth Dom Lrg  Mid-Cap
Name Amount § Veight Minimum § | Maximum §  Stks Value Stks | Stks
ToBe Allocated $0.00 00%
Total Allocated Assels $45,000.00  100.00% 3.39% 6.55% 63%)
Amer Funds Bond Fund A $13,500.00 30.00% pasans ppauzgsay T o= ey
Columbia Gt Ch B $18,000.00 20.00% $000 44500000 i) 0% 1.56% ;
T. Rowe Price Balanced $9.000.00 20.00% $000 44500000 1684%  304% 0% In the Weight lcolumn, the
anguard Em Mkt Iz $4.500.00 10.00% $0.00  445,000.00 i) 0% i) Model Allocation percentages

can be adjusted, if necessary.

a1

»
Add.. ‘ Delete ‘ Save As Model... Tracking Ermor Ji Alpha Auto Allocate Reset
< Previous Mext =

45 Click the Add button if you wish to add additional securities to the model.

5. The Moderate Model Portfolio has been added to the Proposed portfolio. In this example,
the client 3 original portfolio was replaced by the model portfolio. Click Next to proceed
to the Action Plan page.
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Action Plan

Creating a Model Portfolio

The Action Plan displays what items need to be bought or sold to achieve the proposed
portfolio. You can also export the proposed portfolio from Asset Allocation into Principia

as an unscheduled portfolio.

In this exercise, you will export the proposed portfolio into Principia 3 Advisor Palette.

1. From the Action Plan page, click Export to Principia. The Client Information dialog box

appears.
i BEE|
bed 7
= Scenatio Fiofie Propose Partalia: Action Plan
Basics Implemant the tanget assat allcation by buying and seling specifc securites
Client Infarmation
Capital Mkt Assumptions Current | Proposed Proposed Action
Curtent Partfolios Investment Ticker | Current USD$ | % usD$ % Action | Action USD$ | %
- Optimize Asset Allocation Gabell 4B BABCH 500000 11.11% $0.00.00% Sel 500000 11.00%
- Risk Tolerance . Rowe Price Balanced RFBOX $0.00  O0% 8900000 20.00% Buy $9.000.00] 20.00%
Questionnaite amer Funds Bond Fund & ABNDX $000 00 $13500.00) 30.00% Buy 1350000 30.00%
Analysis vanguard Em Mk Ids VEIEX $0.00 00 8450000 10.00% Buy 8450000 10.00%
Constraints vanguard 500 Index FINY $10.000.00 22.2%% $000 .00% Sel 1000000 22.00%
Eflicient Fiontier Columbia 61 Ch B NGCEX $000 0% $1200000  40.00% Buy $12.000.00 40.00%
Current vz, Target T. Rowe Price US End Idx PEDIX 2000000 44.44% $000 .00% Sel 82000000 44.00%
- Farecast Wealth FIMEO A o2t & PN $10000.00 2222% $0.00 .00% Sel $10.000.00, 22,000
Retirement
- Income
Sawings
- Withdiawals
TaxRates
Forecast
- Propose Partfalio
Allocate
Action Plan
Report Settings

Action Plan

Exercise 23

Click here to
duplicate this portfolio
in Portfolio Mode.

Export to Principia :l—  —

< Prewious MNewt >

2. In the Client file field, type Jerry Smith.

3. In the Portfolio name field, type Proposed.

4. Click Save.
* 2]X]|

Save jn: | ) User j |‘j( Ed-
(B Dave Smith.cli {8 1ack Goldman.cli BLarge va
fBDC Plan ABC Corp.cli B Jerry Jones.cli B Mark Sm
B oermo.cli B Jerry Srithz.cli B Mary Sm
B Efficient Portfolio.cli {8 Jerry Srith.cli fBmattz.cli
fBFPa.Cli B 3ill Green.cli fBmatt.cli
B Frank and Sally.cli B 10sh.cli B Melvin St
£ >
Client file: |Jerr_l,l Srith.cli Save

Save as type: |Elient files [*.cli]

Portfalio name: |Proposed

=
=

Cancel

5. Click OK when the confirmation message appears, indicating the action plan was

Enter the information
in this dialog box,
then click Save.

successfully exported. Later, you can go to the Advisor Palette, and confirm that the
proposed portfolio appears as an unscheduled portfolio.

6. Click Report Settings from the left-hand navigation panel, or Next to proceed.
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Generating Reports

Overview

Generating Reports

On the Reports Settings page, you can generate PDF reports to make presentations to
your client. The report includes scenario information, as well as a customized cover
page with your company logo.

Adding your company logo to the cover page is a great way to customize your report.
The following file types can be used for company logos:

= GIF

= JPG

= JPEG

< BMP and
= PNG.

In this exercise, you will include a company logo on the cover page.

45 If you do not have a logo file to include, simply complete steps 1-4 below.

1. From the Report Settings page, click the check box next to All Pages. A check mark
should appear next to all pages on the reports page.

Overview

Adding a company logo
to the output reports

Exercise 24

Check this box to
select all pages.

a - [o]x]|
D 7
=--Scenario Profile Report Settings
Basics Enter report settings
Client Information
Capital Mkt Assumptions [v¥ Cover Page Edit Cover Page
ELIHEF![ Poioios Iv Al Standard Pages
- Optimize Assel Allocation
=) Risk Tolerance Jw Asset Allocation
Questionnaie Jw ‘ealth Forecast
Analysis
Constraints [ Action Plan
Efficient Frantier % All Appendix Pages
Current vs. Target
o) Forecast Wealth [w Client Risk Profile
Retitzment ¥ Current Portfolio vs. Praposed Portfolio
- Income .
Savings Iv Detailed Assumptions
) Withdiawals [ Disclosure
Tax Rates
Forecast Iv All Pages
1 Prapase Portfolia
Securities List Generate Report
Allocate
Action Plan
Report Settings
< Prewious

2. Click the Edit Cover Page button.
3. Inthe Cover Page - Asset Allocation Report dialog box, enter the Prepared For and
Prepared By information.
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Adding a company logo to the output reports

Generating Reports

4. Toinclude your company logo, click the Include Company Logo check box.

Cover Page - Asset Allocation Report

x]

Prepared For.
Mame: [ smitns
Company: | 2t com
Address 1 [117 Lasalle &t
Addiess 2 I
City: IEhiEagn

Repaort Date;

State: [IL v| zip: [60808

Prepared By:
Name |EubJones
Company: |Junes\nveslment Company
Address 1: [100 ttain 5t
Addiess 2. I
City IEhiEagn

SIaIEI\L j Zip |

Phone Number: I

E-mail I

bk-wi.jpg

Jv Include Logo (CiDocuments and SettingsimecksteiMy DocumentsBlackinck Browse ..

Check this box
to include a logo
on the cover page.

I~ Include Bank Disclosure Information

oK |

Save!—\sl Retrieve | Cancel | Help |

5. Click the Browse button. The Asset Allocation Cover Page Logo dialog box appears.

r

Asset Allocation Cover Page Logo

Look in: Iﬂ My Documents

I ol

Irecipes

IC5)5an Diego Preso
IC3)5naglt Catalog

I3 snapshot report

I training by content
@Training Procedures
I3 Training Revanue
I3 Training Rosters
I3 Training Screens

<

I3 Training Survey Results
I3 Training-link history
|3 Travel Expanses

VS Bank

[£4.jng

[EBlackrock bk-wt. jpg

@ Company Logo. jpg

| >

File name: |Eompany Logo.jpg

Open |

Files of type: I [“.ipa)

LI Cancel |a

6. Using the Look in drop-down, navigate to and select your saved company logo.

7. Click Open.

8. Click OK to return to the Report Settings page.

Navigate to your
company logo
using the Look in
drop-down field.
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Generating Reports

Generate Report

After you have entered the Report Settings, a PDF report can be created. The output on
the report reflects assumptions entered in the Scenario Profile, Optimization, Wealth
Forecast and Proposed Portfolio sections.

In this exercise, you will generate a PDF report. Do the following:

1. On the Report Settings page, click Generate Report. A multi-page PDF report appears
in a new window.

Report Settings
Enter report settings.
W Cover Page
v All Standard Pages
I Asset Allocation
| wealth Forecast
[ Action Plan
[ All Appendix Pages
[ Client Risk Profile
v Curtent Portfolio vs. Proposed Portfolio
v Detailed Assumplions ClICk here
Fe Nischasare to generate
Fe Al Fanes the report.
Generate Repoit:

2. You can save or print the PDF file.

Generate Report

Exercise 25
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