
Investment portfolio and
mutual funds
Functions addressed in this document:

l As the default investment vehicle in NaviPlan, what is an investment portfolio?

l In NaviPlan, how does an investment portfolio differ from amutual fund?

Enter Financial Data - Net Worth - Accounts

In Level 1 and 2 plans, NaviPlan offers a choice of four investment vehicles (simple account, investment portfolio,
mutual fund, and cash accounts).

While differences exist between each of the specialized investment vehicles, the focus of these document will be
on investment portfolios, followed by some the differences between an investment portfolio and mutual fund.

To understand the difference between these two investment vehicles, we will look at two non-registered
accounts (one investment portfolio and one mutual fund); both accounts are owned by Richwith a January 1
valuation date with a market value of $100,000, and earn 12% (3% interest, 2% dividend, 4% capital gains, 3%
deferred growth).

What is an investment portfolio?

An investment portfolio is a flexible investment vehicle, designed to model a collection of assets, such as stocks
and bonds, as well as assets that may not be ideally suited to another vehicle type. An investment account is a
beneficial vehicle for when an account is modeling multiple assets where the details for each are available, or
where through integration holdings can be imported.

The key to investment portfolios is realizing that they are modeled after bonds and utilize the concept of accrued
income. Below is an example of this concept:
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Example: Steve owns a bond that pays interest to him in the form of an annual $500 coupon in October. Bob
will be purchasing this bond from Steve in April. After buying the bond from Steve, Bob will receive the
coupon of $500 in October, even though he has only owned the bond since April. For this reason, when buying
the bond, Bob must reimburse Steve for the accrued income, that is , the interest earned since the last coupon
was paid. While the coupon for the previous year's interest would not have been payable to Steve until
October, by paying Steve for interest to April, Bob is essentially prepaying the interest that has accrued on the
bond since October.

While this example above only considers accrued income in the form of interest paid as a coupon, for the
investment portfolios in NaviPlan the concept of accrued income applies to the interest, dividend, and capital
gains, where the income earned is calculated on a monthly basis buy paid annually.

Prior to calculating the income accrued, NaviPlan calculates a monthly return percentage by dividing the annual
return on interest, dividend, and capital gains by twelve. Next, NaviPlan uses the start-of-year market value, buy
and sell amounts, as well as accrued income related to the buy and sell amounts, to calculate the accrued income
in eachmonth.

To understand how investment portfolios use accrued income, we will look at the Asset Details report (Quick
Actions - Reports - NetWorth - Assets - Single Asset Details) for Rich's investment portfolio. As indicated
previously, this is a non-registeredaccount earning 12% (3% interest, 2% dividends, 4% capital gains, and 3%
deferred growth).

As the total annual return for interest, dividends, and capital gains is 9%, the accrued monthly return is 0.75%. In
addition, as there are no buys and sells throughout the year for the account, the start-of-year market value of
$100,000 is used in eachmonth, and therefore the amount of income that accruesmonthly is $750, or $9,000 by
the end-of-year as shown in the Accrued Income column.

Reports - Net Worth - Assets - Single Asset Details

In more complex situations, such as those involving buys or sells, or those that include contributions, the concept
of accrued income is applied aswell.

Contributions to an account are considered buys by NaviPlan, and as they are added to the plan, relative to the
accounts valuation date, a portion of the buy is discounted as it is assumed to be pre-paid income. This pre-paid
income is what NaviPlan uses to set aside an amount that would be paid by the bond purchaser to the bond
seller.
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For example, after entering monthly contributions of $1,000 and returning to the Asset Details report, we can
see the effects of accrued income. Starting in January, we can see no income has accrued, however starting
February and beyond, the buy amount is reduced, as a portion of the contribution is assumed to be accrued
income. The difference between the contribution amount and the buy amounts is the amount needed for interest,
dividends, and capital gains that can be included as accrued income.

Looking at the contributions in February, we can see negative values in the Interest, Dividend, and Capital Gain
columns equaling $6.88, which reflects the discounted value of the amount that would need to be prepaid, or
accrued income.

Reports - Net Worth - Assets - Single Asset Details

As the returns on interest, dividends, and capital gains are calculated monthly but are paid annually, calculations
will begin at the beginning of each year.

In NaviPlan, how does an investment portfolio differ from a mutual fund?

While in NaviPlan, an investment portfolio models a collection of investments such as bonds and stocks, and uses
the concept of accrued income, the mutual fund vehicle models a pool of investment assets where an investor
purchases a share of an overall fund and tracks a unit value (this is similar to a new asset value per unit).

In contrast to investment portfolios, where using a bond model the buy amounts do not fully reflect the
contribution amounts, mutual funds the buy amount values reflect the full amount of the contributions.
Additionally, the tracking of unit values is another key difference.

While a unit value cannot be specified, a $1.00 start-of-year unit price is assumed. Using the account's annual
return rate, NaviPlan increases the unit price eachmonth by one twelfth of the account's annual return rate
including deferred growth. By tracking the amount in this way, the unit price increases at a fixed increment, such
that when plotted on a graph it will follow a straight line, and such that the ratio of the end-of-year unit price and
start-of-year unit price will be one plus the rate of return.
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In the case of Rich's mutual fund account, the
unit price increases at a fixed rate, in this case
one twelfth of 12%.

Did you know?While non-rounded values
will be used for calculation, the unit price is
rounded to two decimal places in reports.

While in NaviPlan the income earned on both investment portfolios and mutual funds are paid and assumed
reinvenvested (non-registered accounts have their estimated after-tax amount reinvested aswell) at the end of
the year, different transactions can occur. For investment portfolios, the accrued income amount resets to zero at
the start at the following year, while withmutual funds the unit price resets to $1.00. This unit value reduction
occurs because of the income distribution, and models what occurs inmost real mutual funds, where the fund
distributes income to unit holders and the unit price declines to the amount for the loss of value. NaviPlan
assumes that the earned income is distributed and resets the unit price to the assumed default of $1.00 and
increases the unit balance to reflect the reinvested amount.

Reports - Net Worth - Assets - Single Asset Details

Due to the signficant differences between the investment vehicles as noted in this document, it is important to
select the best model for your clients actual assets. A summary of the key differences are listed below:

Investment Portfolios Mutual Funds
Uses bond pricing model and the concept of accrued
income

Uses unit value

Generates short-term capital gains investment income Generates long-term capital gains investment
income
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