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Do you get uncomfortable
when someone mentionsthe
words"financia planning”?

Y aure not done. Some
peoplefed overwhemed
thinkingit'sabigtaskto plan
for their financial future.

Therés good news, though. Financid
planning iseaser thanyou think By #
followingthestepsoutlinedinthis
booklet, you can begin to map out
your path to financial security

Yaull find hepful tipson howto set
financial god's, organizeyour financial
papers, find afinancial professiond,
understand your investment options,
beawiseborrower, and asafeinvesor.
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PLANNING YOUR FINANCES

Fnancid planningisthe
processd determiningyour
financial goasand how you
will reach them. It's essentidl,
no matter how much money
you have, becauseyour
financia plan kegpsyouin
charged your money and
your life.

Financial planningisnot aone-time

adtivity. It's an ongoing process. | dedly, you
start your financial planning early in lifeso
you don't haveto worry about money after
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youstop working. If you aregetting alate
start, agood financial plan will helpyou
catch up. Continueyour financia planning
after you stop working to makesureyour
incomelastsaslong asyou need it.

Making afinancid plan

Yaur financial plan can beassmpleor

as detalled asyouwant it to be Yaucan
developit yoursdf or you canhirea
financid planner to hel pyou prepareit.
Yaur plan can chart your fiscd courseover
thenext 5or 10years, Or it can help you
make sureyou have enough money to buy
your next car. Of course, every financial
plan shouldincludeadrategy to helpyou
savefor retirement. Making afinancia plan
isbest doneinsmdl steps:

By following the few
simple steps outlined
In this booklet, you

can begin to map
out a path that
could lead you to
financial security.




Step 1 Get organized. Organizingyour
household's important paperswill giveyou
acdlear picture d your financial status. Start
by listingyour family’s bank, investment,
and retirement accounts. Find andfileyour
financia documents, including red estate
documents, insurance policies, andt ax
records. Makeamadter list o al these
papersand wherethey can befound. Use
thechart on page 7 asachecklist of what
Adocuments tolook for and where

to keepthem.

Step 2 Set your financial goals. Gods
identify what bringsuspleasure. They
give ussomethingto look forward to and
work toward. Your gods might include
buyingahouse, taking avacation, or
savingfor retirement.

Writedown your gods. Next to eech god,
put how muchyout hi nkit will costto
meetit, and your .target datefor reaching
thegoal. Leave aspaceso you canfill inthe
datewhenyouactudly reachit. Use the
AARP Retirement Roadmap to help you
navigateyour retirement dreams. It's at
www.aarp.org/finance.

Step 3 Evaluate your cash flow. YaJ can't
makefinancial plansuntil you know how
much money you make and whereyou
spendi t Thisiscaled your " cash flon.”
To calculate your income, add up dl the
Money you receive from salary, pensons,
Social Security, bank interest, investment

returns, and other income sources. Yaur
expenseswill includeyour regular bills,
plusthe money you spend using cash or
credit cards. Usethisinformationto decide
whether you need to make moremoney —
or cut back on your gpending—to meet
your financia gods

Step 4: Calculate your netvrth. Identify
everything you own (assetslikeyour home,
boat, saving accounts, mutual funds) and
everything you one (liabilities i ncludeyour
mortgageand credit card debts). Subtract
your ligbilitiesfrom your assetsto
determineyour net worth. Thisfiguretdls
you how much youwould beworthif you
had no debt. Calculatingyour net worthis
agood"redlity check” when youre making
financial plans.

Step 5: Make assumptions about the future.
Yau can bet that your life, and thefirena d
world, will changeover thenext50r 10
years Inflation cantake abiteout of your
earning power. | nterestratesmay fall. Your
investmentscould takeaplunge. Yau
might even get Sck,loseyour job orlose
your spouse.

Yau can't predict that these things will
happen. But you can befinancialy
preparedin casethey do. For example,

if you expect pricesto rise, you might
invest your money more aggressvely so
itsvalue kegpspacewithinflation. If your
family members tend tolivewell intothar
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90s, you might decideto put aside extra
money for retirement, or buy long-term
careinsurance.

Step 6: Adopt afinancial strategy. After
reviewingall thefinancid information
youve collected, takeanother look at your
gods. Decidewhich godsarepriorities.
Then, figure out how you will find the

= Use AARP’s retirement calculator
at www.aarp.org/financ to see
how much you need to save for

your financial future.

Several associations of financial
planners make it easy to find

a member in your area.
These include:

The Financial Planning
Association (FPA)

4100 E. Mississippi Ave,
Suite 400

Denver, CO 80246
1-800-282-PLAN
www.fpanet.org

LIFE ANSWERS FROM AARP

money to fund those gods. Should you
cut back onyour expenses?Useyour annual
bonustofund agod ?Maove money from
your savingsaccount to amutual fund?
Reviseyour god ?Put it on holdfor awhile?

Devdopingafinancial strategyinvolves
prioritizingyour optionsand plottingthe
most redlisticway to meet your gods.

National Association of Personal
Financial Advisors

3250 N. Arlington Heights Rd.
Suite 109

Arlington Heights, 1L 60004
1-883-FEE-OCILY

vwvw.napfa.org

American Institute of Certified
Public Accountants
Personal Financial Planning ~
Division {AICPA-PFP Division)
1211 Avenue of the Americas
Mav ¥York, NY 10036
1-888-999-9256

Www.aicba.ora




In your safe deposit box
Automobile titles
Birth certificates

Certificates of deposit

Citizenship and
naturalization papers

Copy of financial notebook
Death certificates

Education degrees
IRAvpapers

Legal agreements
Marriage/divorce documents
Military discharge papers
Property bills of sale
Property deeds

Personal property appraisals

| .
Personal property inventory
and pictures

Stocks and bond certificates

In a fireproof box at home:

Financial powe of attorney
{nsurance policies

Living will

Medical power of attorney
Property tax receipts

Trust documents
Warranties

Wills

With your attorney, relative, friend
or agent (copies)

Burfal instructions

Financial plan

Financial power of attorney #»
Medical power of attorney
Living will

Trust documents

Wills




WORKING WITH FINANCIAL
PROFESSIONALS

As more employers move
from traditional pensions
to defined contribution
plans—the 401(k) isthe
best known—workers
must shoulder a greater
responsi bility for managing
their retirement savings.

Aswidl, thefinancia world you haveto
navigateisincreasingly complex. Yau
may lack the time, expertiseor inclination
to goit done. Workingwith afinancia
professional to provideguidancemay be
what you need. But findingtheright one
may beas confusing as navigatingthis
new financia world onyour own.

Manyfinancial professonascdl themsdves

by smilar nanes, includingfinancia
planner, financia adviser, or investment
counselor. However, they don'td| provide

thesame services. Somefirad d professonds

will work with you to identify your lifegods
develop and implementan investment
plan, and provide ongoing advice Others
will asss you with very specificconcerns,
suchaschoosingthe most advantageous

LIFE ANSWERS FROM AARP

collegesavingsplan, purchasinga
long-termcare policy, or developinga
retirement savings plan for your small
business. Onceyou decideexactly what
you need help with, you can match your
needsto the expertiseand experierite o
afinancial professional.

Choosing a financial planner

A your friendsand colleaguesfor
recommendations. Lanyers bankersor
other financial profess onalsmay begood
sourcesfor suggestions. Interview at |east
threefinancid plannersbeforeyou hire
any one. A face-to-facemestingisagood
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way to makesure the chemistryisright. Be
sure to at least ask thesefollowingquestions:

What serviceor product will | recaive
from you?

Yau need to know right off the bat what the
financia planner can actually offer you. If
you need aninvestment srategy and the
financia planner only offersinsurance
products,you may find their service, while
vauable ta some, doesn't meet your needs.

What professonal licensesdoyou hold?
Financid profess onal swill most likdy hold
somelicensethat allows them to perform a
particular service, or sdl.a particular
product. Thislicensewill vary according
towhat serviceisoffered. For example to
perform certaintax services, the financial
professional should hold a Certified Public
Accountant (CPA) licensefrom astate
board o accountancy,whilesomeone

slingan insuranceproduct should be
licensed by your state asan insurance
agent, Whenever you meet with afinancial
professonal, besurethelicensethey hold
and theservice it entitlesthem to perform
meetsyour needs.

Whet areyour credentials?

Just becausesomeone might say they're
afinancial planner doesn't mean they're
quaifiedto helpyou. That'swhy it's
important to check a planner's experience
and credentia sbeforeyou hirethem. For
example, somefinancial designations
requireafinancia planner to pass a
comprehensiveexamination, work for a
certainnumber o years, and agreeto
folowacoded ethics, while othersonly
requirea brief multiple choicetest.

While credential sset apart theadvisers
who earned them, you should never judge

10 LIFE ANSWERS FRQM AARP



afinancid professond by adesignation
aone. Instead, useit asjust oned theways
tolearn moreabout the professona syou
areconsdering.Ask themwheat they had to
dotoearnit. AX if they haveever lost or given
up adesignation. Find out what coded
ethics they fdlow andif they put their dients
profit ahead d their own. Findly, youshould
contact theorganizationissuing the
credentid to verifywhether the professond
youre congderingdid, infact, earnthe
credentia and remainsin good standing.

How areyou paid?

Somefinancia plannerschargeaflat
feeto help you develop afinancia plan.
They don't necessarily manage your
money, leavingit to you to carry out their
recommendations. Othersearntheir living
from commissions that arebased on the
amount d money youinves ar the products

they sdl you. Still otherschargeyou both a
feeand recalvecommissons Therésno one
best way to pay for financial planningsarvices
Yau must decidewhat makesthemost sense
and makesyou the most comfortable.

No matter how they are paid, you should
completely understand the process.

Gan | haveit inwriting?

Beforeyou hireafinancial planner, make
sureyou get awritten estimate d the costs
involved. Thisestimateshouldlist thefees
you'll be expectedto pay directly or
indirectly. Comparethiswith estimatesyou
receivefrom other planners. Also, make
sureyou getinwritingan agreement on
exactly what you are payingfor. It will vary
depending upon the product or service
offered, but al financial professionals
should be ableto provideyou the
documentation you want.

MONEY MATTERS 1



MANAGING YOUR SAVINGS

When you saveyour money, you usudly placeit in asavings
account, money market account, or another savingsvehicle
30 it can earninterest. How safeit is, how much interest you
earn, and how easy it isto get to your money dependsonthe.
type o accountyou have.

Savings accounts

When you deposit money in asavings
account, you giveyour bank (or credit
union) theright to useyour money until
youwithdrawit. Inreturn, the bank pays
you afee, or "interest”" Theamount d
interest you recelvedependson how
much money you havein the account
and thebank'sinterest rate. Meke sure
the Federd Deposit | nsuranceCorporation
(FDIC) insuresyour bank. If your bank
goesout d business, the FDIC will replace
the money you had in your checking/
savingsaccount, up to $100,000, and up
to $250,000for retirement accounts.

you recaivethe money you originaly

Certificates of deposit invested, plusanyinterest the bank owes
. Acertificate df deposit, orCD, isaspecial toyou: Likesavingsaccounts, CDs you get
~"  typedf deposit account. Whenyou from abank areinsured up to $100,000.

purchasea CD, you agreetolet abank use
your money for Sx months, oneyesr, five Money market accounts
years, or more. In exchange, you earn a Money market accountsar e likesavings
higher rated interestthanyou'd getif you  accounts, except that they oftenpay a
depositedthemoneyinasavingsaccount.  higherinterest rate. Your bank may only let
. There is apenalty if you withdrawyour you makea certain number of withdrawals
{2 money early.When you cashinyour CD, fromyour money marketaccount, or write



acertain number of checkson theaccount
each month. The FDIC insuresyour
depositsagainst loss.

Savings Bond

Yau can buy US savings bondsfor aslittle
as$50 or as much as$10,000. Every bond
hasa"maturity date" after whichit no
longer earns interest. Maturity datesrange
from 20 yearsfor the SeriesHH bond to 30

yearsfor SeriesEE and Series| inflation-
indexed bonds. When you cash thebond at
maturity, you get the moneyyou originaly
invested, plustheinterestit earned. The
federd governmentbacksd| bonds. Most
financid institutionsand some employers
=l savingsbands. Yau can dso shop for
savingsbondsand find out the maturity
date and vaued eachd your bonds
onlineat www.savingsbonds.gov.
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MANAGING YOUR

INVESTMENTS

You don'’t just wake up one
morning and decide it’s time
to start investing on Wall
Street. Your first exposure to
the market may come when
you have to decide how you
‘want to invest the money

~ you are setting aside in a
AplfkyorIRA,

Beforeyou're ready to buy that first stock,
bond, or mutual fund shareon your own
or inyour 401(k}, you'l need tofigureout
afew things about yoursdlf.

Your goals

Start off by calaulating how much money
you aready have on hand to meet your
gods Then, estimate how much money
you need to earn and how long you have
toearnit. Knowingwhereyou're going
andwhenyou needto get therewillhelp
you choosethe proper investments.

Your style

Investing can berisky business. Justasyou

can make money when your investments
increasein value, you can asolose money
if thevaluedf aninvestment declines.

Saveyoursdlf somed eeplessnights by
deciding up front how comfortabl eyou
fed about taking risks. Start by asking
yoursdlf how much money you can afford
tolose.

And remember: If you buy investments
that promisetomake youap atded o
money in ashort period d time, your
chancesadf losingyour money are much
grester than if you settle for aninvestment
thet earns amoderatereturn over a
longer period.



Your choices

There’s no shortaged placesto invest
your money. Check the stocksand mutual
fundslisted in each day's newspaper
and you'll quickly be overwhelmed

by the possibilities. Thereare over a
thousand different funds. Thetrick, of
course,isfindingtheinvestmentthat is
right for you. Here are some d the most
common choices:

Money market funds

Money market funds are mutual fundsthat
put their money in low-risk investments.
Althoughthey are considered safe, they
are not insured by the FDIC. Money
market fundstypicaly provide ahigher
returnthan money market accountsfrom
abank.

US Treasury securities

The U.S. Treasury issuesthreetypes

d federally insured securitiesto pay for
government activities. Treasury billsmature
inoneyear or less, treasury notesmaturein
two to 10 years, and treasury bonds mature
in up to 0 years. Each offersdifferent rates
of return. Treasury securitiesare guaranteed
by the federal government.

Bonds

Bondsareloansthat an investor makes
to acompany or agovernment. Theloan
ispaid back after afixed number o years.
In the meantime, theinvestor receives
regular interest payments. Corporate
bonds pay a higher interest rate than

municipal bonds. However, municipal

bond interestisfreefrom federal income
tax. It dso could befree from state taxes
if youliveinthestatewherethe bondis
issued. Bonds usually requirea minimum
investment o at | east $1,000. Bonds vary
widdy in their quality and risk'leve.

Mutual funds

Companies providingmutual funds
combineyour money with money from
other investorsto invest in an assortment .
o stocksand bonds. Mutua fundsarea
good way for smaller investorsto gain
diversty of their investments. Therisk
level d amutual fund dependsonthe
stocksand bondsin which the mutual
fund invests.

Stocks

Stocks are sharesd ownershipthat a
company sellstoindividualsto raisethe
money it needs to conduct business.
When you own stock in acompany, the
vaued your sharesusudly risesandfalls
over time, depending on how well the
company isdoing. If the company
prospers, the value o your stock will
increase. If the company does poorly,

your stock won't be asvaluable.

College SavingsA ccounts

Today thereareavariety o optionsto
savefor a child or grandchild's education
that provideyou tax advantages. Examples
includethe Coverdd | SavingsAccount
(EduceationIRA), 529 plans, the Uniform
Giftsfor MinorsAd (UGMA), and the
UniformTransfer to MinorsAct (UTMA).



Research your investments

Yau can get information oninvestments
from financia publications, financia
planners, or trusted professonas.
Ligentowhat otherstell you about an
investment. But dways conduct your
own research beforemakinga purchase.

Reed articlesabout your investment
inindependent finance magazines
and newspapers.

Find out how organizationssuch as
Standard and Poor's (www.standardand
poors.com) and Moody’s | nvestment
Sarvices(www.moodys.com) ratethe
performance d aparticularinvestment.
Toresearch mutual funds, look for the

Morningstar (www.morningstar.com) and

ValueLine (www.valueline.com) guidesin
thereferencesection d your locd library.

Check your state securitiesregulator
or the Securitiesand Exchange
Commission (SEC) to seeif the product
isappropriately registered.

Monitor your investments

Onceyouve madean investment, watch
it carefullyto makesuretheinvestment
continuesto performwel. Kegp upwith
thefinancial newswritten about your
investment. Review your investments at
least annually to makesurethey still meet
your needsand rebalanceif necessary.
But don't rush to sell poorly performing
investments.Watch the troubled
investment more carefully and schedule
another review in Sx months.

To learn more about the world of investing, go to www.aarp.org/finance.

For comprehensive information on personal finance, check out www.mymoney.gov.

The Securities and Exchange Commission (SEC) regulates securities dealers and
provides a host of educational information for investors. Visit the commission’s
website at www.sec.gov or contact the SEC Office of Investor Education and

Assistance, 100 F Street, NE, Washington DC, 20549, 202-551-6551.

The National Association of Securities Dealers (NASD) offers online brochures
to help people learn about investing. Visit the NASD website at www.nasd.com
or contact NASD’s Office of Individual Investor Services, 1735 K Street, NW,
Washington, DC 20006, 1-800-289-9999. NASD Dispute Resolution, a subsidiary
of NASD, resolves disputes between consumers and stockbrokers.
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INVESTING FOR RETIREMENT

It used to be that people A X
could count on pensions ’ | B
from their employers to
providea comfortable
retirement. Ina penson,

- theemployer investssome
of your paycheck and then
paysyou aspecific amount
when you retire.

Thesedaysmany employersare moving
away from pensions, or defined benefit
(DB) plans, todefined contribution (DC)
plans. These plansrequiretheemployee

to take an activeroleininvestingfor
retirement. Howv much you recaive depends
on how muchyou and your employer
contributeto the plan, and how successtul
you areininvestingthat money.

don'’t pay taxeson the money you put into
a401(k) util youwithdraw themoney

at retirement. Asan employee, you invest
y ou 401(k) fundsasyou seefit, within the
options provided by your company Some
companiesmatch a portion of themoney
that their employeescontributeto a
401(k) plan.

Rot h 401(k) plans

If your employer offers it, anew optionis
aRoth 401(k) plan. It workssamilarlytoa
regular 401(k} plan, but likeaRaoth IRA,
contributionsare madewith after-tax
dollars, and the account growstax-free

Defined Contribution Plans
Hereare someexamplesd defined
contribution plansthat you manage
yoursdf:

401(k) plans

A 401(k) planisapayrall deduction plan
that letsyou saveaportiond your current
sdaryfor retirement. These plansare
referred to as"t ax deferred” becauseyou

MUNEY MATTERS 17



Investing can be risky business. Just as you can make
money when your investments increase in value, you
can lose money if the value of an investment declines.

However, unlikethe Rath IRA, thereare and your spouseareemployed, you can
no incomerestrictionsto participate. each contributethe maximum amount to
your own IRA eachyesar. If only oned you
isemployed, you can set up aregular IRA
for theworkingspouseand aspousal
account for the non-working Spouse.

403(b) tax-deferred amui ti es

A 403(b) plan, likea401 (k) plan,isfunded
by employeecontributions and, often,
matching contributionsfrom the employer.
The403(b) planisdesgnedfor employees  All IRA contributionsmust comefrom your
d certainnonprofitorganizations,suchas  earnedincome, including wages, salaries,
schools, hospital's, and churches. tips, and bonuses. Herearethe maximum

contributionlimits;
Keoghplans

Keogh plansdlow sdf-employedworkers :
to establishtax-deferred retirement plans TaxYer  UnderAges0  OverAgeS0 |

for themselvesand their employees. Each

. $4, 5,000
type d Keogh plan placesdifferent 2B L, -
S 2007 $4,000 $5,000
limitationson the percentaged your

. . 2008 5,000 $6,000
incomethat you can contributeeach year . : .

totheplan. Thereareasolimitationson

the dollar amount you can contribute. The contributionlimitsarehigher for

peopleover age50 to encouragelate

Vi ' "catch-up" on their savin
Individual Retirement Accounts startersto p gs.

Yau can dsoplanfor your retirementby  Yau don't haveto depositthesameamount

contributing money each year to an d moneyinyour IRA eachyear. Yau can

Individual Retirement Account, or IRA. even make contributionsto morethan one

AnIRA isan investment account that you IRA. However, your total IRA contribution

open through abank, brokeragefirm, or can't exceed the maximum contribution

mutual fund to buy investments, such as leve in any oneyesr. ‘

stocks,_ bonds, and mgtual fund shares. Traditional |RA

Thoseinvestmentswill grow tax-deferred . :

or tax-free, depending ontheIRA. Yau can USG5 p_ayl ngtaxes
onyour IRA earnings util you start

" thfjraNyourfundSW| thouttpenalty withdrawing the money from that account
anytimeafter you turn 59%. : . o :

in retirement Depending ON your income,
IRAs arecalled"Individua" Retirement and whetheryou havea pension or 401(k)
Accountsbecauseyou opentheminyour plan at work, you may alsobeableto
own name. Therés nosuchthingasajoint  deduct your annual IRA contributions

IRA, evenfor married couples|f bothyou  fromyour taxableincomeeachyesr.
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TheTraditiona IRA hasseverd rules
governingcontributionsand withdrawas:

= With limited exceptions, you can't begin
withdrawing money from thisIRA
without penalty until you reach 59%.

= Yau must start withdrawingmoney from
thisIRA-and payingtaxeson that money-
when you turm 70%.

= If you fail to makewithdrawalson
schedule, or don't withdraw enough

money, you will pay apendty.

» Yau can't contribute any moremoney
to thisIRA after you reach age 70%.

RahlIRA

If you qualifyto openaRoth IRA, you will
never pay taxeson theincomeyou earn
throughyour IRA investments, aslong as
your withdrawa scomply with IRSrules.
Thismeans that your earningsfrom a
Roth IRA grow tax-free over many years.
In addition, theserulesapply:

= Yau can't deduct your annual Roth
contributionsfrom your taxableincome.

» Yau can't start using your Roth earnings
until you turn 59%and have had the
account for at least fiveyears.

= Yau don't haveto withdraw money from
the account, or pay any additional taxes,
whenyouturn 70%.

= Yau can keep contributing money
to thisIRA for aslong asyou have
earned income.

20 LIFE ANSWERS FROI

Howtodecide

Atfacevaue, it may seem that the Roth
IRA, withitstax-freeinvestment growth
and flexiblewithdrawal policies,isthe
better deal for aretirement saver. For some
investors, thismay betrue. Bqt whethera
Rothisbest for you will depend on your
ownfinancia situation, includingyour tax
bracket, your other incomesources, and
your other investments. To besure, check
with atax specidigt.

Remember that you choosewhereyour IRA
fundswill beinvested. Theinvestmentsyou
makewont be any safer or morelucrative
becausethey arepart o an IRA account.
Researchyour investmentsthoroughly and
invest with care. Teke carewhen deciding
how much money to withdrawfromyour
IRA eachyear. Many retireestry totake
only theminimum requiredwithdravasso
that their IRA fundsare morelikely tolast
themthroughout their retirementyears.

Annuities

Annuitiesoffer another tax-advantaged
way to guarantee someincomefor life, or
for agpecificnumber of years. An annuity
isacontract betweenyou and aninsurance
company. Based upon the amount you pay
in premiums, the company paysyou
income accordingto an agreed schedule.
Congder annuitiesonly if you planon
investingfor thelonger term; otherwise, it
might not beworthit. Besureto examine
all your optionsand the associatedfees
carefully beforemakinga purchase.



Many options

Do you want to pay onelump sum or
ingdlments! Beawarethat if you pay a
lump am—a "snglepremiumannuity’” —
and later wish to invest more, you will
haveto buy anotheramui ty. A "flexible
payment annuity” allows you to invest
moreat any time.

Immediate or later payments. If youwant
paymentsto begin immediately, you can
get an immediate annuity. Otherwise,
you could buy adeferred annuity, which
will begin paymentsat alater date. Even
with deferred annuities, you can buy one
that starts payingyou in just afew years
(athoughthe payoutswill likdy besmdler).

Payment schedule. YU can salect from
avariety d payout options. monthly,
quarterly,or annual payments. Annuities
aretax-deferred, not tax-deductible. Yaur
money earnsinterest without you having
to pay taxes. However, whenyou do start
drawingfrom theannuity, you will pay

taxeson theinterest so consder thetax
implicationsd your payout choice. Al
if you makeawithdrawa beforeyouare
59%, youwill pay a 10%openalty.

Length o gime. Y aull need to determine

if youwant paymentsfor aslongas you
live for as longas bothyou and asurvivor
live or for afixed time. Yauwill probably
hear these optionsreferred to asa“life
aruty,""jointand survivorannui ty, "or a
"period certainannuity.” Thelonger the
timetheinsurancecompany must meke
payments, thelesseach payment will be.

These are the two main categories
d annuities.

Fixed. If youwant predictability, buy a
fixed annuity. Itletsyouset aguaranteed
scheduled paymentsfor afixed period o
time. Congder productsthat includecost
of livingadjustments(COLAs), as awey to
keep up withinflation. Beawarethat there
may bef ees, such as mortality and expense
charges, deducted. Study so-cdled
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"bonus’ offerson fixed annuitiesthat
makeit look likeyou're getting a higher
than usual interest rate. The bonusrate
may only be goodfor alimited time—like
ateaser rate on acredit card, the good
termsthat attracted you to the annuity
may expireand you may end up with
WOrse terms.

Variable. If you'rewillingto takesome
risk in exchangefor the chanceto
increaseyour futureincome, you can
consider avariableannuity. You select
how the company investsyour money
from amongavariety o mutual funds.
You incomewill vary, subject tothe
successd the mutual fundsthat arein
your annuity. There may be aguaranteed
minimum you will earn, with an unlimited
upside; or there may be no minimum
guaranteeat dl. Variableannuitiesare
generdly not for those already retired or
near retirement, becausetheir purposeis
to grow retirement savingstax-deferred
over alongtime. Furthermore, the
minimum rate guarantee may be aslow

or closeto as low aswhat you could earn
wth aCD—hut you'd be paying much
higher feesfor the annuity.

Pay attention to feesand penalties.
Herearesomethingstolook for:

= Surrender charge. Thisisthe penalty
if you want to cash out the annuity. it
typically declinesthelonger you hold the
annuity until it disappearseventually.
Pay close attention to surrender charges,
t hey can haveabigimpact on the value
d youramu ty.

Withdrawals. Annuitieshave different
withdrawal rules. Try to find a contract
that dlowsyou aone-timeright to take
out up to 10 percent d the accumulated
cash valuewithout afee or penalty. This
can be useful if you need to tgp the
annuity during the yearsthe surrender
chargeisin effect.

Fess Youll pay adminigtrativefeesand
theunderlying mutual fund expenses
whereyour money's beinginvested.

Investment decisions don't have to be complicated if you focus on five basic
principles of sound investing: low fees, indexing, diversification, rebalancing
and simple choices. These principles form the foundation of prudent investing:

= Diversification: spreading investment choices over diverse areas of the market
to help reduce overall risk. The old adage is true: don‘t put all your eggs in

one basket.

Indexing: a low cost option that offers broad diversification and risk
management. Index funds, for example, are low-cost mutual funds that
seek to mirror the performance of the broader markets they represent,
such as “large company” stocks or “technology” stocks.
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= IRS rules. In addition to the pendlties An annuity bought at a bank isnot
imposed by the contract, taking money FDIC insured.
from an annuity may result in taxesand
IRS penalties. As agenerd rule,if you
withdraw money from an annuity prior to
age59%, youll pay a10 percentearly
withdrawal tax pendty. Thisappliesto
earnings, Not theamount you deposited.
ThelIRSthinksdf your withdrawvasas
takingyour earningsfirgt and theamount
you investedlast. Soif you withdraw
money beforeyou reach the contractual
datefor receivingincome payments, it's
likely that the entireamount withdrawn
will betaxable. However, onceyour
streamof income begins, the IRS will Annuitiessdes people make very high
view each payment asamix of earnings commissionsso there's pressurefor them
and theamount you invested. Only the to sometimesforceasde. Besuretheagent
earnings aretaxable. isfocused on your needsand doesn't
smply comein and offer you a particular
product without getting to know your
Situationfirst. Bven so, dont trust too
eadly; sdestrainingin annuitiesisintense,
and thesdesapproachescan bedick.

Watch out for fraud. Therearemany
reputablecompaniesselling annuities.
But annuitiesareafertileareafor fraud.
One commontechniqueistheswitching,
exchangeor replacement o onevariable
annuity for another. A switchtoan
inappropriatevariableannuity can cost
you agreat deal d money, but givesthe
salespersonawindfall. Be on the
lookout if the proposal to replacethe
annuity comesfrom the salesperson,
not fromyour own initiative.

Sfey. Independent rating services
examinethefinancid healthd insurance
companiesthat sell annuities, such as
AM. Best, Weiss Research, and others.

= Low fees: in the ibifg term. a small difference in fees can make a big difference
in returns. Product fees and expenses reduce yOUr investmentreturn, so look for
investments with low fees.

Rebalancing: managing your investments to ensure proper diversification and
desired asset mix. Because markets change over time, rebalancing hdpsyou

maintain your target asset allocation among stocks, bonds and cash.

Simple Choices; investing does ot need to be difficult. Owning a few simple,
well-chosen investments is a sound approach for nany investors. And, if you
don't understand an investment, then don't buy it.
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MANAGING YOUR DEBT

Borrowing money —through
either abank loan or a credit
cad—qgives you flexibility to
purchase needed itemswhen
you don't havethe necessary
cash on hand.

But credit cards and bank |oansaso come
with aprice. If you borrow too much
money, you run the risk o overextending
yoursdlf. High debt levelswill affect your
lifestyle, and your ability to saveand invest,
wdl into thefuture.

unfair practices. For moreinformation
Getting credit when you need it about theselaws, visit the Federal
Evenif you're not looking to borrowmoney ~ Trade Commission website at
in theforeseeablefuture, it'simportant to www.ftc.gov/bep/menu-credit. htm#rules.
begin now to makesureyoull be agood
candidatefor creditif you needit. Startby ~ Being a wise borrower

following thesesteps: To avoid taking on too much debt, be sure
to set redlistic spendingand borrowing
» Egablish agood credit history. Yau do limitsfor yoursdf. In particul ar:

that smply by payingd| your billson
time. Your payment history affects not
only whether you get credit, but how
much interest you will haveto pay.

Bewared predatory lenderswho

promotetheir services to those who may

befinancidly distressed. Theselenders

chargehighinterestratesand use

= Know your rightsand responsibilities. aggressve salesand collectiontactics.
Threemgjor lavs—the Fair Credit Billing Don't be pressured into acting quickly
Ad, the Fair Credit ReportingAdt,andthe  onanyloanor credit offer. Alwaysread
Fair Debt Collection PracticesAd—are carefully any loan agreement before
designed to protect borrowersfrom you sgn.
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If you borrow too much money, you could run
the risk of overextending yourself. This could
affect your lifestyle well into the future.

» Be careful when using the equity inyour
hometo securealoan. Sometimesthere
arefinancial advantagesto usngyour
hom®’s equity when you borrow.
However, homeequity loanswith high
ratesor high feesareespecidly risky.
Generdlyitisnot awisemoveto get a
homeloanto pay df credit card debt. If
you cant make the monthly payments,
you could loseyour homel

Get help if you become overextended
with billsand debts. Nonprofit credit
counseling agencies can help you get
overdue billsunder control. Yau should
be aware, however, that somecredit
counsalingagenciesare moreinterested
inselling you debt consolidation products
than ingivingyou helpful advice.

Just because people

call themselves financial

planners doesn't

mean they're qualified
to help you make
financial decisions.

» Condder areverse mortgegeif you are
62 yearsd age, ownyour own home, and
need income. A reverse mortgageisa
loan onyour homes equity that requires
no repaymentfor aslongasyoulivein
your home.

Checking your credit

Check your credit reportsonceayear.
Its acredit healthy thing to do—ad
now it'sfree. Yau can order your free
reportsthreeways

1. Call 1-877-322-8228
2. Vit www.annualcreditreport.com

3. Mail arequest form to Annud Credit
Report Request Service, PO Bax 106281,
Atlanta, GA 30348-5281
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PROTECTING YOUR

RE

Aslong asyou have money
toinvest, other peoplewill be
lookingfor waystotry to get
it from your pocket to theirs.

Thousands of peoplelose millions

d dollarsto investment fraud and
inappropriate investmentsevery year.

It doesn't matter if you have just alittle
toinvest, or arewdl versed with the
investment scene. Infact, AARP research
showsthat investorswho think they are
experienced may be morelikdy tofdl for
an investment scam.

Oftenthedifference betweenwiseinvesting
and losing biginvestment dollarscomes
down to thehomework we do beforewe
put our money down. Knowingwho and
what to look out for, aswdl aswhat types
of investments are right or wrongfor us,
can help makewiseand safeinvestment
choicesand help protect against
investment scams. Scarnrnerswork hard
to take our money. So we need to work
smart to keep it away from them.

Con artistsfollow the headlines to come
up Wth storiesabout the next big money
maker.When gas prices at the pump are
high,investingin oil welsispitched asthe

IREMENT SECURITY

next sure money maker. They may offer
amazing high-returninvestments, "rare’
gold coins, viaticas, senior settlements, or
variableannuitiesthat don't meet the
needsd theinvestor.\When the dedl
soundstoo good to betrue, it probably is

Whenisaninvestment not redly an
investment?t might bewhat's cdleda
Ponzi scheme. Of coursethe promoters
don't call it a Ponzi scheme; they cdll it a
wonderful way to makealot amoney fast.
The problemisthat the promotersdon't
actuallyinvest your money Instead they
useyour money to pay of earlier investors.
Aslongas moreinvestorsjoinin, which
happensfor awhile becaused word-of-
mouth advertising spread by t he happy
firstinvestors, everything seemsfine. But
sinceno rea investmentisbeingmade, it
can't lastlong. After atime, the con artists
pocket theinvestors money and disappesr.

Scammers makethelr money by gaining
your trust. A con artist may have an
impressivestringd initiasafter hisname.
She may beabroker your friendsswear by,
aninsuranceagent youve knownfor years,
or apersuasivefinancial adviser. He may
be someoneyou met at areligious or socid
event. They dsofind their victimsthrough
unsolicited emails, telephonecalsor free
investment seminars.
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The difference between wise investing and
losing big investment dollars comes down to

do.

The productsmay change, the pitchmay
soundfiesh, but the deal stypicallyshare
commontraitsthat should send up ared
flag. Someredflagsare promisesd very
high returns, guaranteed profits, no risk,
or pressureto act quickly. By knowing the
scammers’ tricks, you can becomeawiser
investor and avoid losingyour financia
security in afraudulent product.

To protect yoursdf againstfraudsand
scams, you need to do your ownresearch
and not rely on enticing promotions.
Peopl eoffering honest investments

wel comequestionsand will giveyou
timeto do your homework.

The Federal Trade Commission (FTC) publishes consumer brochures
and booklets about credit. It also can provide you with instructions
for filing complaints. You can find these materials on the FTC website
(www.ftc.gov), or call 1-877-FTC-HELP. To contact the FTC by mail,
write to the Federal Trade Commission, CRC-240, 600 Pennsylvania
Avenue, NW, Washington, DC 20580.

The Federal Citizen Intormation Center (FCIC) distributes many
publications about credit. Visit the FCIC website
(www.pueblo.gsa.gov), write to Consumer Information Catalog,
Pueblo, GO 81009, or call 1-888-8-PUEBLO.

= The nationwide Cooperative Extension System offers on-line learning

Order ,

publication #D15601 by writing to AARP Fulfillment, 601 wE Street,

NW, Washington, DC 20049.

= For a complete guide to financial planning, visit www.aarp.org/money.
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Checkthe product. Mostinvestment To check onaninvestment offer or the

products must beregistered with state person makingthe offer, contact your state
securitiesregulators or with the Securities ~ securitiesregulator. Youcan find state
. and Exchange Commission (SEC). regulatorsatwww.nasaa.org (click "Contact

YourRegulator"). For SEC information, go to
www.sec.gov (click “investor information”)
or call [-800-SEC-0330. Also check out
www.aarp.org/investimentfraud.

Check the person. People sellingmost
investmentproducts mustbelicensedby
state regulators or withthe SEC.

Who supervises your bank? Several agencies supervise banks and other financial
institutions. First, find out what type of financial institution you use. Then, contact
the appropriate agency for information about how your institution is regulated,
or howto file a complaint against that institution.

= The Office of the Comptroller of the Currency (OCC) supervises all national
banks. Contact OCC at www.occ.treas.gov or call 1-800-613-6743.

The Federal Reserve System supervises all state-chartered banks that are
members of the system. Contact the Federal Reserve at www.federalreserve.gov
or call 202-452-3693. :

The Federal Depasit Insurance Corporation supervises state banks that don’t

- belong to the Federal Reserve System. Contact the FDIC at www.fdic.gov or
call 1-877-275-3342.

The Office o f Thrift Supervision supervises savings and loan associations.
Contactthem at www.ots.treas.gov or call 1-800-842-6929.

The National Credit Union Administration supervises federal credit unions.
Contact the administration at www.ncua.gov or call 1-800-827-9650t 0 report
a fraud.
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EARN VIORE

Visit www.aarp.org
Write AARP, 601 E Street, NW, Washington, DC 20049
Call 1-888-OUR-AARP (1-888-687-2277) TTY 1-877-434-7598
Join today! Complete and mal the endlosed card, or go online
to www.aarp.org/join

AARP isa nonprofit, nonpartisan membership organization
that hdps people 50+ have independence, choice and
control in waysthat are beneficid and affordableto them
and odety as a whole. We produce AARP 7he Magazine,
published bimonthly; 4447 Aulfezin, our monthly newspaper;
AARP Segunda Juventud, our bimonthly magazine in Spanish
and English; /#74 Live & Learn, our quarterly newdetter

for 50+ educators, and our website, AARPorg. AARP
Foundetion is our affiliated charity that provides security,
protection, and empowerment to older personsin need with
support from thousands d volunteers, donors, and sponsors.
We have staffed officesin all 50 states, the District of”
Columbia, Puerto Rico, and the US Virgin Idands.

Reviewed by Cooperative State Research, Education, and Extension
Service, UDA, thefederal partner inthe Cooperative Extension System,
WWW.CSr ees.usda.gov



” The power to make it betfer.™
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