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This Healthy, Wealthy & Wise guide is intended to give an overview of the financial options, opportunities, and
pitfalls commonly faced by retirees. The information is derived from sources we believe to be reliable and, to
the best of our knowledge, is accurate and up-to-date. However, readers should understand: |) that every
individual’s situation is unique, 2) that due to space limitations, many topics can be covered only in general
terms, and 3) that laws and regulations are subject to change. This booklet has been written for educational
purposes only. It is not intended to serve as individual financial or investment advice. Before you make any
financial decision, always seek advice from qualified tax, investment, and/or legal advisors.

References to federal income tax laws are complex and subject to change. The information in this material is
based on current interpretation of the laws. Neither the company nor its representatives give legal or tax
advice. You should consult an attorney or tax advisor for answers to any specific questions.
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| NTRODUCTION

Whoever coined the expression “golden years” could have been referring to Polly Watson’s (not her real name)
retirement. During the last three years, the 68-year-old former sixth-grade teacher has hiked in the Alps,
shopped in the bazaars of Ankara, cultivated her garden, and introduced her three grandchildren to camping.
“I'm enjoying myself thoroughly,” she says.

A successful retirement is built on many factors. In Polly Watson’s case they include excellent health, strong
personal relationships, and a well-developed sense of adventure. But for her, as for most retirees, there’s one
more essential ingredient: Financial security.

Whether you have already retired or are just about to, financial security is probably on your mind. And with
good reason. Thanks to longer life expectancies, improved health care, and early retirement options, the typical
retirement is longer than ever before. A woman turning 65 in 2004 will live, on average, to be 85, according to
the National Center for Health Statistics. A man the same age can expect to live to 82.1. So depending on when
you stop work, this new life phase could easily last 20 or 30 years—or longer.

That’s the good news. Now here’s the not-so-good news: A longer retirement may require you to stretch your
financial assets further than you ever anticipated. What’s more, the longer your time horizon, the more difficult
it becomes to forecast income and expenses. For women, getting a handle on the financial future is particularly
urgent. Not only do they live longer, but women still earn less than men on average—which translates into
lower Social Security and pension benefits.

Everyone has a different vision of retirement. You may be planning to travel the world, volunteer in your
community, study Sanskrit, or perfect your golf swing. But the one thing you don’t want to do is waste time
worrying about money.

That’s why we’ve put together this booklet. In the following pages, we’ve provided answers to some of the most
common money-related questions asked by retirees. We've also provided a subject index to help you locate
information most relevant to your personal situation. We hope the information contained in this booklet will
help you build a safer, happier, more financially secure retirement.

The Sanskrit and the golf swing are up to you.
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QUESTIONS

Question 1: How can | tell if my money will last?

This is a question most retirees ask at some point during their retirement. To answer it, you have to figure out
your income and expenses now, and then project them into the future as accurately as possible.

Begin by listing your monthly income by source. The list may include pensions, Social Security, annuity payments,
expected income from savings and investments, wages from part-time work, rental income, and any other
sources of income. On the spending side, use credit card statements, cancelled checks, and other records to list
household expenses for a typical month. Classify expenditures as housing, food, car expenses, travel, insurance,
and other major categories. (If you use personal finance software such as Quicken or Microsoft Money, the
report function will help you compile this information quickly.)

If you have been retired for some time, use figures based on your actual experience during the past year. If you
are newly retired, you’ll need to make some educated guesses about expenses in your first retirement year.
Keep in mind that while some expenses, such as work clothing and commuting, typically fall as soon as you stop
work. Others, such as travel, recreation, and health care, are likely to be higher.

Once you have your current figures, you can begin projecting them out year by year. If you have access to the
Internet, you will find a spreadsheet for this process on the NEA Member Benefits website at www.neamb.com.

For your income projections, find out how much inflation protection is built into your different sources of
income. Social Security and many teachers’ retirement plans include automatic cost of living adjustments
(COLA:s) tied to a common measure of inflation such as the consumer price index (CPI). Other teachers’ plans
apply ad hoc COLAs which require approval from an oversight board or elected officials, and therefore are
more vulnerable to political and budgetary pressures. For investment income, you'll need to factor in an
expected rate of return. While it’s impossible to be sure how the market will behave in the future, your
investment or financial advisor should be able to provide a realistic figure based on the kinds of assets you've
invested in. How you change the asset mix over time and at what point you begin drawing down principal will
also affect the amount of income you receive. (Asset allocation and related investment issues are discussed in
more detail in Questions 12 and 13.)

When financial planners project future expenses, they usually pick an average inflation rate. However, average
inflation rates are just that: They reflect the cost of an average basket of goods and services to a mythical
average consumer. Your own personal rate may differ depending on your circumstances and how you choose to
spend your money. You may want to use a higher-than-average multiplier for some expenses, such as health
care. You also will want to adjust your projections for expenses that won’t continue long-term such as a nearly
paid mortgage or a child’s college tuition.

How far out should your projections extend? For an idea of how long your retirement may last, look up the life
expectancy for your age and sex in Table |. Of course, this figure is an average, so for budgeting purposes it’s a
good idea to extend it out at least five years. If you are in excellent health, have long-lived parents, or just feel
lucky, add another five.
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TABLE 1: Expected Age of Death for Men and Women

Your average life expectancy is:

Your age now Women Men

55 83.3 79.7
56 83.4 79.9
57 83.5 80.1
58 83.7 80.3
59 83.8 80.5
60 84.0 80.8
61 84.2 81.0
62 84.4 8l1.3
63 84.6 81.5
64 84.8 81.8
65 85.0 82.1
66 85.2 824
67 854 82.7
68 85.7 83.0
69 859 834
70 86.2 83.7
71 86.5 84.1
72 86.8 84.5
73 87.1 84.9
74 87.5 85.3
75 87.8 85.7
76 88.2 86.2
77 88.5 86.6
78 88.9 87.1
79 89.3 87.6
80 89.8 88.2

Source: National Center for Health Statistids(v20®.cdc.gov/nghs/

If you are married, there’s another step to this process: You need to consider what would happen to the
household finances if either you or your spouse died or required long-term care. By how much would expenses
decrease! What, if any, life insurance proceeds would the survivor receive? Would there be estate tax to pay!
What survivor benefits are included in your pensions and annuities?
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Question 2: My budget looks fine for now. But couldnOt | run
into trouble later?

Budgeting for retirement is a moving target. Lots of things could affect these figures from your health to
economic trends. Plan on repeating this budget and forecasting process at least once a year, making any
necessary adjustments in your figures.

Be alert for signs of trouble, including:

Your expenses are growing faster than your income.

You're spending more than you projected.

There’s a big chunk of spending you can’t account for.

You’re into your investment principal before you expected.

Your investment returns are lower than projected, but you haven’t changed your withdrawals.
One spouse’s death would threaten the survivor’s financial security.

You have no idea how you would pay for long-term care if you needed it.

Inflation rates are rising.

KK KKK KKK

Question 3: According to my projections, I0m likely to run low
on money in the future. What can | do?

There are only three basic ways to close that kind of gap. You can raise your income. You can cut spending. Or
you can do both at the same time. Our first piece of advice is this: Don’t panic. You probably have more options
than you realize.

On the income side, you may be able to work part-time, tap into the equity in your house, borrow against a life
insurance policy, or boost the return on your investments by taking more risk. If you have not yet begun taking
Social Security or distributions from your 403(b) plan or other qualified plans, you may still have choices that
will affect your income from these sources. All these options are discussed in greater detail elsewhere in this
booklet.

On the spending side, you'll need to set your priorities and then look for creative solutions. Perhaps you can
move to a smaller house or a cheaper part of the country. If you live alone, you might consider finding a
roommate to share expenses. You can become more aggressive about seeking out senior citizen bargains and
discounts. Perhaps a different Medicare option will lower your out-of-pocket medical expenses. Keep reading
for more information.

Question 4: How much of my retirement nest egg can | afford
to spend?

This is a tricky, but important, issue. You can make only estimated guesses about some key factors—Ilike how
long you're going to live, how much prices will rise, and what return you’ll get on your investment. You want to
spend freely enough to be comfortable, but you also want to make sure that you don’t run out of money.
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Personal finance books and magazines often feature charts that show how long a given amount of assets will last
at various rates of return and withdrawal. One such chart is available in the retirement section of the NEA
Member Benefits website at www.neamb.com. You can also ask a financial planner to do a similar calculation for
you based on the amount of your assets, your expected rate of return, and your expected length of retirement.
While these charts provide a useful reference point, it’'s important to remember that they are based on average
rates of return, while in real life returns fluctuate widely. When you’re taking regular withdrawals, the sequence
of good and bad years can have a dramatic effect on how quickly you deplete the account.

There are a couple of different ways to approach this dilemma; which one you choose may depend as much on
your personality as your plans for retirement. One approach is to spend at what seems to be a sustainable level
initially and then adjust it down if your projections were too optimistic. Another approach is to spend
conservatively in the beginning and then gradually loosen the purse strings as time goes on.

Not surprisingly, many financial advisors favor the conservative-now-liberal-later approach because it gives the
money in your investment accounts more time to grow—and provides a cushion against unexpectedly volatile
returns. Another key consideration is whether you want to leave an estate for your heirs.

Question 5: Inflation is pretty low these days. Do | really need
to worry about it?

Absolutely. Failing to factor in the effects of inflation on buying power is one of the most common—and
dangerous—mistakes retirees make. Even at relatively low rates, inflation packs a powerful punch over time. To
get a sense of just how powerful, try out the formula mathematicians call the Rule of 72. This formula, also used
for calculating the power of compounded income, states that 72 divided by the rate of inflation yields the
number of years it will take for your expenses to double. So, even if inflation stays at a steady and historically
low 3%, your expenses will double in 24 years (72/3 = 24.) At 4%, your expenses will double in 18 years (72/4 =
18.) At 5% it’s just over 14 years. Get the picture! You may ignore inflation, but it won’t ignore you.

Question 6: When should | start taking Social Security
benefits?

Assuming you worked and paid Social Security taxes for the required length of time (at least ten years and 40
credits), you are eligible to begin receiving Social Security benefits the month after you turn 62. However, your
permanent benefit will be reduced for every month below full-retirement age that you receive benefits.
Currently, the reduction is 20% for someone with full retirement age of 65 beginning benefits at age 62. (See
Table 2 for your full-retirement age, which is based on when you were born.)
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Table 2

1937 or earlier 65
1938 65 and 2 months
1939 65 and 4 months
1940 65 and 6 months
1941 65 and 8 months
1942 65 and 10 months

1943-1954 66
1955 66 and 2 months
1956 66 and 4 months
1957 66 and 6 months
1958 66 and 8 months
1959 66 and 10 months

1960 and later 67

Source: Social Security Administration

Similarly, you can boost your monthly benefit by delaying payments beyond full-retirement age. For example, if
you were born in 1943 or later, your benefit would increase 8% for each year you delayed benefits between
your full-retirement age of 66 and age 70. (See Table 3 for the percentage increases for earlier birth years.)

Table 3

Increase in Social Security Benefits for Delayed Retirement

Vi q Bl Benefit Increase for Each
Delayed Year

1933-1934 5.5%
1935-1936 6.0%
1937-1938 6.5%
1939-1940 7.0%
1941-1942 7.5%
1942 or later 8.0%

Source: Social Security Administration

Essentially, the question of when to begin benefits comes down to a choice between less money now
and more money later—assuming you live long enough. Here’s an example: Liz Donovan, an unmarried
school teacher born in 1947, retires from her job at age 62. She is eligible for full Social Security
benefits at age 66. If she begins taking her benefits at 62, her permanent monthly benefit will be 75% of
what she would receive at 66. The closer to full retirement she is when she starts receiving benefits,
the smaller the reduction. Starting at 64, for example, her benefit would be 86.6% of the full-retirement
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amount. Conversely, for every year between 66 and 70 that she delays taking benefits, her permanent
benefit will increase by 8.0%.

Despite the benefit reduction, if she has no earned income, most financial experts would advise Liz to
start taking her benefits as early as possible. In terms of total dollars received, starting at age 62 will
beat starting at age 66 right up until she’s 78. Starting at 62 will beat 70 by a bigger margin. Total
dollars received starting at 70 won’t exceed the 62-year amount until she’s 93 years old. If she has
sufficient income from other sources (and sufficient self-discipline!) she could invest her monthly
benefits—and the math would be even more compelling.

If you are still working, however, the decision becomes more complicated. Above certain levels of
earned income, your Social Security benefit is cut. If you’re under full retirement age, you lose $1 of
benefits for each $2 of annual earnings over $14,160. In the year you turn full retirement age, a
different limit applies. Up to the month you reach full retirement age, you lose $| of benefits for each
$3 of earnings above $37,680. The month you reach full retirement age, you will get your benefits with
no limit on your earnings. (These earning limits are for 2009 and change each year.)

At any age, up to 85% of your Social Security income may be taxable if your total income (including
tax-exempt interest and half your Social Security benefit) exceeds $34,000 for an individual or $44,000
for a couple. About 20% of recipients now pay some amount of tax on their Social Security benefits.
For more information, see IRS Publication 915, “Social Security and Equivalent Railroad Retirement
Benefits,” or IRS Publication 554, “Tax Guide for Seniors.” IRS publications are available at the agency’s
website, www.irs.gov, or by calling 1-800-TAX FORM (1-800-829-3676).

Keep in mind that you may qualify for Social Security benefits in two ways: based on your own work or
based on your spouse’s. For couples with very different lifetime earnings, the spouse or widow benefit
may exceed the low-earner’s own benefit. If you qualify for both, you'll receive the higher of the two,
not both combined.

If you haven’t already, review all the options with a representative at your local Social Security
Administration office. If you have Internet access, visit the official Social Security Internet site at
www.ssa.gov or call 1-800-772-1213 and ask for the publication “Government Pension Offset.” If you
are planning to work while drawing Social Security, be sure to consult a tax advisor.

Question 7: The public school system | worked fo r was not
covered by Social Security, but my spouseOs job was. Am |
eligible for a spouse benefit?

As mentioned above, the spouse or widow of a person covered by Social Security may be eligible for benefits
based on the covered individual’s record. However, in most cases, if you receive a pension from a government
service not covered by Social Security, the spouse or widow’s benefit will be reduced by two-thirds of the
amount of your non-covered pension. For more information, visit the Social Security Internet site at
WWW.S52.8OV.
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Question 8: My house, which is completely paid for, has risen in
value since | bought it. How can | tap its value?

The average American’s house is his biggest asset, thanks to the appreciation in many housing markets over the
last few decades. Selling an appreciated home and moving to a smaller place can free up cash for living expenses
or investments—and also reduce the time and money you need to spend on home maintenance. Not only that,
you get a tax break on the sale: Under current tax law, you can exclude up to $250,000 in capital gain (up to
$500,000 for married couples) on the sale of your principal residence. What if you don’t want to move?! You
might consider a home equity loan or a reverse mortgage. For a home equity loan, of course, you will need to
factor the monthly payments into your spending plan. Reverse mortgages have no monthly payments, but
accruing and compounding interest eats away at the equity in your home, which means a less valuable asset for
you and your heirs. (For more details on reverse mortgages, see Question 9.)

Another income-producing option to consider is selling the house to one or more of your children and leasing it
back for your lifetime. The children give you a down payment and monthly mortgage payments. They also pay
for insurance, tax, repairs, and maintenance. You pay them monthly rent. For the children, the house is a rental
property, with all the attendant tax deductions. Consult with a knowledgeable lawyer to help you structure this
transaction. To pass muster with the IRS, the sale price, mortgage rate, and rental payments all must be set at
fair market rates.

Question 9: What are the pros and cons of a reverse mortgage?

A reverse mortgage is a loan where the lender pays you a lump sum, makes monthly payments, extends a line of
credit, or some combination of the three. You continue to own your home and pay property taxes, operating
expenses, and maintenance. Because you make no payments on the loan, the balance owed rises each month as
interest is applied. When you die, your heirs are responsible for paying the total debt, which is often done by
selling or refinancing the house.

For most reverse mortgages you must be aged 62 or older, and the house must be your principal residence
(where you live most of the year.) The interest rate may be fixed or variable. Like conventional mortgages,
reverse mortgages have different terms and conditions. Depending on your contract, the mortgage may come
due after a specified number of years, when you move, when you sell your house, or when you die.

A reverse mortgage can be a great solution if you are “house-poor,” but determined to stay in your home.
However, reverse loans are relatively expensive and have very high up-front costs. Make sure you understand all
the terms, conditions, and costs before you sign. Look for a contract that specifies that the amount to be paid
back cannot exceed the value of your house at the time of loan repayment. Make sure you understand relevant
definitions, too. A “lifetime” loan, for example, generally means as long as you stay in the house, not as long as
you live. If you took an extended vacation or needed to spend a few months in a nursing home, would the loan
end?

The Federal Truth in Lending Act requires lenders to fully disclose the costs and terms of reverse mortgages.
For more information, get a copy of the Federal Trade Commission’s Consumer Alert publication “Reverse
Mortgages: Get the Facts Before Cashing in on Your Home’s Equity.” This and other helpful consumer
brochures are available on the FTC’s website at www.ftc.gov or by calling 1-877-FTC-HELP (1-877-382-4357).

neamb.com



Healthy, Wealthy & Wise

Question 10: | have a 403(b) tax - sheltered annuity. What are
my distribution choices?

Your choice of a distribution option for your tax-deferred annuity can have a significant effect on your income in
retirement. While details and restrictions vary, most plans offer the following options, each of which has
different advantages and tax consequences.

Option 1. Leave the money in your employer @ plan, where it will continue to grow.

Depending on the plan you’re in, you may be able to earn a higher return by putting your money somewhere
else, such as in an IRA (See Option 4.) Consult with your financial advisor for relative costs and benefits of
different funding vehicles. Wherever you put the money, avoid hefty tax penalties by making the required
minimum withdrawals after you turn 70 1/2, assuming you have retired by then. You are required to start
distributions at the later of 70 1/2 or when you retire. For more information on minimum withdrawals, read
Questions |7 through 20 and see IRS Publication 571, “Tax-Sheltered Annuity Plans for Employees of Public
Schools and Certain Tax-Exempt Organizations.”

Option 2. Begin taking systematic withdrawals after age 59 1/2. Within the limitations of your
plan, the amount and frequency of the withdrawals are up to you, as long as you withdraw the required
minimum after retirement or age 70 1/2, whichever comes later. Assuming all the money in the plan was pre-tax
income, your withdrawals are taxed as income at your current rate. (If there is also after-tax money in the
account, that part of the principal is not taxed, but the earnings are.) When you die, whatever money is left in
your account goes to your named beneficiary. The chief risk of systematic withdrawals is that you could outlive
your money.

Option 3. Withdraw all or part of the money and spend or invest it elsewhere. If you choose
this option, referred to as a lump-sum distribution, you will generally have to pay income tax on the full amount
of the distribution. Usually, your plan provider will withhold 20% for federal income taxes. If you make the
withdrawal before age 59 1/2, you will also pay a 10% early withdrawal penalty to the IRS. (The penalty may be
waived in certain cases, such as if you are disabled, die, or use the money to pay certain unreimbursed medical
expenses.)

Option 4. Roll over the money into an IRA. The traditional or classic IRA is a popular option because
it allows your money to continue to grow tax-deferred while you choose from a wide range of investment
options. Like a 403(b), the classic IRA requires minimum distributions after you turn 70 1/2. Once you are in a
classic IRA, you have the option of converting to a Roth IRA if your adjusted gross income for you and your
spouse combined is $100,000 or less. You cannot roll money directly from a 403(b) to a Roth. For more
information on Roths, see Question |5.

Option 5. Roll over the money into another tax - deferred account . The main reason to take this
option is if the new product provider offers a tax-deferred account (TDA) that better fits your financial needs.

Option 6. Select an annuity option offered by your current 403(b) plan. An annuity is a contract
that provides you with income monthly or annually for life. The biggest advantage of an annuity is guaranteed
income. The disadvantage is that an annuity dies with you (unless it is structured to pay a survivor benefit).
Annuities are not generally recommended for people who want to leave an estate. They are also not
recommended for people in poor health, since they are likely to die without getting back the full value of the
investment (unless, as previously mentioned, the contract includes a survivor benefit.)

The amount of your annuity payment varies with your age, the amount of assets you start with, and whether
you choose a fixed or variable annuity. A fixed annuity guarantees you a constant monthly payment. The

neamb.com



Healthy, Wealthy & Wise

payment on a variable annuity is based on a selection of underlying investments, so it will vary with the return
realized by those investments. For more information on annuities, see Question 1 1.

Question 11: There are so many annuity products to choose
from. How do | know which is best for me?

As discussed in Option 6 of the preceding answer, an annuity is a contract that provides a guaranteed income
for life. Annuities may be structured in a number of different ways; the best one for you will depend on your
personal situation and income requirements. A basic life annuity provides monthly payments as long as you live
and then dies with you. No matter how short or long you live, your heirs get nothing. If you want to provide
some level of income to a spouse or other beneficiary, you have several alternatives. A joint and survivor
annuity continues payment to a co-annuitant after your death. In most cases, the payment to the co-annuitant is
a specified fraction of the original payment amount. A fixed period or period certain annuity guarantees payment
to you for life, or if you die, to your beneficiary for the remainder of a specified period. For example, if you buy
a ten-year period certain annuity, and die after eight years, your beneficiary will receive payments for two more
years. If you bought the same product and lived for 20 years, you would receive payments until death but your
beneficiary would get nothing. Another variation is the cash refund or installment refund annuity, in which
monthly payments are made to you until the total paid is equal to the total you started with at retirement. For
this type of annuity, if you die, your beneficiary continues to receive payments until the starting amount is
reached.

You will get the highest annuity benefit for a basic life annuity. The trade-off for two-person annuities and other
special features is a lower payment. To give you an idea of the relative costs and benefits, see Table 4.

Table 4

Example of Monthly Income Under Various Settlement Options Purchased By $100,000

Annuity Option Benefits at Age 65

Life Annuity $568
Life Annuity with Period Certain of 120  Monthly $553
Payments

Joint and Survivor Life Annuity ( 100% Benefit to
Surviving Spouse Also Age 65)

Sourcenww.tsp.ga@nnuity calculatdfigures are for illustrative purposes only and do not represehipaodaciifor sale.

$470

No matter what annuity you choose, it is only as good as the insurance company that issues it. Before you buy,
check out the issuer’s financial strength and stability as measured by a major ratings company. Rating companies
include: A.M. Best Co., Fitch Inc., Moody’s Investors Service, and Standard & Poor’s Ratings Group. Copies of
the ratings companies’ latest reports are usually available through your public library.

For more information on annuities, get a copy of “Tax-Deferred Accounts” from NEA Member Benefits by
visiting the website at www.neamb.com or calling 1-800-637-4636.
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Question 12: Now that IOm retired, should | get out of the stock
market?

In most cases, the answer is no. Of course, before you make any investment decisions, you should always

consult a qualified financial advisor who knows the details of your personal situation. However, one of the most
common mistakes made by retired investors is being too conservative, says Kay R. Shirley, an Atlanta-based

financial planner and author of The Baby Boomers Financial Wak@all: [tOs Not Too Late to Be Financially Secure!
(Dearborn Financial Publishing, 1999). While many retirees want to protect their capital by investing it in fixed-

income investments, they cannot forget that they will need portfolio growth to counteract the effects of

inflation.

For the period 1926 to 2006, real stock returns (after inflation) averaged 6.8% per year, according to figures by
Jeremy J. Siegel author of Stocks for the Long RMeGraw-Hill, 2007). Over the same time period, the average
inflation-adjusted return on short-term Treasury bonds was 0.7% and on long-term Treasury bonds 2.4%. These
figures show that to get growth into your portfolio you will need to keep at least some of your money in
company stocks.

At this stage of your investing life, most experts will advise you to steer away from individual stocks and
concentrate your investments in mutual funds. Why? First of all, mutual funds are, by definition, diversified.
(Exactly how diversified a fund is depends on the kind and variety of its holdings.) Secondly, it’s easier to
withdraw a set monthly income from a mutual fund than to deal with the hassles of selling shares of stock each
month. Finally, unless stock picking is your passion, you probably have better things to do in retirement than the
intensive, constant research required to stay on top of a portfolio of individual stocks. (Before you sell individual
stocks, review the tax implications with your tax advisor; converting appreciated stocks to a mutual fund will
trigger capital gains tax.)

One often-quoted rule of thumb advises you to subtract your age from 100 and use the resulting number as
your maximum percentage of company stocks and/or stock funds. But, as is the case for many investment
“rules,” one size definitely does not fit all. The correct answer for you will depend on your personal financial
needs, your time horizon, and how comfortable you feel taking risks.

Before you load up your portfolio with potentially high earning stock funds, remember the relationship between
risk and return. As a rule, the higher an investment’s expected return, the greater the possibility that you could
lose some or all of your money.

Mutual funds classified as very high-risk or high-risk generally invest in small, unproven companies with high
growth potential. They also tend to invest in emerging foreign markets, which are extremely subject to political,
economic, and exchange rate instability. If you invest in these types of funds you are accepting high short-term
risk in exchange for potentially outstanding long-term growth. Moderate-risk funds invest for long-term growth
and current income. They tend to invest in the common stocks of established companies that pay large
dividends. Low-risk funds typically invest in some combination of bonds and common stocks, for a stronger
emphasis on current income. Very low-risk funds pursue current income and some stability of principal by
investing in high-quality government and corporate bonds. At the bottom of the risk/reward ladder are stable
value funds which sacrifice long-term growth for stability of principal. These funds typically are invested in
money-market accounts or financial instruments that provide a guarantee to investors.

A good financial advisor will recommend a portfolio mix that considers not only your investment horizon, but
also your risk tolerance. Suppose you’re investing money you will need in five years. If you're a conservative
investor, a reasonable choice may be 40% moderate funds, 20% low, 20% very low, and 20% stable value. A less
conservative investor in the same time frame might choose 10% very high, 10% high, 20% moderate, 20% low,
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and 40% stable value. And an aggressive investor might pick 20% very high, 20% high, 20% moderate, 20% low,
and 20% stable value.

Select your stock funds carefully. Look for funds that have demonstrated a strong track record over three to
five years, or more. Before you invest, request and read the fund’s prospectus and its statement of additional
information (SAI).

Question 13: What is asset allocation and why should | care?

Short answer: You should care because asset allocation is one of the important determinants of your investment
results.

Now that we’ve got your attention, here’s the longer explanation: In its most basic form, asset allocation refers
to the well-established investment strategy of dividing your money among the major asset classes: Stocks, bonds,
and cash. Each of the main asset classes can be divided and sub-divided. Sub-classes of stocks, for example,
include domestic and international. Domestic stocks can be further divided into large-cap, mid-cap and small-cap
stock funds, and so on.

Historically, different asset classes react in different ways to various economic conditions. Therefore, a mix of
assets can cushion your portfolio against significant losses and reduce the volatility of returns. In fact, investment
research indicates that between 80 and 90% of your return on investments depends on pure asset allocation,
not on specific stock or mutual fund picks.

For additional information, spend some time browsing in the personal finance section of your local library or
bookstore. For example, in Making The Most of Your Mo(gayion & Schuster, 1997), Jane Bryant Quinn
provides a list of asset classes, the investment goals for which they are most suitable, and suggested asset
allocations for retirees based on their age. Among Quinn’s advice: From retirement to age 75, keep enough cash
on hand for one year’s living expenses not covered by pensions and Social Security. Starting at 75, consider
boosting this cash stash to two years’ worth.

Another good discussion of asset allocation and retiree investment strategies is found in Crackng Your Retirement
Nest Egg (25 Things You Must Know Before You Tap Your 401(k), IRA or Other RetiremertySduiggs=£lan)
A. Malaspina (Bloomberg Press, 2003).

To determine the best asset mix for your personal portfolio, consider the following factors:

1. When you need the money. Your investment horizon is shorter than it used to be, so you can’t take
the same risks with your money as a 30-year-old. On the other hand, at least early in retirement, some of your
assets are probably being invested for the part of your retirement that is still 20 years away—a long-term
horizon by any definition.

2. Your personal risk tolerance. How can you measure it? Some financial planners suggest the following
method: Take the expected rate of return on an investment and ask yourself what your reaction would be if the
value of your investment fell by the same percentage in any given year. If you can’t handle the idea, the
investment is probably too risky for you. For example, if you are looking at a fund expected to earn 10%
annually, you should be comfortable with the possibility that the fund will fall by 10% in a year.

3. Your required rate of return. If you’ve done a careful job of your budget projections, you'll know at
what rate you’re going to draw down your investments—and you’ll be able to see what rate of return that
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requires. If you're not comfortable with the risks related to that rate of return you will have to look for other
ways to close the gap.

Question 14: Which investments should | spend first?

As a general rule, you should withdraw money from taxable accounts first; so that assets held in IRAs and other
qualified retirement accounts can grow tax-deferred as long as possible. (In some cases, however, there may be
valid estate planning reasons not to follow this rule; consult with your estate planning and tax advisors on this
issue.)

If you have to make withdrawals from your tax-deferred accounts before you turn 59 1/2, you will probably
have to pay the IRS a 10% early withdrawal penalty. (Exceptions to this rule are discussed in Question 16.) Once
you reach age 70 1/2, you will encounter an opposite problem: Hefty tax penalties for withdrawing too little
from your tax-deferred accounts. In the case of IRAs, this penalty is 50% of the amount you should have taken
but didn’t. (In the case of 403(b) accounts, however, minimum withdrawal requirements kick in at the later of 70
1/2 or when you actually retire.)

The penalties represent Congress’s desire to balance competing priorities and policy goals. Tax-deferred
retirement accounts were invented because lawmakers wanted to encourage individual Americans to save more
for retirement. On the other hand, these accounts cost the federal government substantial tax revenue. The 70
1/2 rule is structured to prevent people from squirreling away tax-deferred money indefinitely.

Question 15: Should I convert my traditional IRA to a Roth
IRA?

For retirees, a Roth IRA has several advantages over a traditional or classic IRA. If you are at least 59 1/2 and
have owned the Roth IRA for at least five years, distributions are tax-free. (Distributions before age 59 1/2 or
from accounts owned for less than five years are subject to tax on the earnings, and, in some cases, an additional
10% penalty.) Another advantage of the Roth IRA is that it has no required minimum distributions. If you
convert a traditional IRA to a Roth, you must pay income tax on the entire amount at the time of conversion.
Your tax advisor can help you weigh the costs and benefits of a conversion for your particular financial situation.
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Question 16: I0m 56 and retired. Can | withdraw money from
my IRA without paying a penalty?

That depends. Generally, the early withdrawal penalty applies regardless of whether or not you are employed.
However, the penalty may be waived in any of the following circumstances:

¥ You are disabled.

¥ The money is used to pay medical expenses exceeding 7.5% of your adjusted gross income. (Keep in
mind, though, that the amount withdrawn will be added to your income, which will have the effect of
raising the 7.5% threshold.)

¥ The money is used to pay qualified education expenses for you or someone in your family at an eligible
educational institution.

¥ The money is used to buy a first home (up to $10,000).

¥ The money is used to pay medical insurance premiums after 12 weeks of unemployment.

¥ You die. (Distributions to your beneficiary will not be penalized.)

¥  You take regular periodic distributions known as “substantially equal payments.” If you choose this

option you must take the distributions for five years or until you turn 59 1/2, whichever is longer.

Please note that the technical requirements for eligibility for any of these penalty exemptions are complex; be
sure to consult a tax advisor for details.

Question 17: When must | take my first IRA distribution?

To avoid penalties, you must take your first required minimum distribution (RMD) by April | of the year after
you turn 70 |/2. For example, if you were born April 23, 1938, you would have turned 70 1/2 on October 23,
2008, and therefore must take your first distribution by April |, 2009. After that, all RMDs must be made by
December 31 of each calendar year. So in the example above, you would have to take your second distribution
by December 31, 2009.

Question  18: How do I figure my required minimum distribution
(RMD)?

There are several different ways to calculate your RMD—and the method you choose will impact not only your
retirement income but also the estate you leave your heirs. Make this decision with care: Once you’ve started
receiving distributions, you’re not allowed to change your method of calculation.

The basic formula is the account balance on December 31 of the previous year divided by a life expectancy
factor, taken from the IRS life expectancy tables. You may use a single life expectancy factor based on your own
age or a joint life expectancy based on a combination of your age and your beneficiary’s. If you have multiple
beneficiaries for one IRA account, you must figure the joint life expectancy using the age of the oldest
beneficiary. If you have multiple beneficiaries, you may choose to divide your IRA into multiple accounts with a
separate beneficiary for each one.

In addition, if your spouse is more than 10 years younger than you and your sole IRA beneficiary, a separate IRS
life expectancy table must be used to determine your required minimum distribution. This can be a complicated
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and important issue; we suggest you consult your tax and estate-planning advisors for assistance. For specific
instructions on calculating required minimum distributions get a copy of IRS Publication 590, “Individual
Retirement Arrangements,” from your local IRS office or on the Internet at www.irs.gov.

Question 19: How are IRA withdrawals taxed?

When you take money out of an IRA, you pay income tax on all or part of it, depending on whether your
original contributions were tax-deductible or not. If your contributions were tax-deductible (in other words,
made from pre-tax income), you'll pay income taxes on the entire withdrawal. If your contributions were not
deductible (in other words, you used after-tax dollars,) you generally will be taxed on the earnings only at the
time of withdrawal. If you made both deductible and non-deductible contributions, then each IRA withdrawal is
taxed in proportion to the mix of deductible and non-deductible contributions in all your IRAs. For more
information on calculating the tax, see IRS Publication 590.

Question 20: Are the rules the same for IRAs and 403(b)s?

We've covered IRAs in some detail because, counting rollovers from other qualified plans, they are the most
common form of tax-deferred retirement account held during retirement. Many of the same rules and tax
treatments that apply to IRAs also apply to 403(b)s. But there are some differences, mostly stemming from the
fact that 403(b)s have been around—and evolving—since 1958. For example, because of a change in the law, the
withdrawal rules are more liberal for 403(b) money contributed before January |, 1987, sometimes referred to
as “old money.”

Identifying “old” and “new” money in a 403(b) plan can be quite difficult. Before you take on this challenge, read
your 403(b) contract carefully. In many cases, your contract will be more restrictive than the IRS rules: For
example, under IRS rules you can wait until age 75 to begin withdrawing “old money,” but your 403(b) contract
may require you to begin taking distributions at 70 and 1/2.

Question 21: Every year | blow my budget. What can | do?

If you’re drastically over budget, it’'s important to figure out why. The reason may be external, such as a drop in
the stock market or an unexpected hike in property taxes. On the other hand, if the problem is spending, and
you can’t seem to get it under control, this is an issue you shouldn’t ignore. Compulsive spending can be a
problem at any age or in any life phase, but retirees who are feeling bored and isolated by retirement are at
particular risk, warns Lois Vitt, a sociologist and editor-in-chief of the Encyclopedia of Financial Gerontology
(Greenwood Press, 1996). In fact, compulsive spending can be a symptom of clinical depression. If you find
yourself unable to resist the persuasive pitches of telemarketers, hostesses on TV shopping networks, even
Internet banner ads, consult a physician or a mental health professional.
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Question 22: 10ve just been offered the deal of a lifetime. How
can | pass it up?

In most cases, very easily. One of the most unpleasant aspects of retirement is that you are all too likely to
become the target of a scam or fraud. Criminals know that if you are nearing or in retirement, you’ve probably
built up a nest egg. And there’s nothing they’d like better than to separate you from your money.

How can you avoid becoming a victim? The first rule is to exercise caution. If a deal sounds too good to be true,
it probably is. The second rule is to keep up your social network. Successful con artists have the most success
preying on people who are isolated, lonely, or fearful. If you’re uncertain about an offer or pitch you’ve received,
talk it over with family or trusted friends.

The Federal Trade Commission publishes brochures and alerts concerning many common scams. For more
information, visit the FTC’s website at www.ftc.gov or call the consumer information line at 1-877-FTC-HELP
(1-877-382-4357).

Here are some common frauds to avoid.

¥ Shoddy home repairs. A common springtime scam, according to the Better Business Bureau, is fly-by-
night home repair contractors who solicit business door-to-door. Sometimes they tell you they’re doing
another job in your neighborhood, or that they can do the work very cheaply with material left over from
another job. By the time you realize they haven’t done the work right, they’ve cashed your check and
skipped town. The best defense: Always check contractors’ references, solicit multiple bids, and make sure
that everything the contractor promised you is also included in the written contract.

¥ The can ®-lose investment. Whether they pitch you by mail, phone, or over the Internet, sellers of
the can’t-lose investment have three key themes: The returns are sky-high. There’s virtually no risk. And if
you don’t say yes fast, the deal’s going to disappear. In fact, all that’s going to disappear is your money. The
best defense is multi-pronged: |) Ask for a prospectus and have it reviewed by someone you trust. 2) Don’t
invest in anything you don’t understand. 3) Don’t give out personal financial information on the phone or on
the Internet. 4) Don’t be greedy.

¥ The false bank examiner. In this perennial fraud, a well-dressed, polite “bank employee” calls you at
home or approaches you as you are about to enter the bank. He tells you that a teller is embezzling
money—in some variations, the money is from your account—but he needs your help to catch her in the
act. He asks you to take money from your account and deliver it to him outside the bank. He tells you he
will take the money away to be marked with invisible ink, and then ask you to redeposit it. Of course, he
never comes back. Best defense: Think you couldn’t be taken in by such a transparent story? In real life,
people who run this and similar scams are eerily convincing. To keep from being a victim, refuse to deal with
employees of a financial institution outside of their regular offices. And never give money to someone you
don’t know.

¥ The CFreebie Othatisn @ This fraud has many variations, from the phone call announcing you've “won”
a free vacation (as soon as you send a “processing fee”) to the postcard that says you’ve won a diamond ring
(and just need to call with your credit card number for shipping and handling.) The best defense: Never
accept a “prize” if you have to pay to get it. Don’t give out your credit card number unless you'’re sure the
company is legit.

¥ The sleazy telemarketer. On the phone, it’s hard to tell the difference between a legitimate
salesperson and a fast-talking con artist. If you listen long enough, they’re likely to talk you into something.
The best defense: If you are suspicious about a call, don’t stay on the line. If the hard sell turns harassing, tell
them not to call back—and then hang up. If they persist after you have told them not to call, they are
breaking the law; get their name and number and report them to your state attorney general’s office or
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consumer affairs commissioner. If you have trouble standing up to telemarketers despite all your best
intentions, get an unlisted phone number, register with the national do not call registry at
www.donotcall.gov or consider screening your calls with caller identification service from your phone
company.

¥ Credit theft. In this scam, crooks get hold of some basic personal financial information—usually your
name, Social Security number, and date of birth—and use it to open credit cards in your name, run up huge
bills, and destroy your credit rating. Best defense: Protect your personal information including bank account
numbers. Don’t give out your credit card number unless you want to buy something.

¥ The fake charity. In this scam, scam artists get money by soliciting donations by using a name that’s
close to a well-known charity, like the “American Cancer Center” (instead of the American Cancer Society.)
Best defense: Check out charities carefully before you give.

Question 23: As | get older, how can | keep my health care
costs from spiraling out of control?

You’re right to be concerned. The average retiree spends more than|5% of after-tax income on health-related

expenses, according to Protect Your Parents and Their Financial Health: Talk With Them Before 1tOs Too Late by
C. Richard®earborn Financial Publishing, 1999.) An accident or chronic illness requiring some sort of long-term

care can devastate even the most prudent retirement budget. According to the American Health Care

Association, two out of every five Americans will need nursing home care at some point in their lives, at a

current average cost of $212 per day (source: Annual MetLife Survey, 2008). Moreover, most long-term care is

not covered by Medicare or private Medicare supplementary insurance; it may be covered by state Medicaid

programs but only after you have spent down virtually all your own income and assets.

What can you do to counteract this grim picture? The first line of defense is to stay as healthy as possible for as
long as possible. Study after study shows that maintaining good physical health is key to a happy, successful
retirement, points out author and sociologist Lois Vitt. Good nutrition, exercise, and regular wellness check-ups
will go a long way toward keeping you as healthy as possible for as long as possible. This advice may seem
obvious, but lots of people still manage to ignore it.

You also need good health insurance so that when you get sick you have access to the best possible care. You
may be covered for some time after retirement by your employer’s health plan. After that, the most common
alternative is Medicare, with supplemental private insurance to cover the expenses not covered by Medicare.
For many retirees, another key piece of the puzzle is long-term care insurance, designed to prevent a medical
disaster from becoming a financial disaster as well. (For information on a long term care insurance program
sponsored by the NEA, please call 1-800-637-4636.)

Get the most out of all your health-care dollars by becoming an assertive and informed consumer of medical
services. When dealing with physicians and other health care professionals, insist on a complete explanation of
anything you don’t understand and, if necessary, request a second opinion. If you contract a serious or chronic
illness, do some research on the Internet or at your local library about possible causes, complications and
treatment options. If you find reference to a therapy or treatment your physician has not mentioned, don’t
hesitate to mention it. You should also check your bills for overcharges or incorrectly denied payments. Again, if
something doesn’t look right to you, ask for an explanation. If the explanation doesn’t make sense, keep asking
until it does.
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Question 24: How does Medicare work?
You become eligible for Medicare when you turn 65. If you are disabled, you may be eligible even earlier.

There are currently four parts to Medicare coverage. Part A is known as hospital insurance and is free to
people at age 65 and older who have contributed to the Federal Insurance Contribution Act (FICA) over their
working years. Those covered by Medicare Part A insurance must pay an initial amount towards their hospital
bill before Medicare coverage kicks in. This amount, known as the hospital deductible, rises every January |.
Those who are covered by Medicare Part A usually also enroll in Medicare Part B. Part B has much simpler
eligibility requirements. Part B is insurance that pays for basic medical services provided by physicians, clinics and
laboratories after a deductible that rises each January |. Part B is not free; participants pay a monthly premium
that rises every January |. Part C, known as “Medicare Advantage,” is an option that can replace Parts A and B.
Part D is the Medicare Prescription Drug Plan, effective January |, 2006. For more details and information on
Medicare, call the government information line at 1-800-Medicare (1-800-633-4227) or visit the program’s
website at www.medicare.gov.

To defray medical expenses not covered by Medicare, you may want to buy supplemental private insurance,
often referred to as a Medigap policy. There are |12 standard Medigap policies, referred to by the letters A
through L and each offering a specific combination of benefits. The best time to buy a policy is during your
Medigap open enrollment period, which is the six-month period beginning when you first enroll in Part B. During
this time, you cannot be turned down or charged higher premiums because of poor health. After this open
enrollment period, however, insurance companies can refuse to sell you coverage or charge higher premiums.
(For information about a Medigap policy endorsed by the NEA or to receive a copy of “Understanding Medicare
and Medicare Supplement Insurance”, call 1-800-637-4636.)

Question 25: What is a Medicare Advant age?

Medicare Part C, formerly known as “Medicare+Choice,” is now known as “Medicare Advantage”. If you are
entitled to Medicare Part A and enrolled in Part B, you are eligible to switch to a Medicare Advantage plan,
provided you reside in the plan’s service area. Medicare Advantage provides the following options:

¥ Coordinated Care Plans (the Balanced Budget Act of 1997’s umbrella term for managed care plans);

o HMO plans, otherwise known as Health Maintenance Organization plans, emphasize preventive care
but without coverage for providers or facilities outside the HMO network. They almost always
require a network primary care physician referral to access a network specialist; they usually offer
drug benefits.

o PO%Splans, otherwise known as Point of Service Plans, offer a network of preferred providers, like
HMO plans, but also provide reduced benefits for providers or facilities outside the HMO network.
They typically require a referral from a network primary care physician to access a network
specialist; they sometimes offer drug benefits.

o Regionally Expanded Preferred Provider Organizatigpia($Bfa) similar to POS plans but have
broader geographic access to network providers in a larger service area, and with reduced benefits
outside the PPO network. They do not typically require a referral from a network primary care
physician to access network specialists. They may or may not offer drug benefits.
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o PSOplans, otherwise known as Provider-Sponsored Organizations, are similar to the POS plans but
are usually organized with physicians that practice in a regional or community hospital. There may
or may not be coverage for providers or facilities outside the PSO network, depending upon the
plan designs offered. They may require a referral from a network primary care physician to access
network specialists. They typically offer drug benefits.

¥ Medical Savings Accounts set up in conjunction with private fee-for-service plans providing:
o at least the same benefit coverage levels as Medicare Parts A and B; or

o high deductible coverage.

To join a Medicare Advantage Plan, you must have Medicare Part A and Part B before you can get Part C. In
addition, you might have to pay a monthly premium to your Medicare Advantage Plan for the extra benefits that
they offer.

For more information on any aspect of Medicare, you may also call the government information line at 1-800-
Medicare (1-800-633-4227) or visit the program’s website at www.medicare.gov. To get a free copy of the
government-published “Medicare and You Handbook,” call 1-800-633-4227.

Question 26: What is the Medicare Prescription Drug Plan?

The Medicare Prescription Drug, Improvement and Modernization Act of 2003 added Part D. Medicare Part D
pays for outpatient prescription drugs. The plan starts out with a $295 deductible in 2009 and will pay:

¥  75% of the next $2,405 spent;
¥  Nothing for the next $3,453.75 spent. This is referred to as the “doughnut hole;” and
¥  95% for drug bills over $6,153.75.

The deductible and cost-sharing limits can, and probably will, be adjusted in future years.

The Medicare Part D premium averages about $30 per month. If an eligible Medicare beneficiary puts off getting
the Medicare Part D beyond the initial enrollment date, that individual will have to pay a higher monthly
premium.

The government guarantees drug coverage in any region that does not have at least one stand-alone drug plan
and one private health plan. Employers that offer equivalent drug coverage for retirees can receive tax-free
subsidies. Employers can also offer premium subsidies and cost-sharing assistance for retirees who enroll in
Medicare drug plans.
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Question 27: ArenOt there any other Medicare opt lons?

There are programs that help millions of people with Medicare save money each year. States have programs for
people with limited income and resources that pay some or all of Medicare’s premiums. Some programs may
also pay Medicare deductibles and coinsurance. You can apply for these programs if:

¥  You have Medicare Part A (if you have Medicare Part A but don’t think you can afford it, there is a program
that may pay the Medicare Part A premium for you);

¥ You are an individual with resources of $4,000 or less, or are a couple with resources of $6,000 or less.
Resources include things like money in a checking or savings account, stocks, or bonds;

¥  You are an individual with a monthly income of less than $923, or are a couple with a monthly income of
less than $1,235 (higher limits in Alaska and Hawaii)

Call your state medical assistance office and ask for information on Medicare Savings Programs. It’s very
important to call if you think you qualify for any of these Medicare Savings Programs, even if you aren’t sure.

Question 28: How do | enroll in Medicare?

If you are not yet 65 and already getting Social Security benefits you will be enrolled automatically in both Part A
and Part B when you turn 65. You should receive your Medicare card about three months before your 65th
birthday. If you do not need Part B yet, follow the direction on the notification card for refusing it. It's a good
idea to refuse Part B if you are still covered by your own or your spouse’s group health insurance plan. If you
enroll in Part B before you need it you will have to pay the premiums. Moreover, enrolling in Part B will trigger
your six-month Medigap open enrollment period. You can delay enrolling in Part B without penalty if you are
covered by an employee health plan. However, if you are not covered by another group plan, your Part B
premium may rise 10% for every 12 months during which you were eligible but did not enroll.

Even if you are not receiving Social Security benefits yet, apply for Medicare by contacting any Social Security
Administration office three months before you turn 65. Even if you continue to work after you turn 65, you
should sign up for Part A because it may cover some of the costs not covered by your employer plan. For more
information, call the government’s Medicare hotline at 1-800-633-4227 and request a copy of “2009 Choosing a
Medigap Policy: A Guide to Health Insurance for People With Medicare.”

Don’t put off enrolling. If you haven’t signed up within four months after your 65th birthday, you’ll have to wait
for the next open enrollment period (usually January through March) and your part B coverage won’t start until
the following July. Also, as mentioned above, your Part B premiums will rise for each 12 months you failed to
enroll.

One caveat: If you are planning to continue to participate in your employer’s health insurance plan under
COBRA, be sure to consult with your financial advisor. Your entitlement to COBRA coverage can be adversely
affected if it is not properly coordinated with enrolling for Medicare parts A and B.
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Question 29: What is long -term care insurance?

Many retirees are surprised to learn that Medicare and Medigap policies offer only very limited coverage for
long-term care. Generally, long-term care, whether in your home or at a nursing facility, is covered only when it
is directly related to an illness or accident, and for very limited time periods. State Medicaid programs do pay for
long-term care but only if you are impoverished, which means you would have to spend down your assets to
almost nothing to become eligible. If you do not meet Medicaid’s financial eligibility requirements, you must
either pay for care from your own pocket or buy an insurance policy to cover the costs.

The term long-term care covers a wide range of medical, rehabilitative, nursing, and social services offered in a
variety of settings including your own home, a nursing home, an assisted living facility, or adult daycare. A long-
term care policy may cover all of these options, or only some of them.

According to the American Health Care Association, two out of five Americans will need nursing home care at
some time in their life. Of all the forms of long-term care, nursing home care is usually the most expensive,
averaging about $212 per day nationwide (source: Annual MetLife Survey, 2008). For people who are basically
healthy but need some help with the chores of daily life, assisted living facilities, which provide a combination of
housing, support services, and health care, is an increasingly popular option. More than |.5 million Americans
currently are living in assisted-living facilities, and the number is expected to skyrocket as independently minded
Baby Boomers continue to retire.

Long-term care is becoming a more urgent issue because people are living longer, because families are more
geographically scattered, and because families with two working people are less likely to be able to care for a
frail or ill relative in their homes. Because of the growing importance of this issue, a number of related legislative
initiatives are under discussion. Be sure to follow this issue in the news for changes that may affect you.

Question 30: Who should buy long -term care insurance?
Short answer: Anyone who can afford it, can get it, and has assets to protect.

Long-term care insurance is not a practical alternative for everyone. If you are in poor health or advanced in age,
you may not be able to get a policy for any reasonable amount of money. If your income is extremely limited or

if you have trouble making ends meet, then long-term care insurance is probably not the best way to spend your
money.

However, if you are in reasonably good health and have significant assets, long-term care insurance is a way of
protecting your assets. This type of insurance is particularly important for married couples, because a long illness

could deplete the resources both spouses need to live on. If one spouse required an extensive nursing home
stay, for example, the remaining spouse might find it difficult to maintain his or her independent lifestyle.

Question 31: What should I look for in a long -term care policy?

Before you purchase long-term care insurance, be sure to check out the policy, the company issuing it, and any
insurance agent involved in the transaction. Key issues to consider include:
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¥

Which services are covered. Some policies cover only nursing home care, while others cover a wider
range of options. Check also for limitations on where you may receive service. Some policies, for example,
may require that care be received in state-licensed nursing facilities. As a general rule, the broader the
options allowed, the higher the premiums.

Which services are NOT covered. Many policies don’t pay benefits for services for people with
mental or psychological disorders, drug or alcohol addictions, and war injuries. Be sure to check for
coverage of long-term care related to Alzheimer’s disease.

How benefits are paid. = Once you have been ruled eligible to receive benefits, some policies pay you a
set amount per day, regardless of costs incurred, while other policies will reimburse you or the service
provider for expenses up to a pre-set limit.

Coverage limits.  Check out the daily, weekly, monthly, or annual benefit limits and make sure that
they’re in line with what's actually charged by long-term care facilities in your area.

Maximum benefits.  Most insurers set a ceiling for maximum benefits they will pay out during the life of
the policy. Sometimes this maximum is expressed in benefit periods (one, two, or more years.) It may also
be expressed as a dollar amount. It is possible to buy long-term care insurance that will cover you for life,
but premiums will be much higher.

Criteria for eligibility. Scrutinize the sections of the policy that explain under what circumstances
benefits will be paid. Usually, this is expressed in terms of the so-called Activities of Daily Living (ADL). The
most commonly used ADLs are bathing, continence, dressing, eating, toileting, and transferring. (Transferring
refers to the individual’s ability to get in and out of a car, bed, chair, shower, or toilet facilities.) For
example, a policy may begin paying when a person exhibits two out of six specified ADLs. According to “A
Shoppers Guide to Long-Term Care Insurance,” published by the National Association of Insurance
Commissioners, the first ADL most people have trouble with is bathing. Therefore, it is relatively harder to
become eligible for benefits if your policy doesn’t include bathing in its list of ADLs.

Elimination period.  Policies typically have an elimination or waiting period after you become eligible for
benefits and before you receive them. Common elimination periods are 20, 30, or even 60 days. One way to
keep policy premiums down is to opt for a longer elimination period, in effect insuring yourself for shorter
stays.

Built -in inflation compound protection. A policy may include automatic benefit increases each
year, or the insurer may offer you periodic opportunities to increase your benefits. The younger you are
when you buy the policy, the more concerned you need to be about this issue.

Price. As with all insurance, there’s a trade-off between coverage and premiums. The more of long-term
care you are willing to pay yourself, the more reasonable the premiums should be. In addition to lengthening
the elimination period, you can also lower premium costs by buying a policy that covers nursing homes only
or has a lower maximum lifetime benefit. It’s also important to shop around. Policies with identical benefits
may still cost different amounts, depending on whom you buy them from.

Tax qualification.  Depending on your age, between $320 and $3,980 per year of premiums for qualified
long-term care plans may be included in deductible medical expenses. (Deductible medical expenses are
medical expenses that exceed 7.5% of your adjusted gross income.) Long-term care policies issued before
Jan. 1, 1997 are automatically qualified. Policies issued after this date must conform with certain federal
standards to be qualified. Benefits from a qualified plan are not taxable as income, but benefits from a non-
qualified plan may be taxable. For more information on federal and state requirements, consult your state’s
insurance commission.

Quality of the issuing company. As with any form of insurance, your long-term care policy is only as
good as the company that issues it. The financial stability and reliability of insurance companies is rated by a
number of rating companies including A.M. Best Co., Fitch Inc., Moody’s Investors Service and Standard &
Poor’s Ratings Group. (For a complete list of rating agencies, see “A Shopper’s Guide to Long-Term Care
Insurance,” or go to your public library.) If an agent is involved in the transaction, you should check out his
references for reliability and good service. You should also check with your state insurance commission for
any history of complaints against the agent or insurance company you are considering.
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¥ Payment options.  As long-term care coverage becomes more popular, different payment options are
proliferating. Some companies may allow you to pre-pay the insurance in one payment or over a set period,
such as ten years. If you are making monthly premium payments, you may want to guard against the
possibility of forgetting (and losing coverage) by having the payments deducted automatically from your bank
account. Another issue to consider is whether the policy includes a premium waiver for any time during
which you are in a nursing home.

Question 32: Now that IOm retired, do | still need life
insurance?

As you get older, you will probably have less need for life insurance. The primary purpose of life insurance, after
all, is to provide for your dependents if you should die. That’s why it was particularly important when you had
young children and a big mortgage. But does it make sense to keep paying life insurance premiums now?

One important factor to consider is who, beside yourself, is dependent on your income. How would your death
affect the survivor’s expenses as well as income? For example, if you and your spouse have a joint annuity with a
50% survivor benefit, you might consider having enough life insurance to compensate for that loss. On the other
hand, if on your death, your spouse would likely sell the house and move to a small apartment, then those
moves might offset the loss of income.

You also need to consider cost. Since premiums rise with age, it’s possible that you’d be better off saving and
investing the same amount. If you have a policy with cash value, you may want to borrow against it or surrender
it and invest the proceeds.

There are other good arguments for retaining life insurance. It can be used to create an estate or to pay
expected estate taxes. If you do not have, or cannot get, long-term care insurance, you may also be able to tap
into the cash value of your life insurance benefit to pay for medical and other long-term care expenses.

Many life insurance policies, including some term insurance, have accelerated death benefits (ADB), a system
that allows you to tap into part of the policy’s death benefits and/or cash value under specified circumstances,
such as terminal illness or a need for long-term care. When you die, the death benefit of the policy will be
reduced by the amount paid out during your life. For example, if you have a policy with a death benefit of
$200,000 and you spend $60,000 for long-term care, then your estate will receive only $140,000.

The conditions under which you can tap into ADB vary by insurance company and also by state. Many insurers
will also allow you to add ADB to an existing policy at any time. In some cases, you will be charged a fee for

adding ADB; in other cases, you may pay a fee only if you actually use the accelerated benefits.

If you are considering this option, be sure to read the fine print for all conditions, requirements, and service
fees. You may also want to seek advice from your state insurance office or a financial advisor.

Question 33: Do | still need disabil ity insurance?

Probably not. Most disability insurance is designed to replace lost wage income if you are unable to do your job.
Now that you are retired, you don’t have a job or wages to replace. So you don’t need the policy either.
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Question 34: lam i n poor health and have no long -term care
insurance. How can | pay for the care | need?

If you still have a current life insurance policy, you may be able to surrender your policy for its cash value, take
out a loan against your policy, or take accelerated death benefits. (See Question 32 for more details on
accelerated death benefits.) Yet another option, if you are terminally ill, is to sell your life insurance policy at a
discount to its face value, a transaction known as a “viatical settlement.”

In a viatical settlement, the buyer of your policy continues to pay the premiums as long as you live and then
collects the benefit when you die. The viatical industry grew up around AIDS and has now expanded to include
people with other terminal and chronic illnesses. There are even a few companies buying policies from healthy
elderly individuals who, for various financial, tax, or estate-planning reasons, no longer need the same level of
insurance coverage.

Before you make a viatical settlement, be sure to check with your tax advisor for information about the
taxability of the proceeds at both the federal and state levels. Under the Health Insurance Portability and
Accountability Act of 1996 (HIPAA), money you receive from a viatical settlement usually is exempt from
federal income tax if your life expectancy is 24 months or less and the company buying the policy meets certain
legal standards. If you have a chronic illness, proceeds from a viatical agreement may also be completely or
partly tax-free. In other cases, the proceeds may be taxed as income, capital gains, or some combination of the
two.

Keep in mind, too, that this industry has attracted its share of con artists and unscrupulous companies.
Government regulation of viatical contracts is at the state level and varies widely; in some states, there is still no
regulation of these agreements. For an overview of the key issues involved with viaticals, get a copy of the
Federal Trade Commission’s free brochure “Viatical Settlements: A Guide for People with Terminal llinesses.”
The brochure is available by calling the FTC’s consumer help line at 1-877-FTC-HELP (1-877-382-4357).

If you decide to pursue a viatical settlement, shop around to three or more companies to make sure the price
you're offered is competitive. Offers generally vary between 25 and 80% of your policy’s face value. According
to the FTC, the 80% figure would be typical only for life expectancies of six months or less. In addition to your
life expectancy, the settlement amount you are offered will depend on the policy premiums, the financial rating
of the company that issued it, and prevailing interest rates when the settlement is made.

Check with your state insurance department to find out if there are any licensing requirements for settlement
companies and brokers in your state. If so, check the status of the companies you are considering selling to. One
common complaint is that companies drag their heels on payment. In some cases, it’s taken six months or more
for the policy holder to complete the process and receive payment, according to Cash for the Final Days: A
Financial Guide for the Terminally lll and Their Agvi@or& Grening Wolk (Bialken Books, Laguna Hills, CA,
1997). Insist that the transaction be conducted through an escrow account at a reputable financial institution, so
that you can be sure of getting a timely payment.

Before signing, have the agreement reviewed by tax and legal advisors for all financial and estate considerations.
Remember: If you make a viatical settlement, then the previous beneficiary of your policy will not receive
benefits when you die. If you are receiving or expect to receive Medicaid, you should also find out how a viatical
payment would affect your Medicaid eligibility.
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Question 35: | donOt want to give Uncle Sam a nickel more than
| have to. What can | do to avoid estate taxes?

Regardless of how many or few assets you expect to leave, there are three good reasons to spend some time
on estate planning. First, you can ensure your assets are disposed of as you would like them to be. Second, you
can minimize the amount of your estate that goes to taxes. Third, and sometimes most important, you can
reduce the red tape, paperwork, and hassles that your loved ones will have to deal with after your death.

Estate planning is an extremely personal process, which will vary depending on the assets involved, your
personal wishes, your family situation, and other factors. Before you sit down with your legal and financial
advisors, prepare in advance a list of everything you own and how you expect or want it to be distributed after
your death. (Your spouse or domestic partner should do the same thing.) Your life insurance proceeds and
retirement accounts will be transferred to your named beneficiaries. State law may govern the transfer of some
property, such as a home that you and your spouse own jointly with right of survivorship. Inheritance of other
assets may be governed by a trust or will.

An attorney specializing in estate planning may be able to use trusts and other legal techniques to reduce the tax
burden on your estate. But don’t let the tail wag the dog. The retirement needs of yourself and your spouse
should take priority over adult children and other heirs. Regardless of any tax advantage, it’s not a good idea to
give away control over or ownership of assets if there’s a chance you will need them to live on.

Question 36: | expect to use up most or all of my assets in my
lifetime. Do | need a will?

What if you died tomorrow? A will is the most basic instrument of estate planning—and one that is often
ignored. Experts say three out of four Americans die intestate, which is lawyer language for “without a will.”
Most people don’t make a conscious decision not to have a will; they just keep putting it off until it’s too late. If
you die without a will, state law decides how your assets will be divided—and chances are it won’t be exactly
what you had in mind. Regardless of how many or few assets you have, the biggest favor you can do for your
spouse and children is to take the time now to discuss your financial situation, wishes, and intentions, so they’ll
know what should be done if you die or become incapacitated.

You should also get copies of all the relevant beneficiary forms and make sure they say what you want them to
say. Retirement accounts and insurance policies with out-of-date beneficiaries, such as an ex-spouse, are
surprisingly common, estate tax experts say. In addition, if you and/or your spouse have children from previous
marriages, it is very important to untangle the lines of ownership and inheritance.

Good financial records are another legacy your heirs will love you for. Make sure that you have copies of all
relevant paperwork, beneficiary forms, insurance policies, etc., and that someone else besides you knows where
everything is. Review the NEA Financial Awareness Bulletin “Personal Recordkeeping,” published in Vol. VII|,
No. 6 (Found in the “Feature Library” at www.neamb.com).
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Question 37: All thi s planning is tough. Where can | get some
more help?

A qualified financial planner should be able to help you with all the issues discussed in this booklet. In many

cases, you will also need specific advice from a tax specialist and/or attorney. For tips on how to choose a

financial planner see “Ten Questions To Ask When Choosing a Financial Planner” from the Certified Financial

Planner Board of Standards. (Write the Board at 1425 K Street, NWV, Suite 500, Washington, DC 20005, call |-
800-487-1497 or visit its website at www.cfp.net.) A further discussion of how to evaluate financial advisors can

be found in Chapter 2 of Kay R. Shirley’s book Live Long & ProfiVealthbuilding Strategies for Every Stage of Your
Life(Dearborn Publishing, 1997).

If you have a personal computer, you can find a dizzying array of money management information on the
Internet. You'll find a full range of retirement-related resources at the NEA Member Benefits website
(www.neamb.com). Another site packed with financial and other information for retirees is www.thirdage.com.
For more investment-related definitions and information, visit www.quicken.com, the site for Quicken personal
finance software. In addition, popular personal finance magazines have searchable databases of past stories at
their websites. Their web addresses are usually the same as their newsstand titles (e.g. www.kiplinger.com or
www.smartmoney.com). As always, before you make personal financial decisions based on information from any
of these sources, consult with your own financial, legal, and tax advisors.

Question 38: Anything else you want to tell me?

Just this: It’s easy to put off dealing with many of the issues discussed in this booklet. As at every other point in
your life, financial issues are intertwined with psychological and relationship issues. But look at it this way: If you
work through these key financial issues now, you’ll have more time, more peace of mind, and maybe even more
money to enjoy the next, best years of your life.
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