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Your IRA and You

After thorough discussions with my senior academic advisor, Dr. Grange, and the
Honors advising department, I decided to conduct my honors senior project on a topic
that involved both my educational training and my professional activities. The project
addresses the issue that most students outside the college of business do not understand
investments. For the past 3 years [ have been employed as an intern with Northwestern
Mutual Financial Network. In this capacity I have had opportunities to meet with a wide
variety of students looking for financial and investment advice. I observed that there was
a general lack of investment knowledge among these students. My senior project was

centered on providing a forum for students to gain free financial investment advice.

Paul Neagley, an experienced representative of, Northwestern Mutual Financial
Network, and I presented a seminar 4 separate times which was entitled “Your IRA and
You”. Our presentation began with a presentation on general investment topics.
Enclosed are both the hard copies of the presentation and overheads used in the seminar.
We began by establishing that saving is at the heart of every good financial plan (see:”
Your Financial Future Will Not Happen By Chance:” Northwestern Mutual Financial

Network).

We then discussed the need to establish an individual plan to meet specific goals
and personal investment objectives (see:”Plan and Take Action”, Northwestern Mutual

Financial Network) We outlined the Investment Pyramid and explained the different

investment options available in various financial markets (“Building Your Financial




Foundation”, Northwestern Mutual Financial Network). Another topic we discussed was
the importance of compound interest. This often complicated concept was discussed in
an extremely efficient manner and using the “Power of Compounding Consistency”
diagram. Another important advantage, regarding students, is the ability to start early and
have time on your side. After observing the Advantages of Starting early slide everyone

in attendance was more committed to begin investing and the sooner the better.

Once we established the importance of savings and planning, we described the
concept of individual selection. We used the Personal Investor Profile and the
Confidential Personal Questionnaire. These evaluate such things as risk tolerance and
personal financial objectives. We presented several examples of mutual funds from the,
American Funds Family. Included are the materials used and overhead slides presented.
We also specifically discussed the advantages of Individual Retirement Accounts, (IRA).
We used the tax deferred vs. taxable investments to enlighten the students regarding Roth

IRAs and pure mutual fund investing.

The 4 seminars were extremely successful, we had students asking questions,
asking for additional information and looking for assistance with a personal investment
plan. The main objectives to educate students, apply my scholastic knowledge, and

involve professionals with students, were all achieved. I gained much from this honors

project experience.







Commit to saving systematically.

Save 10% to 20% of income annually.

Develop a road map to reach goals.

Choose the right plan:

What is my tolerance for risk?
How is my plan taxed?

What is a reasonable rate of return?

Build a solid financial foundation first.
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Starting with a $100,000 balance, which scenario of gains (+)
or losses (-) will produce a higher cash balance in ten years?

Years Scenario 1 Scenario 2
1 + 20% +8%
2 + 21 +8
3 + 10 +8
4 -16 +8
5 + 12 +8
6 -2 +8
7 + 22 +8
8 - 6 +8
9 + 11 +8

10 + 15 +8

Scenario 1 Fund Value at the end of 10 years = $215,571
Scenario 2 Fund Value at the end of 10 years = $215,892
Here you can see that consistent, long term, conservative investing

can equal or even produce higher values than investments that may
be more risky and have widely fluctuating returns.

Page 6 The Northwestern Mutual Life Insurance Company - Milwaukee, W1







Savings Alternatives for Retirement

Taxable Investments
* Contributions are made with after-tax dollars.
* You are taxed each year on the interest or dividends earned.
* Examples: Money market funds
Certificates of deposit
Mutual funds

Tax-deferred Investments
* Contnibutions are made with after-tax dollars.
* Your funds grow tax-deferred.
* At retirement, your contributions are returned tax-free but any earnings are
taxable.
* Examples: Annuities
Cash value life insurance
Real estate

Tax-deductible Investments
* Contributions are made with pre-tax dollars.
* Your funds grow tax-deferred.
* At retirement, payments received are fully taxable.
* Examples: Profit sharing plans
401(k) plans
[RA (if you qualify for the deduction)

Roth IRA

* Contributions are made with after-tax dollars.

* Contributions are not tax deductible and are limited to $2,000 per year,
subject to earnings limitations:

$95,000 - $110,000  single
$150,000 - $160,000  married filing jointly

* Investment earnings on the Roth IRA are tax deferred, and if held for five
years, are available tax-free.

* Not subject to regular qualified IRA distribution rules (eg. distributions do
not have to begin at age 70 1/2).

* The pre - 59 1/2 penalty applies for withdrawals. However it is waived for
death, disability or up to $10,000 for qualified first-time home buyers.

Allowable Contributions to Traditional and Roth IRA

[Age Range Max Annual Catch-Up (50+) | Max Annual (50+)
2002 - 2004 $3.000 $500 $3.500
2005 - 2007 $4,000 $500 ($1000 in 2006) $4,500
2008 $5.000 $500 $5.500
2009 - 2010 Previous base $500 Previous base

+ COLA + COLA
2011 $2.000 0 0

Page 1 The Northwestern Mutual Life Insurance Company - Milwaukee



















(1) “Standard & Poor’s®”, “S&Pe”, “Sc¢rP MidCap 400 Index™, “Standard & Poor’s MidCap 400
Index”, “S&P 500°” and “Standard & Poor’s 5007 are trademarks of The McGraw-Hill
Companies, Inc. and bave been licensed for use by The Northwestern Mutual Life Insurance
Company. The funds are not sponsored, endorsed, sold or promoted by Standard & Poor’s, and
Standard & Poor’s makes no representation regarding the advisability of investing in the funds.

Variable contracts have limitations. This brochure is authorized for distribution only when preced-
ed or accompanied by a current prospectus or offering circular. The prospectus and offering circu-
lar contain a complete description of the variable product including charges and expenses. Please
read the prospectus or offering circular carefully before sending or investing money.

Frank Russell Company is a majority-owned subsidiary of The Northwestern Mutual Life
Insurance Company.

Issuer: The Northwestern Mutual Life Insurance Company, 720 East Wisconsin Avenue,
Milwaukee, WI 53202-4797

Principal Underwriter: Northwestern Mutual Investment Services, LLC, a wholly-owned subsidiary
of The Northwestern Mutual Life Insurance Company, 720 East Wisconsin Avenue,
Milwaukee, W1 53202-4797 (414) 271-1444
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/— Current Age of Child
Age 0 Age 2 Age 4 Age 6 Age 8 Age 10 Age 12 Age 14 Age 16 = :3>
$6,000 22,301 22,469 22,639 22,810 22,983 23,157 23,332 23,508 23,686 é: g
$8,000 29,734 29,959 30,186 30,414 30,644 30,876 31,109 31,344 31,581 ED é
$10,000 37,168 37,449 37,732 38,017 38,305 38,594 38,886 39,180 39,477 3: §
$12,000 44,601 44,939 45,278 45,621 45,966 46,313 46,663 47,016 47,372 §
$14,000 52,035 52,428 52,825 53,224 53,627 54,032 54,441 54,852 55,267 g
$16,000 59,468 59,918 60,371 60,828 61,288 61,751 62,218 62,688 63,162 8'
$18,000 66,902 67,408 67,918 68,431 68,949 69,470 69,995 70,524 71,058
$20,000 74,336 74,898 75,464 76,035 76,609 77,189 77,772 78,360 78,953
$25,000 92,919 93,622 94,330 95,043 95,762 96,486 97,216 97,951 98,691
$30,000 111,503 112,346 113,196 114,052 114,914 115,783 116,659 117,541 118,439
$35,000 130,087 131,071 132,062 133,060 134,067 135,080 136,102 137,101 138,168
$40,000 148,671 149,795 150,928 152,069 153,219 154,378 155,545 156,721 157,906
$45,000 167,255 168,520 169,794 171,078 172,371 173,675 174,988 176,311 177,644
$50,000 185,839 187,244 188,660 190,086 191,524 192,972 194,431 195,901 197,383

*Assumes education begins at age 18 and is for 4 years.
Based on 8.0% investment return, 20% effective tax rate, and an annual college cost inflation rate of 6.0%.
Numbers represent the amount of capital needed to fund college education costs today.

Appendix B
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@ American Funds"

American Funds Distributors, Inc.

(800) 421 9900

Fax | o 2 10 lo=

o Yol Nae %\Q Flom <O

companyDent Novtnpoe g terny VWbial oo Deo\er Seruiceg
Fxmo 4A5— 792 =3 =2 Fax no.

Phone no. Ext,
No. pages (including cover sheet) | + Save master 0O yes O no
Message

Please notify sender at the telephone number listed above if the entire transmission is not received.

This sales message is for financial adviser use only and not for use with the public.

Confidential and legally priviteged infarmation may be contained In this fax; It is Intanded only for the addressee. ! you are not the addresses, you are

protubited from disciosing, copying. distributing or taking any action based on the contents ot this materlal If you recawe this fax by misiake, preasa cail
the sender immedliately, Thank you,
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Jump-start your
future with an [RA

Now you can sock away even more
money by the time you retire.

Thanks to the Economic Growth  Although the Tax Relief Act
and Tax Relief Reconciliation Act

of 2001, saving for retirement
May be easier than you think.
This law leaves intact aj| of
today’s convenient retirement
savings vehicles, inciuding
Individual Retirement Accounts
(IRAs), and makes them more
valuable by increasing how much
- e e e Bl YOU can contribute to them,

makes investing for retirement
more attractive, you'll probably
want to compare the different
IRAs so you and your financial
adviser can choose together
which one is best for your
financial situation.

With the Tax Relief Act
contributed to one or s
(RA. Take a look:

» YOU can save even more in an IRA — up to $3,000 when
pread between any combination of a Roth IRA or Traditional

2001

2002

Catch-up time:

You ean also contribute
an extra $500 to

your Roth IRA or
3,000 Traditional IRA if
you're 50 or glder.
This means for 2002
3,000 you can contribute up
to £3,500 to an IRA.

Roth IRA

$3,000

Traditional
Deductible IRA

Traditional
Nondeductible IRA

The law comes with a sunset clause. After 2010, these
savings incentives 80 away unless they're renewed by

Congress. So you'll want to take advantage of them while
you ctan.
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g Start with the facts

Not all IRAs will make sense for you.
Take a look at the advantages and
disadvantages of each.

“Roth IRA

What |t |S This IRA is a retiremant savings vehicle in which you Save with after-tax
dollars so that when you withdraw your money it generally won't be laxed,
The idea here is to Pay taxes up front and never pay them again. You dom't
receive 3 tax deduction with a Roth, }

Who l«t's A Roth IRA provides the most advantages for the most people, especially
those with long time horizons.
best fOf You can contribute to a Roth IRA as long a5 your moditied adjusted gross

income doesn’t exceed these limits:
*$110,000 if you're single
* $160,000 if you're married and flling a joint return

Pros Your contributions can be withdrawn tax-free ang penalty-free at any time,

Withdrawal of your earnings 15 tax-free and penalty-free if your initial

contribution to the account was made al least five years ago and you meet
ane of the following conditions: you're age 59%, you're purchasing a home
tor the first time, you're disabled or you die,

There are no age restrictions on making contributions as tong as you (or your
Spouse) have earnad income There are no age raquirernents for withdrawing
your money from 8 Roth IRA.

Cons You cannot withdraw your Rath earnings without a penalty unfess you've
held the eccount for five years and you're ofder than age 59%. However, some
exceptions to this rule are listed on the bottom of page 5,

It your modified adjusted gross income Is toa high, you may not be eligible
for a Roth IRA,

(:0 1 1 You can contribute up to $3,000 for 2002 if you're single and you earn as
ntrIbUtlonS much as your contribution, If you're married and filing jointly, you and your
spouse may contribute up to $6,000, but no more than $3,000 each, as leng
33 YOu or your spouse earms as much as your contribution amount.

Individuals age 50 or oider who meet the income requirements can contribute
an additional $500, for a lotal of $3,500 for 2002 ($7,000 if you're marred
and filing jointly),
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Traditional IRA (deductible)

This IRA allows YOu lo save while your investments grow tax-defarred untl!
you withdraw them. if you're eligible, you ¢an take a current tax deduction
for alt or part of your contribution, A full deguction is avaifable if you aren’t
covered by an employer-sponsored retirement plan, Or, if you're coverea by
3 plan, you can stitl take a full deduction against your 2002 taxes if your
modilied adjusted gross income is less than $34,000 if you're single and
less than $543,000 if you're married and flling jointly,

Also, if you're married ang filing jointly and exther yau of your spouse is
covered by a retirement plan, the SPouse who isn't covered can make a
deductible contribution as long 8s your combined modified adjusted gross
income doesn't exceed $160,000.

' NO. 0136 P 6 ——

Traditional IRA (nondeductible)

With a Traditional Nondeductible IRA, you receive the same tax-deferred
treatment as you do with g Traditional Deductible IRA. The big ditference
between the two 15 the tax deduction.

A Traditional Deductibie IRA is a 800d choice i you qualify for a current tax
deduction (see above) or if YOu expect to be in 8 much lower tax bracket
in retirement.

A Traditional Nondeductble 1RA 1S suitable for you if you aren't eligible to
contribute to a Roth IRA ar you can't 1ake a deduction for contributing to
a Traditionet Deductible IRA.

This JRA is available to you and your spouse if you're under age 70% and you
meet the contribution eligibility raquirements mentioned above.

Your IRA eamings grow tax-deferred.
The current tax deduction reduces your tax liability

Penatty-fres early withdrawals are allowed for a qualfied first-home purchase
(up to $10,000), higher education, death, disability, and certain heaith insurance
and medical bils. However, you'll have 1o pay taxes on these withdrawals.

Withdrawals can be made for any purpose without penalties after age 59%
or in the case of death or disability.

This IRA is available to you and your spouse f you're under age 70% anad
you meet the contribution eliglbility fequirements on page 4.

Your IRA earnings grow tax-deferred,

Penalty-free early withdrawals are allowed for a qualified first-home purchase
(up to $10,000), higher education, death, disability, and centain health insurance
and medical bills. However, you'll have to pay faxes on these withdrawals.

Withdrawals can be made for any purpose withoul penalties after age 59%
0f in the case of geath or disabliity.

Unless you meet the elig:bility requirements, you cannet take a deduction for
your contnbution,

Your contributions and €arnings are taxed as income when you withdraw them,

You cannot take an eanly withdrawal without Incurring taxes and possible
penalties on some of your earnings.

You cannot make contributions after age 70%.

To meet minmum IRS requirements, you'll have To start taking whthdrawais
after you reach age 704

No tax deduction is allowed.
Your earnings are taxed as income when you withdraw them.

You cannot take an early withdrawal without incurring taxes and possible
penaities on some of your earnings.

You cannot make contributions after age 70%.

To meet minimum IRS requirernents, you'll have to star taking withdrawals
after you reach age 704,

You ¢an contribute up 10 $3,000 for 2002 if you're single and you earn as
much as your contribution. 1t you're married and filing fointly, you and your
Spouse may contribute up to $6.000, but no more than 33,000 each, as lang
a5 YOu o1 your spouse earns as much as your contribution amount,
Individuais age 50 or oider who meet the incame requirements can contribute
an additional $500, for 3 total of $3.500 for 2002 ($7,000 i you're marrled
and filing jointty),

You ¢an contribute up to $3,000 tor 2002 if you're single and you eam as
much as your contribution, If you're married and filing jointly, you and your
Spouse may contribute up to $6,000, but no more than $3,000 each, as fong
s yoUs Or your spause earns as much as your contribution amoyat,

Individuals age 50 or older who meet the Income requirements can contribute
an additional $500, for a total of $3,500 for 2002 ($7.000 if you're married
and filing jointly).
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Which IRAs am I eligible for?

Check the table below to find out which IRAs you may
qualify for. To see how this information applies in
some real-life situations, look to the right.

Since you may be eligible to contribute to either a Roth ora In addition, we've indicated whether your Traditiona! (RA
Traditional IRA (deductible and nondeductible), we've outlined contribution is eligible for a full tax deduction. a partial
below what you neeq to know for each. deduction or no deduction.

2002 contribution ehgibility
Tax-flling status/ )
Modified adjusted gross incomne (MAGH)

Traditiona |IRA
(deductible and nondeductible)

~ Retirement plan participants
CPPR < . - P, At em .. =

Single

$ 34,000 or less fult contribution fully deductible contribution
$ 34,001 -$% 43999 full contribution partially deductible contribution
$ 44,000 -5 95,000 full contribution nondeductible contribution

$ 95,001 - $109,999 partial contribution nondeductible contribution

$ 110,000 o¢ more not eligible nondeductible contridution

0 0 arlg ¢ Pd 0 e PiIOye 2 4 D

$ 54,000 or less full contribution fully deductible contribution
$ 54,001-3 63,999 full contribution partially deductible contribution
$ 64,000 - $150,000 tull contribution nondeductible contribution
$150,001 - $159,999 parhaf contribution nondeductible contrbution
$160,000 or more not eligible nondeductible contribution
Joint (you are not an active participant, but your spouse 1s)

$150,000 or less full contribution fulty deductible contribution
$150,001 - $159,999 partial contribution partiatly deductible contribution
$160,000 or more not ehgidle nondeductibie eontribution

O - e ) 2 Dd

$ 95,000 or lass full contribution fully deductible contribution
$ 95,001 - $109,999 partat contribution fully deductible contribution

$110,000 or mora not eiigible fully deductible contribution

$150,000 or less full contribution fully deductible contribution
$150,001 - $159,999 partial contribution fully deguctible contribution
$160,000 or more not eligible fully deductible contnbution

i you'ra married and filng separately, you can make @ partially deductible contribution to a Tradilional tRA or a partiaf contribution to 3 Roth IRA if your MAG! Is
between $0 and $10,000. Determined in accordance with IRS regulations, MAG! is generally your adjusted gross income for tax purposes, The MAG! limits for 2001
are $1.000 less In some instances. See /RS Publication 530 for more information.
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| chose a Roth IRA

( Alex J smg)eiage 29 I teacher ] madified adjusted gross income: $35,000 }

Even though Alex could take a deduction on a Traditional IRA, he chose a Roth IRA
because he doesn’t need his money for marny years. Who knows what federal income
taxes will be like by the time he retires? Whatever they'll be, he won't have to pay taxes
on distributions from his Roth IRA when he reaches age 59%, and he'll always know
how close he is to achieving his goal. After five years, the Roth IRA will also let him
pull out up to $10,000 for a first home without taxes or a penalty.*

| chose a Traditiona’ Deductible IRA

|
!
{
ro,
i

E)ana ! mamedl’ age 38 ) stay at home mom l madified adjusted gross joint income: $65,000

Dana recently stoppeq working to take care of her children. Her husband, Stephen,
contributes to his 401(k) plan at work. Dana is not disadvantaged Oy being unemployeq !
or by Stephen's participation in a 401 (k) plan; she can invest a full $3,000 in a
Traditional IRA and deduct the entire contribution from their joint tax return.

I chose to convert to 3 Roth IRA

[§0ger l single [ ape 45 | snles manager tnooiﬁed adjusted gross income: $75,000 :J

Roger has a new job and is thinking about rolling over his oid 40} (k) plan baiance into
a Roth IRA. He understands that he'll owe taxes for doing this, but he likes the idea of
paying taxes now and not later, especially since he doesn't plan on needing his money
for another 25 years. His financial adviser has explained the steps to him: First, Roger
must roll over his 401(k) plan balance inte a Traditional IRA and then convert that
account to a Roth IRA.

" Withdrawal of yous earnings is tax-free ang penalty-free it your initial contribution to the Roth IRA
was made at least five years 380 and you meetl one of the following ¢onditions: you're age 59Y%, you're
purchasing a home for the firgt time, you're disabled or you die. If your initial contribution 1o the Roth
IRA was made less than five Years ago. you can make penalty-free but not tax-free withdrawals if you
meet one of the above-mentioned conditions. Penalty-free withdrawals ¢an also include certain periodic |
payments, catastrophic medical expenses, health insurance premiums after lengthy unemployment, ‘
higher education expenses and payment of a tax lien,

] Ay
;\‘\” N - .M “: ‘,
R R .
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Choose the [RA
that’s best for you

How a Roth stacks up against
a Traditional IRA depends on
Several factors.

Roth- IR& ar Traditional Deductible IRA? ,

If you're eligible for both the Roth and the Traditional Deductible IRA, consider
choosing the Roth IRA if you:

* don't need the immediate tax savings Just about the only time the Traditional
of the Traditional Deductible IRA Deductible IRA may give you more money
* think you'll be in a significantly higher at retirement than the Roth IRA* is if your
tax bracket in retirement tax bracket becomes significantly lower —

let’s say it drops from 27% to 10%.

* Assuming you maintain your Roth IRA for at least five years ang don't begin withdrawing earmings
until age 594,

it you're eligible for both the Roth and the Traditional Nondeductibie IRA, consider
choosing the Roth IRA because it:

* offers better withdrawal rules For I you're anly eligible for the Traditional
example, under certain circumstances Nondeductible IRA, consider choosing
you can withdraw money from your that IRA over a regular taxable investment
Roth 1RA and pay no tederal taxes or because of the tax-deferred growth
penalties if you've had the account benefit — unless you plan 10 use the
for tive years.’ money before you reach age 594%.

t When the money is used to purchase a first home, for any purpose if you're at least 59%, or in case of
death or disability,

As a general rule, consider the Roth IRA if you
don't need the immediate tax deduction and you

expect to be in the same or in a higher tax bracket
in retirement,
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Your tinancial adviser can help you decide which IRA best This chant shows the differences between a Roth IRA, a Traditiona!
suits your needs and which one may give you the biggest IRA (the nondeductible and deductible), and a taxable investment
advantage overall. As we discussed earlier, it really depends over time, assuming you make a $3,000 annual contribution until
on your situation: A Roth IRA gives you the tax-free advantage, retirerent and then you take 2 lump-sum distribution.

2 Traditional IRA gives you the benefit of tax-deferral, and a For more information, visit americanfunds.com and click on

regular taxable account lets you pay taxes as you go along. “FINANCIAL PLANNING™ and then on *Retirement and |RAs ~

Give your IRAs time
8 Roth IRA ® Traditional Deductible IRA

W Traditional Nondeductibie IRA B Regular taxable account

_ The Traditional Deductible IRA
ROth IRA < e total does not include the $810
N tax savings that could be
potentially reinvested each year.
N This could amount to an
" ninres st o T o acidtional $75 496 for e

: investor, asstiming a 9% annyal
return. Even with this extra
savings, the Roth IRA still
comes out ahead.

$450,000

400.000
350,000
300,000 .

Reguiar taxable account -~------ceopfles S
250,000
200,000
150,000

100,000

50.000

T T T T T M
0 5 10 15 20 25 30

Years to retirement

This hypothetical example reflects an anaual $3,000 contribution per year into each
account, 3 9% annual growth rate, reinvested each year, before relirement and a 27% tax
bracket. This is just an example and s not indicative of any particular investment. Your
actual tax rate will vary, besed on your taxable income. Your actual resyils may vary, and
regular investing does not ensure 3 profit or pratect against loss in a declining market.

The amount you can contribute to an IRA each year will continue
to rise, reaching $4,000 in 2005 and $5,000 in 2008. After
2008, the contribution limit will be adjusted annually for inflation
in $500 increments. These increases may go away after 2010
unless Congress renews them.
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Let’s walk
through the steps

If you're converting to a Roth IRA,
you need to look at a few things first.

Your salary, the taxes you'li have to pay and
the tax bracket you'll be in during retire-
ment are all factors that will impact your
decision. You can convert your Traditional
{RA to a Roth IRA if your annual modified
adjusted gross income is $100,000 or
tess.* You must pay income taxes on ail

the MAG! limits for 2002 contributions. You cannat
your taxes separately.

Converting a Traditional Deductible IRA to
a Roth IRA will generally be advantageous
over the long term if you expect to be in
the same or in a higher tax bracket when
you retire and if you won't need your
money for many years. (If you're ¢lose

to retirement, however, remember that
you generaily cannot make tax-free with-
drawals of earnings from a Roth IRA

a $50.

Is it worthwhile to convert

Converting a Tr‘aditioh'alj Qedq.ct‘ibl_ei_lRA .

000 Deductible {RA?

Value of lump-sum,

your earlier tax-deductible contributions to
your Traditional IRA and on all investment
earnings. (Depending on where you live,
you may aiso owe state taxes on the con-
version.) If you'd have to dip into your IRA
to pay the tax, a Roth conversion probably
isn't worthwhile.

" The threshold applies whether you're single or married; the amount converted does not count toward

convert to a Rath IRA if you're marred and filing

until five years after the conversion and
you're over age 59%.) Please consult with
your tax adviser to ensure that converting
to a Roth IRA won't result in adverse

tax consequences.

This table shows what might happen to a
$50,000 Traditiona! Deductible [RA that
is converted or left alone.

withdrawal after .

15 yearseit | 25'years 'Y
Conversion |$50,000 |$13,500 | $76.931 $182,124 $431,154
(Boroe T RA 18,557 (x| -35.064 (| -66.253 (]
f -IRA o T —_———
source) " $58,374 $147,060 $364,901
Temain In | $50,000 $0| 576,931 $182,124 $431,154
Deductible -20.771(38) | -49,173 (@) |-116,412 (4)
[ _
(?7“% tax $56,160 $132,951 $314,742
bracket)

chart assumes taxes are paid immediately. This is just
any particular investment. Your actual results ma
protect against 10ss in a declining market.

Same assumptions as above).

Chart assumes a 9% compound annual return, jJump-sum distributions, and 3 27%
at retirement to simplify this example. Your actual tax rate wll) vary,

t Cumulative value of the $13,500 paid in taxes if it had been invested in a ¢

tan bracket now and
based on your taxatle income. This

an exarnple and is not indicative of the results of

y differ, and regular investing does not ensure a profit or

axable account (using
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Converting a Traditional Nondeductible IRA ‘

It you expect to be in a much lower tax bracket in
retirement (for example, if you move from owing 27%

in taxes to 15%), the profitability of converting a
Traditional Nondeductible IRA to a Roth depends on

how mueh of the existing |RA has already been taxed.
The more taxes You have already paid, the smaller

your conversion tax bill and the more profitable a

Roth IRA becomes,

* If you have a $50,000 Traditiona Nondeductible IRA
balance of which $35,000 is from nondeductible
contributions (already taxed) and $15,000 is from

Converting from a'401(k) or

You can convert a 401(k) or other eligible retirement To
plan distribution to a Roth IRA if your household has a
madified adjusted gross income of $100,000 or less to

2 year. (If you're married and filing taxes separately, you
cannot convert to a Roth IRA.)

Conversion tax worksheet

1. Rollover amount
Enter the doliar amount of the Traditional |RA balance

2. Taxable portion

other eligible plan

CNOONTTR 1

earnings, converting to a Roth IRA would be
profitable if you have at least five years until age
99%, when you can have penalty-free access to
your money.

i you've paid taxes on only half of the $50,000
balance, you would gain from converting to a Roth
IRA if you have at least nine years until age 59%,
Both of these examples assume a 9% annual
return, 27% in taxes until retirement and dropping
to 15% in taxes after retirement,

convent, you must first roll over your retirement plan

distribution into a Traditional IRA and then convert it

a Roth IRA. Income taxes have to be paid when

you convert.

you want to convert in Box 1

Enter the portion of the amount you want to convert that you've already paid taxes on

(e.g., nondeductible IRA contributions) in Box 2.

3. Subtract Box 2 from Box 1 and enter your answer in Box 3

4. Taxes due

Muttiply Box 3 by your current income tax rate (e g_, i you're in the 27% tax bracket, X 0.27).

Enter your answer in Box 4. -

previously laken a distribution, cansuft Yyour tinancial adviser and /RS Publication 590 for guidance in determining the taxable

Box !

Box 2

Box 3

xi

Current tax rate

]

Box

Taxes you'll owe
It you convert to
a Roth IRA
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A couple of points
on rollovers

Rolling your retirement plan savings
Into an IRA is a great way to continue
tax-deferred growth and to gain better

control of your money.

Whenever you leave a job, you have the
option of rolling over the money that has
accumulated in your retirement plan
account into a Traditiona! IRA. This |s
calied a rollover IRA,

You.really.can take it with you

What this actually means is that if you

Under the Tax Relief Act, you have more
fiexibility to manage your IRA accounts
and greater portability with any money
you've saved in your retirement plan.

P v
A

made IRA contributions 1o your rollover

leave your job and want to continue saving  account. If you want to consolidate all of

tax-deferred, you can roll over your money
into an IRA. Later on, if you choose to roll
over that balance into your new employer's
retirement plan, you tan — even if you've

- Simplifysimplify, simplify, .

your retirement plan monies from previous
jobs, you can rolt all of them into one
IRA, too.

Basically, this new portability is designed
to make it easier for you to continue
saving while avoiding current taxes and
possible penaities. It aiso helps to simplify
your finances by consolidating your retire-
ment accounts. This is significant when
you're trying to monitor your account and
stick to your retirement goafs. (f you have
retirement money in several places and
you're receiving different statements each
quarter, it can become difficult to ensure

that your investments — and your overall
financial strategy — are aligned the way
you had ariginally wanted.

There's even more good news. Thanks to
the Tax Relief Act, you can roll into an IRA
any after-tax contributions you may have
made 1o your former employer-sponsored
retirement plan. So you can take that
money with you and keep #t working for
you, too.
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What you get with a rollover IRA

1. Continued tax-deferred growth 3. Greater control

Rolling your savings into an IRA gives
you the same tax-deferred protection
you've grown accustomed to through
your retirement plan, Also, if you roll
over to an IRA and stay invested,

you have the chance to avoig possible
penaities and keep more money

for yourself,

With a rollover, you don't have

What should you look
to worry about the rules of a .
retirement plan (vesting scheaules, for when ch 00St Nng an
distnbutions at certain ages, fewer i nVestment ma nager

investment options, just to name
a few). An IRA doesn't have these for your IRA?
limitations, although there will
be tax ramifications when you
withdraw the money.

A

More investment options

A typical retirement plan has a
select number of investments from
which to choose, while an IRA gives
Yyou a wider range of investment

Also, if you set up a rollover IRA,
YOu can consolidate your eligible
balances from any previous
retirement plans into this IRA,
including any after-tax contribu-

‘ l'\!..-:\'-‘”“\i( e
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choices. When you have more options tions you may have made. CSET e :

. . RS DR [P B2 = T o T
to choose fram, you and your financial y '

adviser may find it easjer to create
an investment strategy suitable to
your specific needs,

' SHERE :
"w NARER e e o ek
Contact your financial adviser for more

information on how a rollover IRA can help
you plan for retirement.
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Q. And what should an investor look fer in the fund manager?

A, you need a fund company that is systematically organized around low tumover
g and long time honzons, :and that has a collegial atmosphere.

Q. Are you: thlnkmg of the Caputal Group, which runs the American Funds?

A, No ane else has been s consustently excellent for so long.

— Money magazme, Ju ne 2001
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The American Funds difference

Our conviction, consistenc
helping people like you fo

1. A long-term, value-oriented
perspective
Since 1931, we've invested with a
long-term focus based on thorough
research and attention to risk.

* Qur strategy is to buy the stocks
and bonds of well-managed
companies at reasonable prices
and hold them for the long term,

* We make every effort to protect
investors’' money by sidestepping
short-term market trends,

2. An unparalleled global
research effort

In-depth research enables us 1o invest
with conviction, even when other
investors are uncertain or unwilling.

« in 2001, we spent approximately
$140 million on investment
research, making more than 7,500
fesearch visits in over 45 countries

In all, more than 140 investment
professionals in 11 offices around
the world give us a comprehensive
understanding of companies and
financial markets.

3. The muitiple portfolio
Counseior system

Our method of portfolioc management
combines teamwork and indwidual
effort to create a consistent, sustainable
method of achieving both the goals of
our funds and our investors,

* Each fund's assets are divided into
smalfer, more Mmanageable portions.

* Each portion is managed by a
portfalio counselor who invests
Independentiy, treating his or her
portion as though it were an entire
fund — subject to fund objectives
and overal! guidelines,

* Another portion is managed by a
group of research analysts who
bring their expertise and strongest
convictions directly to bear on
fund resulfts,

- Experienced investment

professionals

Nothing builds confidence like

expenence. Our portfotio counselors

have demonstrated their abilities

through good markets and bad.

* They have an average of 22 years
of investment experience.

* More than 75% of them were in

the investment business before the
October 1987 market decline

* Almost a quarter of them experienced

the 197374 bear market.

. A commitment to

low operating expenses

Consistently lower €xpenses can mean
more maney for American Funds
investors over the long haul. It's
rmportant to consider both the cost

to buy a mutual fund and the

annual fees when you're choosing
your investments.

y and confidence have been
r-more than 70 vyears.

Benefits of the
multiple portfolio
counselor system:

: iz oy o
A
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‘When it comes to taking money out of an IRA,
paying attention to detail can help you pay the
least amount of taxes and penalties.

Aﬂﬁough your withdrawal options are outlined in more detail in the yol'll owe under specia! circumstances. Before you take money from
table on pages 2 and 3, the table below may pravide you with a your IRA, you'll want to talk with your financial adviser about what's
quick overview of the applicable taxes and possible penatties best for your situation,

Type of IRA |0 o BURIECE L onfomest, o otbepr g, Lk ey :
’ . Penalty Tax Penalty
Y

Roth IRA on on on g
(account open no no earnings no eamings  eamings no no no no %
more than 5 years) only only only? L
Roth IRA on on on on on !2
{account open eamings no earnings no eainings yes® earnings no earnings no ‘f
less than 5 years) only only only only only Q
Traditional IRA . o , " ; . oo
(dedu ctible) yes no y no yes yes y 0 yes

- on on on on on on
(Traggu;naltvlbl?l\) earnings ne earnings no garnings  earnings | earnings no earnings no
fionceductivle only only only only’ only l only

! Subject to a ifetime kimit of $10,000.

2 ncludes tuition, fees, books, supplies, equipment, room and bosrd at 8 post-secondary educatioral institution,

3 Penalties apply to eamings and certain contributions, Exceptions: 1) certein periodic payments, 2) catastrophic medical expenses, 3) health Insurance premiums
alter lengthg unemployment, 4) higher education expenses and S) payment of a tax lien.

Tax issues involving IRAs can be complex. Please consult your tax or legal adviser before making any decisions.

For more complete information about aiiy of the American Funds, inéluding risks, charges and expenses, contact your financial adviser
for a current prospectus. Be sure. to read it carefully before you invest or send money. You may also call American Funds Service
'Company. toll-free, at 800/421-0180 or visit americanfunds.com. :

I N3 1R0-0:20702  Liva w LISA CCDV/S818 ©2002 Amencan furds Oistributors, Ing

Visit our website at amevicanfunds.com.

The Capital Group Companies -
American Funds Capital Research and Management Capital International Capital Guardian Capital Bank and Trust
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