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Wouldn't it be great if you could see into
the future? You’d never be caught without
an umbrella. You could amaze your friends
by predicting which teams would win the
big games. And you certainly could put
your crystal ball to good use in guiding
your investment decisions.

Tough To Predict

If it were possible to predict the stock mar-
ket’s ups and downs, you could jump into
the market when share prices were low
and sell your stock investments when
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prices were high. This would be a great
plan . . . if you could see into the future.

But you can’t. So you won’'t know when
prices have reached a low point or when
they’ve peaked until well after the fact.
Even the pros have difficulty consistently
predicting what the market will do next.

A Case of Bad Timing

Here's an example of what can go wrong
when you try to time the market. Let’s say
you think the market is about to take off
and you decide to invest. Rather than
moving in a positive direction, however,
the market hits a rough patch right after
your stock purchase, and the value of
your shares plummets. That’s bad timing.

It's also difficult to know in advance when
prices might recover. If you decide that the

Quick Turnarounds

risk of prices dropping further is more than
you can handle, you may decide to sell
your investment, even though it means tak-
ing a loss. At this point, you’ve bought high
and sold low, the opposite of what you'd
hoped to do. And you’re no longer
invested in stocks. If the market rebounds
quickly and robustly, you may miss out on
significant gains.

Time Versus Timing

As a long-term investor, you may want to
take a different approach. Select a variety
of funds or portfolios and an asset alloca-
tion that fits your risk tolerance and invest-
ment time frame — and stick with it.

You might decide to make some changes
along the way, particularly if your situation
changes. And you will probably want to
rebalance your account periodically. But
for the most part, having a well-thought-out
strategy that you can follow is a better

approach than jumping in and out of the
market.

If you look back at the stock market’s performance history, you'll find that the market
has changed course from year to year. Investors who move out of stocks when prices
are low may miss out if prices recover quickly. Here are some “quick changes” in the
S&P 500 Stock Index (representing U.S. large-cap stocks) during the past 30 years.
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Past performance does not guarantee future results. You cannot invest directly in an index.
Source: Mellon Analytical Solutions, LLC
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Don’t Be TEMPTED

It's tempting, there’s no doubt about it. When you leave a job, you typically have the option of taking the savings out of your retire-
ment plan account in a single sum. Does the mere thought conjure up visions of a new 60-inch plasma TV or an exotic vacation?
Would you use the money to pay off a loan or some bills?

A High Price To Pay, Part |

Even if you plan to put the money to
good use, be sure you have all the facts
before you decide to cash out your
account. For one thing, you won't get to
keep the full amount. Remember, the
money in your retirement savings account
generally has not been taxed,* so you'll
have to include the distribution in your
income on your federal (and possibly

state) income-tax return. Before you
receive a payout, the plan will withhold
20% and send it to the IRS as basically a
“down payment” on your overall income-
tax liability for the year. You also may
owe a 10% early withdrawal penalty. The
penalty is not deducted from the gross
amount of the distribution but is payable
when you file your tax return, unless you
qualify for a penalty exception.

Taxes Take a Big Bite

Here’s why.

65% cash
remaining

Maria is switching jobs. She decides to cash out her $20,000 retirement plan
account to pay off some debts. But after paying taxes and an early with-
drawal penalty, she ends up with a lot less than she thought she would.

~ 25% federal
taxes

10% early
withdrawal
tax penalty

A High Price To Pay, Part 1l

In addition to ending up with a smaller
amount than you expected, taking a distri-
bution and not reinvesting the money
shortchanges your future. Spending your
savings now means you'll have to rebuild
your nest egg. Even if it’s still early in
your career, you could have a harder time
reaching your goals.

Other Options

The alternative to cashing out is to keep
your savings in a tax-deferred account.
You may be able to leave your savings in
your old employer’s plan or roll your
money into your new employer’s plan
(assuming rollovers are accepted).

Or you can roll your money into an
individual retirement account (IRA).

The simplest way to handle any type of
rollover is to request a trustee-to-trustee
transfer, which means your savings are
transferred directly from your plan to the
new account. You don’t receive any of
the distribution, so no income taxes are
due and no penalty applies.

You can take an eligible distribution and
roll it over yourself, but that can get com-
plicated. First, you have to complete the
rollover within 60 days. And, since you
receive the money, mandatory 20%
income-tax withholding applies.

This hypothetical example is for illustrative purposes only and assumes a federal
income-tax rate of 25%. Your tax rate may be different, and you may be eligible
for an exception to the 10% penalty for early withdrawals.

Source: NPI




Rolling Along with a Rollover

$262,481 Jackson and Jill both started out saving
$100 a month in their retirement plans.
And both changed jobs after 10 years.
Jill rolled her money into her new
employer’s plan. But Jackson cashed
out and started over. After 40 years of
saving, Jill's account balance is more
than double Jackson’s, even though
their investments earned identical
returns.

JACKSON'S

Account Balance

JILL'S

Account Balance
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$121,997

$17,308 $17,308

After 10 Years After 40 Years

This hypothetical example is for illustrative purposes only. It assumes a monthly .
contribution of $100 and an average annual return of 7% (compounded monthly). f _
r

It does not represent any specific investment product offered by your plan and
does not include any investment fees and expenses. Your investment returns
will differ, and it is unlikely that your contribution amount will remain the
same over a long period. Pretax contributions and related plan earnings will
be subject to ordinary income taxes and a possible early withdrawal
penalty upon distribution.

Source: NPI

To complete the rollover, you'll have to * Some retirement plans also offer a
replace that 20% with money from another ~ Roth contribution option. Unlike pretax
, ) o contributions, Roth contributions do not
source. If you don't replace it, the 20% is offer immediate tax savings. However, qual-
considered a taxable distribution (and the ified Roth distributions are not subject to

federal income taxes when all require-
10% penalty may apply).
°P y y app y) ments are met.

A Big Sacrifice T’-’
The idea of receiving a cash windfall may
be tempting. But not when the windfall
would essentially be coming out of your
own pocket — and when it means you
may be sacrificing your retirement
dreams.



Now That’s IMPRESSIVE!

What if someone told you that you could
end up with thousands more dollars in
your retirement account by saving an addi-
tional $10 a week? Would you believe it?
It's true. IY'll take a few sacrifices on your
part, but the reward could be a meaningful
boost in your account balance over time.

Small Sacrifices, Big Benefit

These days, $10 really isn’t a lot of money.
But, if you invest $10 a week and earn a
hypothetical average annual return of 7%*
(compounded monthly), when you add it all
up, those ten bucks could grow into more
than $22,000 in 20 years and over $110,000
in 40 years. That’s pretty impressive, isn't it?

The reason your contributions of $10
weekly may grow into thousands is
because of compounding. When you
invest your money, it has the potential to
generate earnings. Those earnings are
added to your account and may start gen-
erating more earnings. As your account

grows, so does the power of compounding.

Dig a Little Deeper

Spending $10 less a week might mean
three or four fewer lattes, a couple of
brown bag lunches in place of eating out,
or scaling back on your
cell phone or cable serv-
ice. These are just a few
ideas for freeing up extra
money to sock away for
retirement.

Account Balance After
Weekly Years 10 Years 20 Years o Years o Years
Contribution > 3 4
$10 $3,102 $7,500 $22,573 $52,865 $113,742

310+ $6,205 $15,001 $45,147 $105,731 $227,484
an extra $10 ’ ’ ! ’ !

$10 +
an extra $20 29307

S$10 +
an extra $30

These are hypothetical examples involving participants who consistently make weekly contributions over various time periods
and earn a 7% average annual investment return (compounded monthly). The illustration does not represent any specific
investment product offered by your plan and does not include any investment fees and expenses. Your investment returns will
differ, and it is unlikely that your contribution amount will remain the same over a long period. Pretax contributions and related
plan earnings will be subject to ordinary income taxes and a possible early withdrawal penalty upon distribution.

Source: NPI

What if you could find an extra $20 a week
to put into savings? Assuming the same
hypothetical 7% average annual return,*
you’d add more than $45,000 to your
account in 20 years and over $227,000 in
40 years. Could that motivate you to eat
dinner out one less time each week?

while, you won't think of it as making
sacrifices, you'll think of it as making sure
your retirement is going to be everything
you want it to be.

* The 7% rate of return is hypothetical, for illustrative
purposes only, and does not represent the rate of
return for any particular investment. Actual rates of
return will vary over time, particularly for long-term

investments.
Do It for Your Future

It's pretty easy to see how small amounts
can turn into impressive savings. After a

This newsletter is designed to provide useful information about retirement plans and investing your plan account savings. It is an advertise-
ment prepared by NPI for the use of the sender. While the information contained herein was obtained from reliable sources, it cannot be
guaranteed as to completeness or accuracy. Before acting on any of the information provided, consult your professional advisor.
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