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White Collar Thievery

Legal Thievery? Really? How can this happen?
First,l et 6s | ook at the de

Thievery: the action of stealing another per-
son's property.

|l snot stealing illegal?

The simple answer is yes, stealing is il legal,
butitd oes become legal if you were in-
formed and agree with it.

Why would anyone agree to have their property stolen? Believe it or not, it happens
every day all day. It happens when you sign up for any bank service or any securities
purchases.The agreementy ou sign clearly shows what fees and expenses you

will be exposed to with any transaction. Banks provide you with a list of services
and charges,but they can change (increase) without your permission, they simply notify
you of fee and expense increases

Bank Fees

Want an example of howbanksu s e f ees and expenses to gener a
focus on two simple tools they use to increase their bottom line.

Overdraf? Protection

If you have a checking account with a bank ard overdraw your account, a fee is charged

and added to your deficit. On the surface that seems reasonable After all, you spent

money you didndét have. The bank paid your <c¢h
overdraft fee. Most banks limit the amount of total overdraft on any one account . Once

that is reached, the bank continues to add more fees but does NOT pay the checkghey

are returned as insufficient funds.
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The history of the overdraft protection fee is very interesting. It originated to help bank
customers by covering an occasionalmistake, naturally an expense was incurred and to
charge a fee seemed reasonabldn 19 80, the fee for an overdrawn account was

$5 per incident, last year the average was $45.

Fees changing from$5 to $45 over a36-year period averages out to a cosincrease of
6.5% per year. Compare this to inflation for the same time period: $5 in 1980 would

have a value of $14.50 in 2016. Bank fees of $45 compared to an inflation rate of $14.50.
The difference is 322% higher.

How much does this add up to for additio nal fee revenue for banks? In 2007
a study by the Center for Responsible Lending estimated it to be $7.5 billion annu-
ally . By 2015, that number had increased to$11 billion .*

* https://www.nerdwallet.com/blog/banking/banks  -made-1Z%billion -overdraft-fees

As of July 1, 2010, banksmust ask new customers if they wish to opt in to overdraft pro-

tection. That legislation extends to existing customers on August 15, 2010. There is no

legislation regarding how much money can be charged for overdraft fees, meanng cus-

tomers who opt into the program could still pay up to $ 45 for transactions that take

them even $1 into overdraft. While this law was well intended, it was spun by the banks
asabenefitil et us help you to not have returned ch

A second feecharged by banks that was negotiated throughCongress by the banking in-
dustry is called the new money rate and the old money rate.lt really is not a fee but an
abuse of depositor money. The less a bank payin interest for funds on deposit, the
more margin it can make.

If you have a bank certificate of deposit and it matures, the bank will automatically roll-
over your cd unless you tell them not to. If they do so automatically, you might be earn-
ing a lower (old money) rate than the (hnew money) rate that is offered to new deposi-
tors. This simple change in rules has allowed banks to earn a greater rate on the funds
on deposit.
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How much difference can an automatic rollover rate be? New money rates intended to
attract new depositors can be as high as 2.5%or a 3-year cd, but the (old money) rollo-
ver rate can be as low as .8% for the samenoney on deposit in the same cd at the same
bank.

Ask your bank for a list of fees, charges and

expenses for bank  services and review the

charges carefully that are incu rred for the

services you are considering.

Many people have found that buying a Amultiye
sense than a bank CD A multi -year guarantee annuity is a fixed rate annuity in which

you pay the insurance company a specified anount of money, often a single-premium

payment or lump sum. The insurer guarantees a defined rate of compound interest over

a certain period of many years. This period i
the duration of whi clawaywthoutpemaltydot make a wi t hdr
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S-l-e-a-z-y

Securities Fees

If you think banks have fees and expenseswait until you learn about securities. If you
are considering buying a security (stocks, bonds, mutual funds, variable annuities) you
will be provided with f ull disclosure. This instrument is called a prospectus.

PROSPECTUSEEE" ™

A prospectus is a disclosure document that describes a financial security for potential
buyers. It commonly provides investors with material information such as a description
of the company's business, financial statements, biographies of officers and directors,
detailed information about their compensation, any litigation that is taking place, a list
of material properties and any other material information. It also includes listing of ex-
penses,fees and other charges associated with any security purchase. In other words,
full disclosure.

How does a prospectus work? In a short definition, it means disclosure of all aspects of
the investment. A prospectusis a formal legal document that provid es details about an
investment offering for sale to the public. It is required by and filed with the Securities
and Exchange Commission

A prospectus must be given to a prospect ive
investor before a security can be sold.
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Many people who buy securities sich as a mutual fund do not read the full prospectus.
Fund companiesalsopr ovi de a fAsummaryo or an abbreviat €

What is the problem? The problem is one of complexity. A prospectus is a legal docu-
ment written by attorneys designed to provid e all required information. The problem is
the severity of the information . M ost prospectuses are difficult to read and even

more difficult to understand. Once you have signed the paperwork and accepted
the prospectus, you are subject to the expenses andees associated with the security.

Work hard and give your money away.
How does that sound?

Believe it or not, many people are doing just
that.

How would you feel if someone was earning 20% on your money and you were takingall
of the risk? How about 5% or 10%? How would you feel if someone was making

money on your retirement account and you were losing money? It is happen-
ing now and it has been for a long time.

How could financial regulators allow this?

Who is protecting the investor?
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Let 6s | ook Dependinganlyaurtprgofession, you are an expert in your own
field whether it is a mail carrier, a doctor or a factory worker. Each of us knows more
about our specific job than others do. In becoming a specialist in our own jobs, werec-
ognize others for their specific knowledge and ability. That opens the door for someone
to take advantage. The advantage could be the auto repairman, the groceor the finan-
cial broker.

How could the broker make so much money
from your account with out your knowledge
or permission?

The simple fact is this, you were informed,
and you gave your permission!

Details? Yes, when you signed with your broker, you agreed to do business with their
broker/dealer. The broker/dealer became the custodial of your assets and the manage-
ment was done by their employee, the stock broker.For their services, they charge fees,
which are fully allow ed by the SEC and the industry manager, FINRA. The fees and

all charges were provided you in a document called the prosp ectus. In that
document, other costs are outlined such asperformance history, goals, fees and ex-
penses.

In addition to the fees disclosed in the prospectus, there can be fees for their employee,
the broker. The broker can also charge you an additiona | fee for their time or

for their advice in the form of asset management fees. If you add the possible
fees together, they can add up to a terrific portion of your eventual retirement account.

There are many choices for investing As an example we will use onespecific
type of security, open ended mutual funds . Open ended mutual funds are
very popular and widely held.

Security: Mutual Funds
Here is a definition from the Securities and Exchange Commission (SEC).

A mutual fund is a type of investment com-
pany that pools money from many investors

and invests the money in stocks, bonds,

money -market instruments, other securi-

ties, or even cash.
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Investors purchase shares in the mutual fund from the fund itself, or through a broker

for the fund, and cannot purchase the shares from other investors on a secondary mar-

ket, such as the New York Stock Exchange or Nasdaq Stock MarkefThe price that in-

vestors pay for mutual fund shares is the fun
(NAV) per share plus any fees that th e fund may charge at purchase, such as

sales charges, also known as sales loads.

Mutual fund shares are "redeemable.” This means thatwhen mutual fund investors
want to sell their fund shares, they sell them back to the fund, or to a broker

acting for the  fund , at their current NAV per share, minus any fees the fund may
charge, such as deferred sales loads or redemption fees.

Mutual funds generally sell their shares on a continuous basis, although some funds will

stop selling when, for example, they reacha certain level of assets under management.

The investment portfolios of mutual funds typically are managed by separate entities

known as fiinvestment advisorso that are regis
funds themselves are registered with the SEC and subject to SEC regulation.

There are many varieties of mutual funds, including index funds, stock funds, bond
funds and money market funds. Each may have a different investment objective and
strategy and a different investment portfolio. Differen t mutual funds may also be subject
to different risks, volatility, and fees and expenses. Fees reduce returns on fund in-
vestments and are an important factor that investors should consider when

buying mutual fund shares. *

* https://www.sec.go“v/answers/m utfund.htm

U.S. SECURITIES AND
EXCHANGE COMMISSION

The important part of the SEC definition is
the warning about fees and expenses.

Many mutual funds are exposed to fees and
expenses.
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Mutual Fund Fees and Expenses

As with any business, running a mutual fund involves costs. For example, there are costs
incurred in connection with particular investor transactions, such as investor purchases,
exchanges, and redemptions. There are also regular fund operating costs that are not
necessarily associated with any particular investor transaction, such as investment advi-
sory fees, marketing and distribution expenses, brokerage fees, and custodial, transfer
agency, legal,anda c counfees.nt 6 s

Some funds cover the costs associated with an
count by imposing fees and charges directly on the investor at the time of the transac-

tions (or periodically with respect to account fees). These fees and charges are identified

in a fee tabl e, 1| oc atpmpodpeaius ander thhheadihgr"Shar¢- of a f
holder Fees."

Funds typically pay their regular and recurring, fund -wide operating expenses out of
fund assets, rather than by imposing separate fees and charges on investorKeep in
mind, however, that because these expenses are paid out of fund assets, in-

vesto rs are already paying them indirectly. These expenses are identified in the
fee table in the fundbs prospectus under the
penses."

A frequently asked question is whether the SEC imposes any specific limits on the size of
the fees that a fund may charge. The short answer is the SEC generally does not, alt-
hough the SEC limits redemption fees to 2% in most situations. The Financial Industry
Regulatory Authority (FINRA), however, does impose limits on some fees.

Mutual Fund  Shar eholder Fees

Sales Loads : Funds that use brokers to sell their shares typically compensate the bro-
kers. Funds may do this by imposing a fee on investors, known as a "sales load" (or
"sales charge (load)"), which is paid to the selling brokers. In this respect, a sales load is
like a commission investors pay when they purchase any type of security from a broker.
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Although sales loads most frequently are used to compensate outside brokers that dis-
tribute fund shares, some funds that do not use outside brokersstill charge sales loads.
The SEC does not limit the size of sales load a fund may charge, but FINRA does not
permit mutual fund sales loads to exceed8.5%. The percentage is lower if a fund im-
poses other types of charges. Most funds do not charge the maxnum.

There are two general types of sales load$ a front-end sales load investors pay when
they purchase fund shares and a backend or deferred sales load investors pay when
they redeem their shares.

Sales Charge (Load) on Purchases : The category "Sales Clrge (Load) on Pur-
chases" in the fee table includes sales loads that investors pay when they purchase fund
shares (also known as "front-end sales loads"). The key point to keep in mind about a
front -end sales load is it reduces the amount available to purtase fund shares. For ex-
ample, if an investor writes a $10,000 check to a fund for the purchase of fund shares,
and the fund has a 5% front-end sales load, the total amount of the sales load will be
$500. The $500 sales load is first deducted from the $10,000 check (and typically paid
to a selling broker), and assuming no other front-end fees, the remaining $9,500 is used
to purchase fund shares for the investor.

Deferred Sales Charge (Load) : The category "Deferred Sales Charge (Load)" in the
fee table refers to a sales load that investors pay when they redeem fund shares (that is,
sell their shares back to the fund). You may also see this referred to as a "deferred"” or
"back-end" sales load. When an investor purchases shares that are subject to a baeknd
sales load rather than a front-end sales load, no sales load is deducted at purchaseAll
the investorsd money i s 1| mmediifanb @Henfeesios ed t o p
charges apply at the time of purchase). For example, if an investor invests $10000 in a
fund with a 5% back-end sales load, and if there are no other "purchase fees," the entire
$10,000 will be used to purchase fund shares, and the 5% sales load is not deducted un-
til the investor redeems his or her shares, at which point the fee is deducted from the re-
demption proceeds.

Typically, a fund calculates the amount of a backend sales load based on thdesser of

the value ofeithert he sharehol derds initial i nvest ment
investment at redemption. For example, if the shareholder initially invests $10,000, and

at redemption the investment has appreciated to $12,000, a back-end sales load calcu-

lated in this manner would be based on the value of the initial investment d $10,0000

not on the value of the investment at redemption. Investors should carefully read a

fundds prospectus to determine whet-er®r t he fu
sales load in this manner.

The most common type of back-end sales load is the "contingent deferred sales load,"

also referred to as a 'CDSC," or "CDSL."The amount of this type of load will depend on

how long the investor holds his or her shares and typically decreases to zero if the inves-

tor hold his or her shares long enough. For example, a contingent deferred sales load

might be 5% if an investor holds his or her shares for one year, 4% if the investor holds

his or her shares for two years, and so on until the load goes away completely. The rate

at which this fee wild!|l decline wil!/ be disclo
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A fund or classwith a contingent deferred sales load typically will also have an annual
12b-1 fee.

What exactly are 12 b -1 fees? A 12b-1 feeis an annual marketing or distribution fee
charged asan expenseon a mutual fund. The 12b-1 fee is considered to be an opera-
tional expense and, as such, is included in a fund's expense ratio. It is generally between
0.25 and 1% (the maximum allowed) of a fund's net assets.Many organization can share
this revenue with the soliciting broker.

12 b1 fees are trailing compensation paid for the life of the investment.

The fact that the SEC has allowed 12 b -1 fees
as distribution expenses and allowed them

to be added to the overall expenses of a mu-

tual fund h as led to a diminished rate of re-

turn for mutual fund owners.

Whil e on the surface, .25% annual expense doe
the expense in along-term investment, adding up each year based on the actual value of
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the mutual fund . The losses to the fund owner can be significant and all at the benefit of
those who originally sold the investment.

A Word About No -Load Mutual Funds :
Some funds call themselves "nceload.” As the
name implies, this means that the fund does not
charge any type of sales load.

As described above, however, not every type of shareholder

fee is a "sales load," and a ndoad fund may charge fees that

are not sales loads.For example, a no-load fund is permitted

to charge purchase fees, redemption fees, ezhange fees, and

account fees, none of which is considered to be a "sales load."

In addition, under FINRA rules, a fund is permitted to pay

its annual operating expenses and still call itself "no-load,"

unl ess the combined alfeesaseépa-of t he

erage annual net assets.

Redemption Fee : A redemption fee is another type of fee that some funds charge
their shareholders when the shareholders redeem their shares. Although a redemption
fee is deducted from redemption proceeds just like a deferred sales load, it is not consid-
ered to be a sales load. Unlike a sales load, which is used to pay brokers, a redemption

fund?o
rate sharehol der service fees exceeds O

fee Iis typically used to defray Etdemptionandst s as

is paid directly to the fund, not to a broker. The SEC limits redemption fees to 2%. The
SEC has adopted a rule addressing the imposition of redemption fees by mutual funds in
Rule 22¢-2 of the Investment Company Act of 1940.

Exchange Fee : An exchange fee is a fee that some funds impose on shareholders if
they exchange (transfer) to another fund within the same fund group.

Account Fee : An account fee is a fee that some funds separately impose on investors in

connection with the maintenance of their accounts. For example, some funds impose an
account maintenance fee on accounts whose value igess than a certain dollar amount.

Purchase Fee : A purchase fee is another type of fee that some funds charge their
shareholders when the shareholders purchase their shares. A purchase fee differs from,
and is not considered to be, a front-end sales loadbecause a purchase fee is paid to the

fund (not to a broker) and is typically i mpos
ated with the purchase.

Mutual Fund Annual Operating Expenses

Management Fees : Mutual fund m anagement fees are paid out of furd assets to the

fundds investment adviser (or its apoftfolib,i at es)
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and administrative fees payable to the investment adviser that are not included in the
"Other Expenses" category (discussed below).

Distribution [a  nd/or Service] (12b  -1) Fees: This category identifies so-called
"12b-1 fees," which are fees paid by the fund out of fund assets to cover distribution ex-
penses and sometimes shareholder service expensesi 1 21b f egetgheir name from
the SEC rule that authorizes a fund to pay them. The rule permits a fund to pay distribu-
tion fees out of fund assets only if the fund has adopted a plan (12b1 plan) authorizing
their payment. "Distribution fees" include fees paid for marketing and selling fund
shares, suchas compensating brokers and others who sell fund shares, and paying for
advertising, the printing and mailing of prospectuses to new investors, and the printing
and mailing of sales literature. The SEC does not limit the size of 12b1 fees that funds
may pay. But under FINRA rules, 12b-1 fees that are used to pay marketing and distribu-
tion expenses (as opposed to shareholder service expenses) cannot exce@d75 per-
centof a fundds average net assets per year.

Some 12B1 plans also authorize and include "$areholder service fees," which are fees
paid to persons to respond to investor inquiries and provide investors with information
about their investments. A fund may pay shareholder service fees without adopting a
12b-1 plan. If shareholder servicefeesargp ar t o f al fdlan, thesé fees Wil? e
included in this category of the fee table. If shareholder service fees are paid outside a
12b-1 plan, then they will be included in the "Other expenses" category, discussed below.
FINRA imposes an annual .25% cap on shareholder service fees (regardless of whether
these fees are authorized as part of a 1244 plan).

Other Expenses : Included in this category are expenses not included in the categories
"Management Fees" or "Distribution [and/or Service] (12b -1) Fees." Examples include:
shareholder service expenses that are not included in the "Distribution [and/or Service]
(12b-1) Fees" category; custodial expenses; legal expenses; accounting expenses; trans-
fer agent expenses; and other administrative expenses.

Total Annual Fund Operating Expenses : This line of the fee table is the total of a
fundds annual fund operating expenses, expres
net assets.

A Word About Mutual Fund Fees and Ex-

penses : As you might expect, feesand expenses

vary from fund to fund. A fund with high costs

must perform better than a low -cost fund to generate the
same returns for you.

Even small differences in fees can translate into large differ-
ences in returns over time. For example, if you invesed
$10,000 in a fund that produced a 10% annual return before
expenses and had annual operating expenses of 1.5%, then
after 20 years you would have roughly $49,725. But if the
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fund had expenses of only 0.5%, then you would end up with
$60,858 .

Fees ard expenses associated with mutual funds can greatly reduce your net returns.
Knowing and understanding them can help you make the right decisions.

Confused about fees on mutual funds ? The

financi al i ndustryods authoritive
FINRA, offers a calculator to help you under-

stand the fees and expenses  associated with

your mutual fund.

It is easy to useand easy to understand:
http://apps.finra.org/fundanalyzer/1/fa.aspx
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Exampl e Mutual Funds T Fee Review

The following Mutual Funds were randomly selected and have no relationship, pro or
con, with the authors. Information on funds was derivedvia Morningstar, using the
fund name a n dMoriingstar 0in a Google searchComplete information is always dis-
closed in the offering Prospectus. Always seek authorized and licensed help when mak-
ing important decisions.

Alliance Bernstein Intermediate Bond Fund Class A

This fund invests in bonds of all kinds, corporate, municipal and US Tre asury of which
25% are below investmentgrade. It has a front-end load of 4.25% and an annual ex-
pense ratio of .88% of which .25% is 12b1 fees (trail marketing expenses see above in
definitions ).

5 year returns net to the fund share owner is 2.85%annually averaged This is an aver-

age fund in this category.
http://financials.morningstar.com/fund/expense.htm|?t=ABQUX

Madison Mid Cap Fund Class B

This fund invests in mid-sized companies It has aback-end load of 4.5% and an ex-
pense ratio of 2.15%. Included in the expense ratio are 12Hl fees of .25% (see definition
above).

The fund is rated above average and has afyear net return of 12.13%.
http://performance.morningstar.com/fund/performance  -return.action?t=MERBX

Waddell and Reed Asset Strategy Fund Class C

This fund invests in worldwide stocks, it has a back-end load of 1.00% and an expense
ratio of 2.01%. Included in the expense ratio are 12b1 fees 0fL.00% (part is load, see
definition above).

The fund had a 5-year net return of 3.88% and is rated below average by Morningstar.
http://performance.morningstar.com/fund/performance  -return.action?t=WCASX
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Additional Fees:  Assets Under Management

In addition to fees that are charged to manage and run the investment, fees @n also be
charged by the sales broker. A broker can be paid in two ways:

1 Fees paid as a commission from the fund for acquisition (loads) and for future
servicing (12 b-1)71 this has been discussed earlier as part of the mutual fund pro-
spectus review.

1 Assets under management (AUM), in addition to any compensation paid as ac-
quisition, brokers (and planners) can also charge a fee for their management.
This fee is a percentage of the assets in the account.

Concept.
1. A financial client works with a broker (or planner) and
moves assets to the broker/dealer account
2. The broker charges a fee on the assets held in the broker-
age account
. The broker advises the client what to buy.
. The broker suggests a mutual fund that has no front-end
| oad (B cl| adientlikestha. cl as s é
5. Broker and broker/dealer receives compensationfrom the
mutual fund purchased based on his/her advice.
6. Broker also receives the AUM on the entire accountin-
cluding funds that were recommended.
7. Fees are paid by the account owner

W

How can this be legal? lItis, thankstoCongr ess, the SEC and FI
closed for the fund in the prospectus.

BUTe

The assets under managementiee is NOT generally part of
the prospectus! AUM management fees are a separate agree-
ment. On most brokerage statements, they are illustrated on
the *miscellaneous expense in theJanuary, April, July

and October statements. Often, they say account fees or
management fees All broker/dealers are different.
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The Broker Motto:
nNPay me now, pay me | at e

butyou will pay me! 0o

Wrap Fee Definition (AUM): A wrap fee is a comprehensive charge levied by an in-

vestment manager or investment advisor to a client for providing a bundle of services,

such as investment advice, investment research and brokerage servies. Fee amouns

can rangeéas | ow as .5% and as high as 2%, it
der management and other issues such as assets held outside.

Mutual Fund Expense Ratio: The expense ratiois the annual fee that all funds or
ETFs charge their shareholders. It expresses the percentage of assets deducted each fis-
cal year for fund expenses , including 12b-1 fees, management fees, administrative fees,
operating costs, and all other assetbased costs incurred by the fund. The expense ra-

tio is the annual fee that all funds or ETFs charge their shareholders. It expresses the
percentage of assets deducted each fiscal year for funéxpenses , including 12b-1 fees,
management fees, administrative fees, operating costs, and all other assebased costs
incurred by the fund.
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The Synopsis

If a shareowner of a mutual fund with an expense ratio of 1% and had a wrap account
(AUM) with their planner of 1%, the true cost of the total feesi s 2%.

To know what the impact of the fees are we need to know the net return.

Scenario 1: The mutual fund was a bond fund with net returns of 5%, after expense ra-
tio deducted.

Now deduct the Awrapo fee of 1% |l eaving a net

The net was 4%, the fees are 2%, what was the actual effect of the 2% in relationship to
the overall returns? 2%?No. The fees represented 1/3 of the returns on theshare-
owner 6s account (2/6).

1/3 of the overall returns = earning 33% on the cli-

entsd® money, the incredible issue is th
only gets the upside, never the downside.

Scenario 2: 1l nstead of a 6% return, |l et s pretend i

20% gross with a 2% expense is a net 18%, not bad until you realize the amount the bro-
ker and MF company made: 2% expenseis 10% of the returns.

In other words, shareowner expenses equaled 10%

of the return onthe ir money, which brokers get
without any participation in the risk side.
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Scenario3: Il nstead of a 6% or 20% gross return, th
The account owner , e ar Bustherfund amd timedrékerzstdl rean
2% or 2% on an account that has a zero return which means the account owner is the
only one exposed to risk.
Example Mutual Funds i Additional A nnual Fees Review
Now | etds | ook at our three randdonfeesande!| ect ed
expensesaffected the returns.
Calculate the gross  5-year return average, divide
that total into the cost of owning the fund and you
will find the actual percentage the fund earned on
the shareownerds investment |as calcul at
actual fees but by actual percentage of gross returns.

Alliance Bernstein Intermediate Bond Fund Class A

5-year returns net after fund expensesto the fund share owner is 2.85% annually aver-
aged and annual fees are0.88%. Adding the two numbers together equals 3.73%. Of
the gross returns of 5.73%, the cost of the mutual fund was23.5% of the overall invest-
ment.

The shareowner allowed the fund (and broker) to
earn 23.5% on their investment and the shareowner
took 100% of the risk.

Madison Mid Cap Fund Class B
5-year returns net after fund expenses to the fund share owner is 12.13% annually aver-
aged, and aanual fees are 21%%. Adding the two numbers together equals: 1428%. Of
the gross returns of 1428%, the cost of the mutual fund was15% of the overall invest-
ment.

The shareowner allowed the fund (and broker) to

earn 15% on their investment and the shareowner

assumed 100% of the risk.

Waddell and Reed Asset Strategy Fund Class C

The fund had a 5year net return of 3.88% and is rated below average by Morningstar.
5-year returns net after fund expenses to the fund share owner is 12.13% annually aver-
agedand annual fees are 2.01% Adding the two numbers together equals: 5.89%. Of
the gross returns of 5.89%, the cost of the mutual fund was 34. 12% of the overall in-
vesment.

19| Copyright 2017 Retire Village



White Collar Thievery

The shareowner allowed the fund (and broker) to
earn 34.12 % on their investment and the share-
owner assumed 100% of the risk.

Example Mutual Funds i Additional AUM Fees Review
Now | et 68Aaddtani'»-
der Manag eAuUMnfees

that are charged by the broker.

Sample Fee Structure

Many brokers charge these fees Total Account Value Annual Fee
and simply allow the mutual (Examyte)
fund to manage the money, these | ., <-; 600 1.45%
fees are fees on top of fees. The
broker manages the client, the $50,001 — $100,000 1.30%
mutual fund company manages o
$100,001 — $300,000 1.15%
the money. The Sample Fee
Structure table displayed pro- $300,000 — $500,000 1.10%
vides anexample of AUM fee
schedules $500,001 — $750,000 1.05%
$750,001 — $1,000,000 1.00%
I n our sample ca
assume the investor has a portfo- | Next $1.000,000 0:60%
lio valu_e of $750, 001. At that S 0.50%
level with our example, the AUM
f ee woul d b e 1 %. Next $1,000,000 0.40%
the AUM fee affects the percent- Nex v
. ext $1,000,000 0.25%
age earnedontheine st or s«
money. Over $5,000,000 Negotiable

By adding an additional 1% in fees, the percentage of money earned by the broker and
the mutual fund increases.

Alliance Bernstein Intermediate Bond Fund Class A
Percentage increases from 23.5% t049.6%

Madison Mid Cap Fund Class B:
Percentage increases from 15% t@2%

Waddell and Reed Asset Strategy Fund Class C
Percentage increases from 23.5% tb1.1%

| f our 3 randomly selected mutual funds wer e
der management 0 ac c onuhetrokerimbteal fund comparny oulde t u r
have earned on the investorso money is 40. 9%.
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No risk, guaranteed
fees, all based on
the I nvestor

That is how your
broker looks at your
relationship.

Here is a simple graph that will illustrate how f ees and expenses affect actual net re-
turns.

Fees

7 |

Investment
Return
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As we enter 2017, many questions and concerns arise about the financial state of our
economy, not only in America, but worldwide. The ongoing ISIS issue, immigration,
civil wars, the Zika virus and many more all make for an uncertain future.

Along with a general feeling of unrest there seems to be an extraordinary amount of an-
ger. This unprecedented level of anger seems to show itself in the media, the new presi-
dential administration, and general conversations about normal things. People in gen-
eral are not happy and striking out at the status quo seems to provide alternatives.

Since we cannot sol ve all

the worl dodés probl em

situation is affected and what steps are available to us to make corrections and altera-

tions.

The primary risks that most of us face can be

summed up in this list:
1 Risk of market volatility
9 Risk of inflation
9 Risk of loss of health

1 Risk of living too long and running out

of money

Market Volatility.
The historic and accepted definition of market volatility

is the degree of variation of a

trading price series over time as measured by the standard deviation (norm or basis

based on past history) of returns.

Since 1/1/16

Data as of 2/5/2016

1-Week

-3.10%
-1.59%

Standard & Poor's 500 -8.02%

DOW -7.00%

-12.87%

-8.711%

NASDAQ
U.S. Corporate Bond Index

International

Data as 2/5/2016 6 mo. 1yr.

1-Year

-8.85%
-9.39%
-8.44%
-5.15%
-13.95%

10-Year

6.80% 5.01%
151% | 928%
1.34% 1.13%

The chart aboveillustrates past performance in several indices.
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Consider overall returns of US Corporate Bonds, or the yields of US Treasuries. How
much would your retirement account have lost if it were invested in International
stocks? What if you had been exposed to glatility in the Dow Jones Industrial Average
in the past year?

Combine volatility with projected sl ower

recipe for a depression. The worl ddébs economy

out growth, status quo means fAdepressiono.

Inflation

How would your retirement accounts have fared if you had chosen absolute security and
invested 100% in Treasuries this past year and been exposed to inflation at the same
time.

In 2016, per the US Government, inflat ion rate was 2.07%. The inflation rate,
per the US Inflation Calculator (see link below) averaged 2.18% per year for the past 10
years, which includes deflation that occurred in 2009. Your buying power would have
been less simply by choosing the safest oéll possible investment options, US Treasur-
ies.

Inflation Rates Graph (2006-2016)
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M anaging Market Volatility and Inflation Risk.

Risk is everywhere in our lives, risk is part of our human experience. Using the term risk
when discussing money is quite a different topic. Many different levels of risk with in-
vestments exist and with any increasing level of risk should come the opportunity for in-
creased yields.

Large American corporations which historically have provided pensions and other re-
tirement vehicles to their dedicated employ ees arereplacing pensions with different re-
tirement plan s, such asa 401(k). Matching funds to a certain limit are offered, admin-
istration fees are paid by the corporation and many more incentives to move away from
guaranteed pension plansin order to limit the future financial liability the corporation
will face. It comes down to simple math, if you know exactly what the future financial li-
ability will be, then planning for that known liability allows the corporation to build the
cost into the cost of gaods sold (COGS).

As corporations move away from pensions
into employee retirement plans, they trans-
fer their own risk of future pension liability
to their employees as market risk.

If the market moves up or down too fast, the
market is considered vol atile  and can be
dangerous for wise investment decisions

When it comes to investing, you have only 2 choices:
1. Personally accept financial risk to increase overall yields
2. Outsource to a 39 party manager who will accept and manage the risk

Risk is unavo idable. That is true but only to a point, there are many risky invest-
ments that most of us would never accept.

One simple risk option is a Las Vegas Casino. Anyone can go into any casino and place
bet on roulette for almost any amount; the casino will take the risk. Why? Because they
know that the odds are slightly in their favor and over time, they will win. What if you
took your life savings and placed it on either red or black? If the roulette ball jumps in
the color slot you chose you will eith er double or you will lose your money. Smple as
that.

Would you accept th  at risk? Of coursenot, but it still shows an example of high
risk, high reward.
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Risk too big or too important to manage
can be outsourced to a risk manager,
such as an ins urance company.

Skyrocketing Health Costs.

For over 100 years the discussion of a national health care system in America has been
both a hot and cold discussion. As president, Theodore Roosevelt first suggested the
idea of a health care system that woutl be available for all Americans. In fact, as a candi-
date for president, a national health care plan was part of his campaign platform.

The idea lay dormant until after World War Il when President Truman suggested to

Congress they consider a national appoach to health care coverage. His idea was cover-

age that would include both hospital and doct
i ndividual care. President Trumanods effort wa
dormant, for another 20 years.

In 1960 John F. Kennedy was elected president; sweeping into congress with him a
democratic majority. His campaign slogan i We Ca n D sign&les totAmariaa that
change was coming. Change was in the approach to health insurance A national study
conducted in 1961 found that 56% of Americans over age 65 had no insurance coverage.
What began with President Kennedy was finished by President Lyndon B. Johnson in
1965 when legislation was passed providing for the creation of health care for those 65
and over. Medicare was born. Over 19 million seniors signed up for coverage in the first

year.

In 2003 the Medicare Prescription and
Modernization Act added more options
for prescription drug benefit. This act
increased availability to subsidize the
cost of prescription drugs to the clear
majority of Medicare enrollees.

The Kaiser Foundation in a report at
the end of 2014 said Americans en-
rolled in Medicare numbered
49,435,610. Now consider the coming
tsunami of Baby Boomers reaching the
age of 65 and ganing the right to enroll
in Medicare. At over 10,000 a day, the
system currently in place has every pos-
sibility of a huge financial overrun . In
201 4 Medicare benefits equaled

15% of the federal budget. By 2020
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it is estimated the percentage could increaseto 19% and by 2030, nearly 30% of total
federal expenditures.

A quote by the Obama Administration stated that the increase in the number of enrol-

|l ees was significant but nott hemkwsgh nt @ agrtdarmg
savings embeddedin the Affordable Care Act. 6 The plan was simple, reduce the cost of
reimbursements paid to medical providers and create a fund to allow th ose with no in-

surance coverageor medical impairment to be able to afford health care at a reasonable

cost.

Take money from one pocket and put it in the other pocket, that is about as simple as it
gets. The Affordable Care Act is doing just that by gradually reducing the amount of
government spending for medical care.

Along wit h the magic of the moving money came another sleight of hand: make those
that can afford more, pay more. The government controls the payment of social security
retirement benefits so it is in the perfect position to know where to extract addi tional
premiums to help with the Affordable Care Act cost. Most enrollees in Medicare Part B
(supplemental insurance) pay $104.90 per month, but if your income is higher than
$85,000 then a new premium is calculated for you . The additional cost on top of the
$104.90 can increase as much as $335.70 a month.This is based on earnings results
and the amount the enrollee has paid into the system is completely ignored, those earn-
ing more, pay more.

Naturally the problem becomes clearer, if you reduce the amount reimbursed to the
health care provider, the obvious thing will happen.

Health care cost increases are not passed on
to Medicare, they are passed to the enrollee.

The medical provider also faces increases in expenses which is a natural course of =i
ness. In 2016 a small increase is set to offset medical costs charged by the provider, that
of course is even less than the set decrease in medical reimbursements estimated when
the ACAwas first adopted.

Only those who plan and budget for the con-
tinua | cost of increasing out of pocket medi-
cal expenses will have a chance of financial
survival.

Nothing compare s to the percentage of
monthly budgets being decimated more than
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this one single issue and yet most have no
clue and few Americans are prepare d.

Outliving Your Income.

How do we guarantee income that will last our whole lives? How do wemaintain or in-
crease our standard of living? How do we male the right decisions? These issues are
paramount for those looking towards or already in retirement. Adding to the uncertainty
of retirement, Americans are living longer, which me ansthey face the possibility of out-
living their income.

The Longer You Live, the Longer You Live.
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The Baby Boomer Transition

In 2010 an average 0f10,000 Baby Boomers a day joined the ranks of the newly retired.
Now in 2016 the full force of the Baby Boomer transition begins like a huge tsunami,
sweeping across our countryand hanging everything we have experienced so far The
single larges generational group (80,000,000) will be leaving the ranks of the em-
ployed and moving to a new status; retirement. This massive changewill continue over
the next 15 years.

U.S Births: 1940 - 1994

~~~
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The impact on our economy and our way of life is unknown now. Such a large group
moving from producer to receiver could influence virtually all aspects of the American

economy.

What about the Baby Boomers themselves? How will they retire?

What are their real needs in retirement and what options exist for the m?
What the Boomers will need is what most American investing for future retirement
needs: safety. Safety take®n many forms when dealing with the future, safety of in-
come, safety of important assets and safety regarding inflation concerns.

What we have learnedsince 2008, is that the future is very hard to predict and hasenor-
mous uncertainty. In the past, it was taken for granted that the stock market would rise
over almost any specific time period, our homes would increase in value, thestock mar-
ket could be depended on; history has now proven that is not necessarily correct. Over
time, the stock market may rise, our homes may increase in value but thetime hori-
zons for that time period may not match for the individual Baby Boomer.

As anexample, if a Boomer had planned to retire in 2016 and had his retirement ac-
count tied to the general stock market, the market exposure in the value of that account
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from 2008 to 2011 could have been as much as30% and that is if the investment had
been in well-known American companies.

Has the Baby Boomer had sufficient time to
regain the ir losses from the financial melt-
down of 20087

NO! Recent market increase has helped BUT,
many Baby Boomers simply could not afford

the risk of further losses and simply left the
market.

Facing this volatility and the mess our financial industry has left us certainly provides

the necessity to looking at all available options for retirement. No longer can the

Baby Boomer just fiassumeo that t hikStrdetthasds wi | |
seento that. The person looking at retirement must take an active role in not only

providing the funds for his or her retirement but also for the investment choices. Sitting

passively on the side lines and not understanding all optionsisfr ankl y @Anot an op

Does the average Baby Boomer have options? The answer is yes, many op-
tions and many choices. Letds have a | ook at the options
What are the Baby Boomerdéds real optiowes and h

situations beyond their control?

Individual Stocks: Purchasing
individual stocks allows you to fo-
Cus on one specific companyor

sector. The selection of your stock ,
investment can require research,
past experience and knowledge.

Once again, your invegment in . 1 ey :
that company is tied to that com- i . - ’
pany. Changes in product, com- ‘
petition and after tax earnings can -
have both a positive and negative

effect on your investment. Invest- "

ing in individual stocks should be looked at as a long-term investment. Performance
should be weighed over several years and not a number of months.
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What about Bear Markets? How would you protect yourself from extensive price de-
creases? How many months would you need to recover your retirement funds? This is a
very important and often overlooke d factor.

Bear markets are usually characterized by
high volatility and often steep losses.

comes, how
retirement

What happens if a Bear Market
does that fit into your planned
time horizons?

Last 12 Historical Bear Market Recoveries

Paak Trough Total R!atum Months To
Decline Recovery
8/7M929 611932 -84% 152
3MBM937 4/28/M1942 -42% 14
5291946 6/13/1948 -13% 5
Br2/1956 1072211957 -13% 9
1211211961 B/26/1962 -22% 10
2191966 10/71966 -16% 51
11/29/1968 H2aeM270 -29% g
1111973 10431974 -43% 21
11/28/1580 8/12/1982 17% 3
81251587 12/41587 -30% 17
7MEMS80 10M11M1980 -19% 4
3242000 10092002 47 % 48
Average -31% 25

Sorce: Clobal Financial [aea

Bonds: Investing in bonds means loaning an entity (bond issuer) money. The bond is-
suer pays a fixed interest rate for the life of the bond and upon the end of the bond pe-
riod the original purchase price of the bond is returned to the bond investor.

The problem with bonds is si mple:
1 Buying a bond means you take a credit risk. The credit rating of the bond issuing
company is your reference to the amount of risk that your money will be returned
at the end of the bond time period.

30| Copyright 2017 Retire Village



White Collar Thievery

1 Once a bond is issued, the actual value of that bad can change daily as the value
of money changes. This means that over the course of a 2gear bond, the value
can go up or go down based on market conditions. Bonds should always be con-
sidered along-term investment .

There are bonds with many choices a nd categories:
Corporate Bonds

1 US Treasuries

1 Municipal Bonds

1 International Bonds

=

Wall Street has the ability to spin invest- CH EESE

ments and make them appealing. Many of
us remember the mortgage mess provided by
Wall Street when they decided to take a ple of
mortgages, slice them up and sell them as
shares. The following fiasco nearly brought our
country to its knees. In looking back at history,
nothing compares to how Wall Street markets
and manages bonds. Most people think of
bonds as a safe placeo earn a respectable inter-
est rate. On the surface that may be somewhat
true, but digging deeper can often find things
that are marketing features designedto make a
bond look better than it actually may be.

Years ago, Wall Street decided to povide bonds

as a source of acquiring and selling US compa-

nies. Invented by Michael Milken and his

firm Drexel Burnham Lambert , Mil ken

made almost everything available to the bond market. In 1986, Milken and his

firm came under microscopic scrutiny and 6 years later, Drexel ceased to exist.

What did they do? Amongst other things, they invented a method of raising capital, a

bond category called Corporate High Yield Bonds . On the surface it sounded good,
American corporations issuing bonds to grow the American economy. What the public
did not understand was the fArisko factor.

Hi gh Yield Bonds came with a #fAhigt
risk and many of the bond issuers promoted
by Milken failed.
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Can you guess what that category of bonds is
now called?

Junk Bonds.

Junk was the real name for Corporate High Yield, they paid a higher interest rate but
they came with risk. Many of the bonds promoted by Milken were sold on the secondary
mark et for pennies on the dollar.

If it looks like a duck, quacks like a duck, and
waks | i ke a duck, 1t 1snb6t a dc¢

Apply the duck quote to Junk Bondsé..Junk 1is
thing you wish but it still junk.

Think of the stress and loss of account value many Americans suffered through because
of the Wall Street marketing.

Make sure you understand the length of the bond period (maturity), the interest origi-
nally paid on the bond and the interest you are currently receiving (yield) before making
any decisions to use bonds for your retirement investing. Milken wa s convicted and
spent time in prison.

Real Estate: The old adagewas buying your home is the best investment you can
make. Over the past few years we have seen firsthand what can hapgn to the value of
real estate. Real Estatevalues once considered to be inherentlyhave proven to be more
volatile as the housing bubble showed. Pricesdropped dramatically in 2008 and the is-
sue of liquidity of your investment me ans that planning to use your home as part of
Adownsi zi ngo Ireguiremoreitime ahdiyduehomed yprojected value may
not be a reality when the time comes for you to sell.

Commodities:  Gold, silver and
other precious metals have for years
been considered a hedge against in-
flation or a natural home for safety.
For the past 30 years (since 1982),
gold has not kept up with inflation.
Precious metals are significantly vol-
atile and hedging retirement bets

can be very dangerous with this class
of assets can be very dangerous.
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How about annuities as a retirement income
vehicle? Annuities fall into two different
categoriesééé

Good and Bad

Annuities ¢  ome in two flavors, good and bad!

Bad: annuities sold as securities

Good: annuities sold as an insurance product

Variable Annuities  : Variable annuities are securities sold by brokers, and they are
sold with a prospectus. In the world of investing variable annuities are front runners
when it comes to higher exposure to fees, expenses and chargesFINRA, the security in-
dustry self-governing body explains variable annuities.

33| Copyright 2017 Retire Village



White Collar Thievery

An annuity is a security contract between you and aninsurance company in
which the company promises to make periodic payments to you, starting immedi-
ately or at some future time. You buy an annuity either with a single payment or a
series of payments called premiums. Variable annuities are securities and sold
via a prospectus.

w“‘-:
FI n ra F http://www.finra.org/investors/variable  -annuities
What is a Variable Annuity? As its name implies, a variable annuity's rate of return

changes with the stock, bord and money market funds that you choose as investment
options. Variable annuities are sometimes compared to mutual funds because they offer
similar investment features, including investment choices & called "separate accounts'd
that resemble mutual funds. However, they are different products.

A typical variable annuity offers three basic features not commonly found in mutual
funds:

1. tax-deferred treatment of earnings;

2. adeath benefit; and

3. annuity payout options that can provide guaranteed income for life.

Whil e a variable annuity has the benefit of taxdeferred growth, its annual expenses are
likely to be much higher than the expenses on a typical mutual fund. And, unlike a fixed
annuity, variable annuities do not provide any guarantee that you will earn a retu rn on
your investment. Instead, there is a risk that you could actually lose money.

In general, variable annuities have two phases:

(1) the "accumulation” phase, when the premiums
you pay are allocated among investment portfolios,
or subaccounts, and yourearnings on these invest-
ments accumulate;

(2) the "distribution" phase, when the insurance
company guarantees a minimum payment to you
based on the principle and investment returns (pos-
itive or negative).

During the accumulation phase , it can be difficult and costly to access the money
you've invested. You often have to pay what are called "surrender charges" to withdraw
your money earlyd and you might incur tax liabilities on the earnings your investment
has made. In the distribution phase , you typically can choose to withdraw money in a
lump sum or as a series of payments over time. Regardless, your distribution will de-
pend on the performance of the investment options you chose.
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The variety of features offered by variable annuities ¢ an be confusing. For
this reason, it can be difficult to understand what's being recommended for you to buy.
It's smart to take the following steps, before you purchase a variable annuity:

1 Fully understand all of its terms, fees and expenses , and carefully read the
prospectus.

T Ask specific questions like how long your money will be tied up, whether the an-
nuity has sales or surrender charges, and if the investment poses liquidity risks,
has early withdrawal penalties or potential tax consequences.

1 Find out whether the policy has a "free look" period that allows you to cancel an
annuity purchase within a specific period if you have second thoughts.

T Ask how your broker is being compensated. In addition to annual fees and other
charges, the sales person who sel you a variable annuity is likely collecting a
commission for the sale. Variable annuities have many features that can drive up
commission charges to customers. Sometimes, a salesperson will also receive spe-
cial compensation for selling these products.

Fees and Expenses : Variable annuities typically have high annual fees and expenses,
in addition to potential sales and surrender charges and early withdrawal penalties.
These annual fees and expenses can include:

1 Mortality and expense risk charges, which the insurance company charges for the
insurance to cover guaranteed death benefits, annuity payout options that can
provide guaranteed income for life or guaranteed caps on administrative charges.
Fees can range from almost nothing to as high asl.65% of the account value per
year.

1 Administrative fees, for record -keeping and other administrative expenses. Fees
generally are .25% of the account value per year.

T Underlying fund expenses, relating to the investment subaccounts. Fees can be
anything from .40% to 3. 00% of the account values (per sub account) per year.

1 Charges for special features, such as steppedip death benefits, guaranteed mini-
mum income benefits, long-term health insurance or principal protection. Fees
for guarantee income riders, death benefit riders and other features can range
from .5% to 2:00% (or higher)

The total of fees and expenses that can be charged
for the contract, administration, investment man-
agement and addon riders could exceed4%. Make
sure you fully understand all fees, expense and
benefits before committing to this product.

Make sure you understand all the fees, expenses and other charges related to the varia-
ble annuity recommended to you before you make a purchase.

Regulation : Variable annuities are securities registered with the Securities and Ex-
change Commission (SEC), and sales of variable insurance products are regulated by the
SEC and FINRA.
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Now | etds | ook at t he Good!

Fixed Annuities : Annuities sold as an insurance product are NOT securities. Fixed
annuities earn a preset minimum guaranteed interest and are not variable (you are not
exposed to market volatility).

Fixed annuities fall into 2 categories:

The first category is afixed annuity where the inter-
est is fully guaranteed for the term of the contract.
These categories are calledi Mu {Y¢ar Guaranteed
A n n u i(MY%GA). Interest is known in advance and
fully guaranteed for the time period. Periods can be
as short as 2 years (in most states) and as long as 10
years. The most conmon time period is 5 years.

The second category as annuities that carry a mini-

mum guaranteed interest rate BUT actual interest

credited is tied to an outside source such as the

Standard and Pooros Stock I ndex.

Fixed vs. Fixed -Index Annuities : A fixed-indexed annuity is different than a stand-
ard fixed annuity in the way that earnings are credited to the annuity.

For a standard fixed annuity , the issuing insurance company guaranteesonly a mini-

mum interest rate. The focus is on safety of principal and stable, predictable investment

returns. With fixed -indexed annuities |, the contract return is the greater of a) an an-

nual mini mum rate, or b) the return of a stock market index (such as the S&P 500®),

minus certain expenses and formulas. If the chosen index rises sufficiently during a
specified period, a greater return is bkeredite
stock market index does not rise sufficiently, or even declines, the lower minimum rate

is credited (usually 0% i 2%). The owner is guaranteed to receive back at least all princi-

pal less withdrawals (provided of course that the owner has held the contract for the

minimum period of time specified in the contract).

A Fixed -Indexed Annuity (FIA) is atype of annuity that grows at the greater of
a) an annual, guaranteed minimum rate of return; or
b) the return from a specified stock market index (such as
the S&P 500®), reduced by certain expenses and formulas.
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When the contract is opened, a term is chosen, which is the number of years until the
principal is guaranteed and the surrender period is finished. In a robust stock market,

you will not achieve the actual performance of the index due to the formulas, spreads,
participation rates, and caps applied to fixed-indexed annuities, as well as because of the
absence of dividends. However, in a down
vided the underlying insurance company stays solvent, and to date no insurance com-
pany has ever failed to pay out on a fixed annuity).

Many investors find that fixed -indexed annuity returns more closely approximate CDs,
traditional fixed annuities, or high grade bonds, but they possesthe potential for a small
hedge against inflation in an up market.

Participation / Index Rates : The participation rate, also known as the index rate, is
the percentage increase in the index by which a contract will grow. For example, if the
participation rate is 75% for a fixed-indexed annuity that is based on the S&P 500®, and
the S&P 500® increases 10% for the year, the contract would be credited with 7.5%. The
participation rate is usually less than 100% and will vary based on the length of the term
and on your contract.

Note: Dividends are never included in the total return of
fixed-indexed annuities. For example, if the S&P 500® was
up 10% based on the points gain of the market, the total re-
turn may actually be higher once you factor in dividends.

Over time, dividends have made up as much as 40% or more
of the total return of the S&P 500®. It is important to know
that you will be forgoing dividends in exchange for principal
protection on all fixed -indexed annuities.

Floor & Cap Rate s: The floor refers to the minimum guaranteed amount credited to
the account. At the time of this writing (see Update date at the bottom of this page), this
rate is almost always between 0%i 2%. The cap rate is the annual maximum percentage
increase allowed.

For example, if the chosen market index increases 35%, and the contract has a 10% cap,
the increase will be limited to 10%. Some contracts do not have a cap rate (these tend to
have a lower participation rate, such as 30% to 50% compared with 75% to 100% for a
plan with a cap rate).

The cap varies depending on the length of your termd fixed-indexed annuities with
longer commitment periods (surrender periods) tend to have a higher cap rate, whereas
annuities with shorter surrenders periods tend to have a lower cap rate.

Note : The cap may reset annually and is subject to change at
each renewal.
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Index Credit Period s: There are four basic ways in which amounts are credited to an
owner 6s contract at. specific points in ti me
T Annual reset measures the change in themarket index over a one-year period.
1 Point -to-point/term - similar to the annual reset, but the period is usually
five to seven years.
1 Annual high water mark with look back - the highest anniversary value is
used to determine the gain.
T Monthly Averaging allows1 2 fdAmawémhsaryo points through:
and at the end of each year the insurance company adds them up and divides by
12.

Fees: While there are no up-front commissions charged when purchasing a fixed-in-
dexed annuity, depending on the product, the caps, participation rates, and spreads can
be onerous. Surrender charges may be imposed if withdrawals in excess of a certain
amount are made (usually 10% per year) or if the contract is surrendered completely.
Surrender charges can be as high as 1% on non-bonus contracts and 22% on bonus
contracts. Surrender charges typically decline over time, usually by 1% per year.

Regulation : Fixed-indexed annuities are considered to be fixed annuities by law and
as such they are not issued by prospectus (a daement which provides detailed infor-
mation on how an annuity contract works, the risks involved, and all expenses or
charges). Nor are fixed-indexed annuities typically regulated by FINRA or the SEC (un-
der certain circumstances, an insurance company may regster a fixed-indexed annuity
product with FINRA or the SEC). If a fixed -indexed annuity is registered, a prospectus
must be provided to the buyer. Only individuals with both securities and insurance li-
censes may sell registered fixedindexed annuities.

Other Features : Some fixed-indexed annuity contracts offer, as an optional feature
and for an additional fee, a guaranteed death benefit and/or a guaranteed lifetime with-
drawal benefit (GLWB) which is sometimes called aGuaranteed Lifetime | ncome Rider.

In the death benefit, if an annuitant dies before annuity payments begin, the contract
will pay the named beneficiary(s) the greater of the investment in the contract (less any
withdrawals), usually compounded at 4% to 5% annually through the date of death.

With the GLWB, the principal will usually compound at 4% to 8% (depending on the
contact), income will be determined by the age of the annuitant and the value of the an-
nuity contract plus the length of time the income is desired. Any time period can be se-
lected, even lifetime.

Other Fixed Annuity B  enefits:

1 State regulated. Fixed indexed annuities are regulated and approved for sale by
the individual states.

T Principal protection . Your principal is guaranteed and you are protected from
losing any policy value.
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1 Probate advantage. If there is a named beneficiary, annuities can pay death bene-
fits that are not subject to probate before they are distributed.

1 Death benefits . Your beneficiaries will collect the value of your annuity, including
the interest that has accumulated.

1 Cash access . Depending on your policy, you can access up tdlO percent of your
principal per year, after the first, penalty free. Withdrawals above the penalty free
cap will be subject to a surrender charge. Some policies offer a Return of Premium
(ROP) rider. This feature allows you to take 100 percent of the original premium
without any surrender penalties. Some companies offer this rider for no cost.

Like all important decisions, make sure you fully understand how an annuity can help

your situation and meet your goals. Annuities are not for everyone, but if their benefits
match with your goals, they can be a good choice.
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The truly educated personisar are individ-
ual who can tell the difference between real-
ity and illusion.

Variable annuities are illusion
Fixed annuities are reality
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Calculate Calculate Calculate Calculate

Quit thinking of fees and expenses as numbers Think of them as a percentage of the
overall returns. That calculation will illustrate the ac tual cost to you of ownership.

Remember, the share owner assumes
all risk . ,{'

The fund still charges the fees regardless of
any actual returns.

If the fund does well, the expenses increaself the fund losses money, the expenses are
fixed and do not decrease when the fund decreases in value.

How do you fight back and protect yourself? The answer issimple: be informed.
Here are key points to consider when a broker gives you advice.

Unsuitable Investments . Are the recommendations given to you suitable for your
situation ? A stock broker is required to learn about your risk tolerance, income, invest-
ment experience, other assets, financial needs, and investment goals, before ever recom-
mending an investment. Based upon that information, your stock broker is oblig ated to
only recommend investments suitable to your specific situation. Anything less runs the
risk of fraud.
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Misrepresenting or Omitting Facts : Stock broker misrepresentation occurs when
misleading information is provided, or material facts are withheld, that impact the in-
vestment decision. This can include not adequately disclosing salesrelated compensa-
tion, risks, liquidity, or any other material facts. All investment recommendations must
have a reasonable basis in fact, and all relevant information tothe investment decision
must be disclosed.

Churning : Has there been excessive trading in your account in an effort to pursue
quick profits? Has the same stock been bought and sold multiple times? If your stock
broker was in control of your account, then churning may have occurred. This is another
form of investment fraud.

Inappropriate Mutual Fund and Variable Annuity Sales : Just as a stock broker
can fraudulently churn stocks in your account, a broker may also switch between mutual
funds with excessive frequency for no valid reason except to earn commissions. Another
form of mutual fund sales abuse is selling various forms of loaded funds or Class B
shares to clients who might qualify for Class A shares, or be equally served by no load
equivalents. Finally, variable annuity sales abusecan be excessive in fees and expenses,
make sure you fully understand how your returns can be affected.

FINRA, the security industry authority can also help, they provide you with access to
your brokers past work activity . Has the broker been fined, censored or in any other
way been subject to authoritive sanctions?

Here is a link to help you learn more about your broker:
https://brokercheck.finra.org/
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| See The Light!

You have seen the light! It is time to be informed, take action and increase
your net returns. How do you accomplish that?

Be honest with yourself about your current assets including IRA, 401k, pensions and all
assets. Determine exactly whatyou wish to accomplish and your estimated timeline.
Numerous calculators are available to help you understand yields and future values.

| f you decide to use a financial planner
ner and NEVER ap |fa neneeonly. planeédwifl eharge you for their time
and never receive any compensation from their recommendations.

As a person gets closer taetirement time, a fixed annuity product can make solid sense
as a tool to manage important retirement funds. These insurance products are availalbe
through licensed agents and brokers, regubted by state,and carry a vastly different risk
and yield profile than vari able annuities products, which are classified assecurities. An-
nuities can provide an income that you and your spouse can never outlive, butnot all
annuities are alike and great care should be taken in understanding berefits and costs.
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However you decide to proceed, make sure
you move slowly, inform yourself with solid
information, and ask questions . Often , a
second opinion can be meaningful.

Be Informed. Be Free.

Disclaimer:The information contained in this bookletoffered as general edcation only. Because each
AYRADGARIzZE £t Qa FIF Oldzr t &aAaddz A2y Aa RAFFSNBYyd GKS
the author nor the publisher assumes any liability or responsibility for any errors or omissions and shall
have neither Rbility nor responsibility to any person or entity with respect to damage caused or alleged

to be caused directly or indirectly by the information contained on this site. Use at your own risk. Rates,
fees, expenses and other factors change frequently, songs without notice. While we strive to main-

tain timely and accurate information, offer details may be out of date. Readers should thus verify the
terms of any such offers prior to participating in them. The author and its publisher disclaim responsibil-
ity for updating information and disclaim responsibility for thjrarty content, products, and services.
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