Investing
Long-term Wealth Creation

Resources
AARP
www.aarp.org/money
Center on Budget and
Policy Priorities

Time to Invest
When debts are paid off and short term savings goals are
met, it may be time to consider investing. Investments are
generally appropriate for long term financial goals of 3 or
more years. While most savings products are FDIC insured
many investments are not, so there is more risk involved.
However, there are some investments that are more secure.

www.cbpp.org
Internal Revenue Service
www.irs.gov
Social Security
Administration
www.ssa.gov
U.S. Securities and
Exchange Commission
www.sec.gov/investor/
shtml

A few steps clients may want to take before investing are:
List long-term savings goals, and the timeline, in
order by priority
Evaluate personal finances including income,
expenses, assets, and debts
Pay off high-interest debts like credit cards or certain
loans
Review the various investments offered, and consider
what might be appropriate for their situation
If clients need help with investing, professionals like financial
planners and advisors are available. These professionals do
charge fees for their services, so inform clients that it is
important to check different agencies, and make sure the
agencies are registered with the Securities and Exchange
Commission (SEC) or state securities agency.

Many financial planners
recommend that
consumers diversify their
investments. This means
that in order to reduce
risk, they should not
invest all of their funds
into one product but
spread them around.

Retirement
Saving to establish secure financial future following retirement is a suitable goal. Old Age,
Survivors, and Disability Insurance (OASDI), more commonly known as Social Security, is
one retirement benefit every worker is entitled to after reaching a certain age. About two
thirds of elderly people depend on Social Security as their primary source of income.
Expe nses

OASDI is funded through a payroll tax paid by employers and employees. In order to be
eligible for OASDI clients need at least 40 credits; working a full time job (40hr/wk) qualifies
them for 4 credits a year, so it generally takes at least 10 years to be eligible.
Full retirement age has increased from age 65 to age 67 for all those born after 1959, and
may increase further. Clients can retire as early as age 62, but their retirement benefit will
be reduced. The amount of their benefit depends on the income they earned as a worker
and their age at retirement. The maximum Social Security benefit for a worker at full
retirement age in 2009 is $2,323 per month.
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Retirement Savings Plans
One popular type of retirement savings plan is a 401(k) employer-sponsored, defined
contribution plan. A defined contribution plan means that the amount the employer
agrees to pay is set, but the amount that clients will receive from the plan is not. A
defined benefit plan means the amount clients will receive is set, such as a pension
plan.
To invest in a 401(k) plan employees take a reduction in their salary each month to
put towards retirement and the employer often matches their investment at a defined
amount (which is typically based on how much you are willing to invest). These
investment funds accumulate tax free until they are withdrawn. Therefore, investing in
a 401(k) plan is a deduction on your client’s yearly income tax return.
Another tool for retirement-saving is an Individual Retirement Account (IRA). IRAs are
not investments themselves, but they are accounts that can be used for investing in
stocks, bonds, or mutual funds. There are set limitations on how much money can be
deposited into an IRA annually, but in some instances they can be tax deductible.
Two primary types of IRAs are Traditional IRAs and Roth IRAs. Funds invested in
Traditional IRAs grow tax free until they are withdrawn. Funds deposited in Roth IRAs
are non-deductable, but are tax free after they are withdrawn. Traditional IRAs are tax
deductable if clients do not have an employer-sponsored retirement plan, and are
partially deductible if clients earn a low- to moderate-income. Clients may want to talk
with a financial advisor before investing in one of these accounts.

Higher-Risk Investments
Stocks & Bonds
When purchasing stocks and bonds, clients risk losing money instead of making it.
In some cases they may lose more than they invested, but in other cases gains are
worthwhile. When clients purchase stocks they essentially become a partial owner of
the company.

Retirement savings
plans can help
clients establish a
retirement nest egg.

Some
investments
come with
higher-risks, so
clients must
consider how
much they are
willing to loose
and want to
gain before
choosing an
investment
plan.

Before purchasing, clients should review the company’s history, or have a financial
planner or advisor do it for them, and consider – have they been secure? How much
does the stock increase annually? If the company goes bankrupt or the stock market
plummets, clients will lose money. If the company does well and the stock market
rises, clients will profit.
Clients may also choose to purchase bonds. Here they invest a certain amount of
money in a company and the company agrees to pay them back the initial deposit, in
a set number of years, plus a certain amount of interest. This investment may not
earn as much money as buying stock, but it is usually less risky.

Mutual Funds
Mutual funds contain a pool of money consisting of several stocks and bonds that are
managed by a professional, or group of professionals, called the “fund manager” or
“investment advisor.” The fund manager or investment advisor chooses what
companies to purchase stocks and bonds from. Gains and losses from the mutual
fund are dispersed annually to its investors.

When stocks
increase, clients
gain money, but if
the stock market
plummets than
clients loose money.

