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Individual Retirement Accounts

Regardless of age, everyone is on the road
to retirement. To assure a comfortable
lifestyle for those years, you need to take
advantage of every savings tool available
to you today.

According to the U.S. Treasury
Department, retirement funds from a
401(k), a company pension and Social
Security benefits add up to only 58% of
the average person’s retirement income.
The rest must be made up from regular
personal savings and the earnings on
those savings. A Navy Federal Individual
Retirement Account (IRA) plan can provide
earnings you can count on, usually with
tax benefits.

At Navy Federal, you have a choice of a
Traditional, Roth or Simplified Employee
Pension (SEP) plan and a variety of
savings options—from share savings

to certificates—to be the investments
within your plan.

General Rules and Regulations for
Traditional and Roth IRAs

Created by several acts of Congress, IRAs
have rules and regulations:

1. Depending on whether you choose
aTraditional or Roth plan, the earnings
on your IRA funds are tax-deferred
until you start withdrawing the funds
in retirement or are totally tax-free.

2. You are not restricted to a single
type of plan. According to your
individual situation, one year it
may be to your benefit to choose
aTraditional IRA and the next
year a Roth IRA. Or in a single year,
you may split the maximum
contribution between both plans.

3. IRA accounts are established for
individuals only. Although joint own-
ership is not possible, beneficiaries
can be designated.

4. If your spouse is unemployed, you
can elect to make annual contribu-
tions for him or her in a Spousal IRA.

5. During the current year, you have
up to your tax filing date to make
contributions for the prior year.
Does not include extensions.

6. You must have earned income to
make contributions.

Earned income includes wages,
salaries, tips, professional fees,
bonuses, commissions, self-employ-
ment income, alimony and separate
maintenance amounts and other
amounts you receive for providing
personal services that are considered
earned income compensation for IRS
purposes. Scholarship and fellowship
payments are also considered
income for this purpose if they are
shown in box 1 of Form W-2. Earned
income does not include earnings
and profits from property (rental
income, interest income and dividend
income), pension or annuity income,
deferred compensation received,
foreign earned income, housing cost
amounts and any other amounts that
you exclude from income.

7. Maximum annual contribution to
aTraditional or Roth IRA is 100%
of your wage-earned income or
the amount in the chart below,
whichever is less.

Roth and Traditional IRAs—
Individual & Spouse Maximum Contributions

Years Less than age 50 Age 50 or over
2006-2007 $4,000 $5,000
2008 $5,000 $6,000
2009 Indexed for inflation | Indexed for inflation
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Individual Retirement Accounts

Traditional and Roth IRA Comparison Chart

Feature

Traditional IRA

Roth IRA

Adjusted Gross Income
Eligibility Restrictions

Almost everyone with earned
income may participate.

Individuals earning

$99,000 (2007) / $101,000 (2008)
or less.

Married couples earning
$156,000 (2007) / $159,000 (2008)
or less.

Maximum Annual
Contribution

E)Funds can be split
etween both)

Tiered by age

Varies by year
(See chart on page 1)

Tiered by age

Varies by year
(See chart on page 1)

Maximum Age to Make
Contributions

70
Must have earned income

None
Must have earned income

Non-wage Earning
Spousal Contributions

Same as wage earner

Same as wage earner

Tax Deductibility of
Contributions

Up to 100% depending on
Modified Adjusted Gross
Income and participation
in an employer-sponsored

pension plan, such as a 401(k).

(See chart on page 3)

Cannot deduct

Tax Treatment of
Dividend Earnings

Grow tax-deferred until
withdrawn.

Grow tax-free

Taxes upon
Withdrawal

All non-deductible
contributions are received
tax-free.

All earnings and deductible
contributions are taxed at
ordinary income tax rate.

None,
unless early distribution

Withdrawal Restrictions

Most withdrawals before
age 59'/> result in IRS
penalties.

Some exceptions are
made for:

- unreimbursed medical
expenses

- disability or death

first-time home purchases
($10,000 lifetime limit)

- IRS levy
- qualified reservist
- college expenses

IRS penalty-free withdrawal
after age 59'/z as long as
the money has been in the
account for five years.
Penalty-free and tax-free
withdrawals prior to age
59'/; if the funds are

used for:

- unreimbursed medical

expenses

disability or death

- first-time home purchases
($10,000 lifetime limit)

- IRS levy

- qualified reservist

- college expenses

The five-year-in-the-account
rule applies.

Age at Which With-
drawals Must Begin

70/

None

To open aTraditional or Roth IRA at Navy Federal, you must:

e Be a member

e Complete aTraditional IRA Application Packet or Roth IRA Application Packet.

IRA Application Packets are available online at navyfederal.org,
at a branch or by calling 1-888-842-NFCU (6328).
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Individual Retirement Accounts

Traditional IRA Deductibility Chart

Note: You “participate” in an employer-provided pension plan if you are on the current
(as opposed to retired) payroll of the employer and are accruing benefits under the
employer’s “qualified” pension plan, such as a 401(k) or Thrift Savings Plan (TSP).

This is true regardless of whether you are vested or make contributions to the plan.

There is no “marriage penalty.” One spouse’s active participation in an employer-provided
pension plan does not affect the other spouse’s status for contribution deductibility.

Participate in an
employer-sponsored
pension plan?

Marital Status:
Single

Marital Status:
Married Filing Jointly

Deductibility

Income is not applicable

Income is not applicable

Yes Modified Adjusted Gross | Combined Modified Your contributions are
Income is less than: Adjusted Gross Income 100% tax-deductible
$53,000 is less than:

$85,000

Yes Modified Adjusted Gross | Combined Modified A portion of your
Income is: Adjusted Gross contribution is
$53,000 to $63,000 Income is: deductible

ased on your
$85,000 to $105,000 Modified Adjusted
Gross Income

Yes Modified Adjusted Gross | Combined Modified You cannot take an
Income is over: Adjusted Gross Income IRA tax deduction
$63,000 is over:

$105,000
No Modified Adjusted Gross | Modified Adjusted Gross | Your contribution is

100% tax-deductible

Note: Modified
Adjusted Gross
Income is determined
on your tax return
using your Adjusted
Gross Income,
disregarding any
deductible IRA
contribution.

Roth IRA Contribution Eligibility Chart

Modified Adjusted o Lo

Marital Status Gross Income Contribution Eligibility

Single Less than $101,000 Maximum contribution
limit or 100% of earned
income, whichever is less.

Single $101,000 to $116,000 A portion of the maximum
contribution or 100% of
earned income, whichever
is less.

Single $116,000 or more You cannot contribute to
a Roth IRA. (You are
eligible to contribute to
aTraditional IRA).

Married Filing Less than $159,000 Maximum contribution

Jointly combined limit or 100% earned
income, whichever is less.

Married Filing $159,000 to $169,000 A portion of the maximum

Jointly combined contribution or 100% of
earned income, whichever
is less.

Married Filing $169,000 or more You cannot contribute to

Jointly combined a Roth IRA. (You are
eligible to contribute to
aTraditional IRA).
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Individual Retirement Accounts

General Rules and Regulations for SEP IRAs

Contribution Eligibility Almost everyone who has self-employed earned
Restrictions income.

An employer who has elected to establish an
SEP as the pension plan for an employee who
is a Navy Federal member.

Maximum Annual 2007  $45,000
Contribution 2008  $46,000
(For wage earner and or 25% of self-employment income,

non-wage earning spouse) e s e

Maximum Age to None

Make Contributions Must have earned income

Tax Deductibility of May be tax-deductible based on specific
Contributions eligibility rules.

(See chart on page 3—same asTraditional IRA)

Deadline for Contributions | Tax filing deadline for the business
(including extensions)

Tax Treatment of Grow tax-deferred until withdrawn
Dividend Earnings

Taxes upon All non-deductible contributions are received tax-
Withdrawal free. All earnings and deductible contributions are
taxed at ordinary income tax rate when withdrawn.

Withdrawal Restrictions Most withdrawals before age 59/ result in IRS
penalties. Some exceptions are made for:

- unreimbursed medical expenses

- to pay medical insurance premiums
while unemployed

- disability or death

- first-time home purchases
($10,000 lifetime limit)

- college expenses
- qualified reservist

Age at Which Withdrawals | 70"/
Must Begin

To open a Simplified Employee Pension Plan at Navy Federal, you must:

® be a member

e complete a Simplified Employee Pension (SEP) Application Packet to establish your
initial SEP Plan. (Note: if the SEP is being established on your behalf by an employer
who will be making your contributions, you will need to give your employer a copy of
the Navy Federal SEP Plan Agreement contained within the Application Packet).

Page 4 of 8



Individual Retirement Accounts

Reinvesting of IRA Funds

IRA rules permit you to transfer IRA
assets between two financial institutions
or between two IRA plans. This is
done by one of the following methods:

Rollover

A rollover (also known as an Indirect
Rollover) is a tax-free distribution of
all or part of your IRA assets that you
withdraw from one retirement plan
and deposit in another. This move-
ment of funds can be from one
financial institution to another.

A rollover must be completed in a
time frame not to exceed 60 calendar
days from the date you receive the
distribution and only one withdrawal
can be done in a 12-month period
per financial institution.

Additionally, you are completely
responsible for ensuring that the IRA
funds get from one IRA to another.
Since you take possession of your IRA
assets, the movement is reportable to
the IRS. You will receive an IRS Form
1099-R (which reports the distribution)
and IRS Form 5498 (which reports the
subsequent rollover) in January and
May, respectively, following the year
in which you completed the rollover.

Transfer

A transfer (also known as a

direct transfer) is the preferable
method when you don’t want to
take possession of your IRA funds.
A transfer is initiated by you and
financial institution “A” —the institution
that will be receiving the funds.
Financial institution “A” will give
you the required forms known as
an Acceptance Letter.

Financial institution “A” will then for-
ward the forms to financial institution
“B"” —the institution that currently
holds your IRA funds. Upon receipt
of the request, institution “B” will
forward the amount requested (entire
balance or partial amount) directly to
institution “A!

Because you don't take possession
of the IRA funds, there is no IRS tax
reporting. However, allow 3-6 weeks
for completion because it takes time
to mail the forms and to process the
transfer request.

Direct Rollover

A direct rollover is conducted when
you move your Employer Pension/
Profit-Sharing Plan assets—e.g., 401(k)
or Thrift Savings Plan (TSP) funds—from
an employer’s financial institution into
your IRA.You do not take possession of
the funds. This can be done upon your
termination of employment or if your
employer decides to terminate the
company'’s pension/profit-sharing plan.

Direct rollovers work similarly to direct
transfers, except that you should speak
with the Plan Administrator to see
what forms should be completed. Upon
submission of these forms, the Plan
Administrator will distribute the assets
to your IRA.

Even though you do not take possession
of the funds, IRS reporting is required by
way of IRS Forms 1099-R and 5498.The
rollover transaction is reported because
funds have left one type of retirement plan
and are being placed into another type
of IRA.The timing of a direct rollover

is determined solely by the employer.
Some employers only complete these
requests on certain dates during a month
or quarter. Contact the Employer Pension
Plan Administrator to ask about the time
frame for movement of the assets.

Conversion

A conversion allows you to move funds
from yourTraditional IRA and place them
into your Roth IRA. A conversion can be
done internally (within a financial institu-
tion from your Traditional IRA to your Roth
IRA) or externally (from yourTraditional
IRA at one financial institution to your
Roth IRA at another financial institution).

If done internally, the conversion is rolled
directly from the Traditional IRA to your
Roth IRA. If done externally, you may
either take possession of the assets or
have them sent directly to your Roth IRA
at the other financial institution. Either
way, IRS reporting on Forms 1099-R and
5498 is required.

A conversion basically follows the same
rules as the rollover, with one exception.
You can convert assets more than once in
a 12-month period.You can convert
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Individual Retirement Accounts

amounts from a Traditional IRA to a
Roth IRA if, for the tax year in which
you make the withdrawal from the
Traditional IRA, your Modified
Adjusted Gross Income (MAGI) is not
more than $100,000 and you are not
married but filing a separate tax return.

If any of these situations exist, you
cannot convert funds from a
Traditional to a Roth IRA.You need to
be aware that if you conduct a conver-
sion, you will have to include in your
income, for tax purposes, any previ-
ously deducted contributions and
dividends that have never been taxed.
Further, if within your first five years
you should withdraw any conversion
assets, the IRS requires you to pay a
10% penalty on that amount,
regardless of age.

You can convert Traditional and

SEP IRA assets directly to a Roth IRA.
However, employer pension/profit-
sharing funds cannot be moved
directly into a Roth IRA.They must
first be moved to aTraditional IRA
and then converted to a Roth IRA.
Again, this transaction is reportable
to the IRS.

Recharacterization

Recharacterization was created to allow
you to “unconvert” your Roth IRA back
into a Traditional IRA. As stated above, you
cannot convert if your MAGI will exceed
$100,000 or if you are married but filing

a separate tax return.

Since your MAGI is not known until
after the end of a tax year, you may
have converted your IRA only to find
that you are ineligible to convert. In this
situation, recharacterization allows you
to move your Roth IRA assets back to
the Traditional IRA without incurring an
IRS penalty.

Recharacterization is conducted in exactly
the same manner as conversion. However,
as with a rollover, you can only do one
recharacterization per calendar year.

Recharacterization may also include
recharacterizing a contribution made
during the current year. For example, if
you made a contribution to a Traditional
IRA and then discovered that the contribu-
tion is non-deductible, you may rechar-
acterize the contribution to a Roth IRA.

SEP and employer pension/profit-sharing
plan funds are also eligible for
recharacterization.
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Individual Retirement Accounts

Navy Federal IRA Products

Rates set by the Board of Directors.
Purchase rate guaranteed for
the term.

Compounded daily.

24-35 months
36-59 months
60-84 months

Product Minimum Dividend Rate Term Additional Dividend Payments
Deposits’
IRA Share None Fixed rate no matter the None Any amount, any time | Credited monthly
Account account balance.
Compounded monthly
IRA Money None Tiered rate structure. Rates change None Any amount, any time | Credited monthly
Market weekly. Higher rates are earned on
Savings higher balances:
Account $0—$9,999"
$10,000—%$24,999
$25,000—$49,999
$50,000 and over
Compounded monthly
“No dividends are earned/accrued on the days when
the account balance falls below $2,500.
IRA EasyStart $100 Rates set by the Board of Directors. 1-year Additional deposits Credited monthly
Purchase rate guaranteed for the term. may be added at any
. time. The minimum
Note:bNavy Fec:e;ral rdeq:Jc:res that requirement for these
AE 2T 399 alrel alesr sz additional deposits
up automatic transfers to the is $10
IRA EasyStart. The minimum '
requirement for these additional
deposits is $10 per month.
Variable Rate $500 Rate set the first Monday of 3-years Any amount can Credited monthly
IRA Certificates the month. be added on the
R di h h certificate’s 1st- and
atg adjusts each year on the 2nd-anniversary dates.
anniversary dates (12 and 24 months).
Compounded daily
IRA Certificates | $1,000 and Generally, higher rates are paid for 1-year None Credited monthly
$20,000 for certificates with longer maturities. 2-years
retirement Rates set by the Board of Directors. 3-years
accounts Purchase rate guaranteed for the term. 4-years
Compounded daily b-years
7-years
Money Market | $2,500 and Rates set by the Board of Directors. 13-weeks None Credited monthly
IRA Certificates | $10,000 Rate changes weekly. Purchase rate 26-weeks
guaranteed for the term.
Compounded daily
Money Market | $100,000 Rates set by the Board of Directors. 13-weeks | None Credited monthly
IRA Certificates Rate changes weekly. Purchase rate 26-weeks
guaranteed for the term. 39-weeks
Compounded daily
Jumbo IRA $100,000 Generally, higher rates are paid for 6-11 months None Credited monthly
Certificates certificates with longer maturities. 12-23 months

“Contribution limits apply. See chart on page 1 for maximum annual contribution amounts.
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1-888-842-NFCU (6328)

For toll-free numbers
when overseas, visit
navyfederal.org/overseas/

Collect Internationally
1-703-255-8837

TDD for the hearing
impaired
1-888-869-5863

Online at navyfederal.org

Or visit a branch

This credit union is federally insured by
the National Credit Union Administration.

Copyright © 2008 Navy Federal
NFCU 1117ep (3-08)

Contributions and Distributions

You can deposit funds into your
Navy Federal IRA Share Savings and
IRA MMSA or open an IRA Certificate
at any time. All funds will be credited
for the current tax year unless other-
wise specified. Contribution amounts
in excess of the maximum allowed
may be subject to a 6% IRS Excess
Contribution penalty, in addition to
applicable income tax and interest.

If the excess is removed prior to
your tax filing date, the IRS penalty
is avoided.

Withdrawing Your IRA Funds

All IRA withdrawals must be request-
ed by a letter or fax bearing your
signature. You may also visit a

Navy Federal branch to request an
IRA withdrawal. All IRA distributions
are subject to a minimum 10% federal
withholding tax unless you write and
specify otherwise.

Should you become disabled before
age 59'> and are a Traditional, SEP or
Roth IRA account holder, all IRS penal-
ties for early withdrawal are waived.

Insurance of IRA Accounts

The United States Government
federally insures up to $250,000 of the
combined total of all the funds in your
Navy Federal Traditional, Roth and
SEP Plans separately from your

Navy Federal savings accounts.

Beneficiary Information

Your IRA beneficiary or beneficiaries
will receive any funds remaining in your
IRA(s) at the time of your death. If no
beneficiaries are designated on your IRA
plan, the funds are paid to your estate.
The options for distributing funds vary,
depending on the IRA, whether or not
a beneficiary is your spouse and your
age at death. Contact Navy Federal’s
IRA Section for specific information
regarding beneficiaries.

Additional Information

If you have an existing IRA Plan at
Navy Federal, new accounts may be
purchased and added to your Plan at
navyfederal.org, by visiting your local
branch or by calling 1-888-842-NFCU
(6328). Have your Access Number or
10-digit share savings number ready.
Packages will be mailed to your address
of record.
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