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CHAPTER |

INTRODUCTION

The goal of this paper 1s to stimulate vou, as a semior militarv officer, to get started in determining vour financial well-
ceing.  Ail too often tnis area 1s neglected and put 1n the "too-tough® categorv. You seldom look at vour overall status excest
+0r a curscrv consigeration while preparing vour tax return. Tnis paper 15 to serve as a practicai quide to assess vour financia.
status. anaiyze vour net worth and spending habits, adjust any insurance policies to be mare cost effective, review financial
17vestment cptiocns and prepare a strategy to build a living estate. Naturally there are a number of books that grovide an 1n-
degth discussion of each of these ¢1nancial opportunities. Several of these books are listed i1n the bibliographv ang are

avaliable at most libraries.

it 1= difficult te determine financial needs for the future and to predict the success of investment strategies. Thus, it 1s
usualiv counterproductive to trv and determine how such money is needed in the future, “quess" what the average rate of returr
will be over the next 1#-40 years and then see how such money must be “invested" today. This usually leads to the conclusion vou
can not possibly put aside enough money to seet all of your future needs. Another approach is to optisize spending requirements
s0 funds can be shifted to investments. Then, when funds are required for a new car, college expenses or a vacation, an analysis
can easily be made on how this would affect your financial status. A goal should be to increase vour living estate to give you

greater financial security and independence.

The foliowing outlines the approach in this paper:

1. Assessment. You should assess your financial status by analyzing all assets and determine their rate of return for the

last year. This will permit you to determine which assets are the sost profitable. You may decide certain assets are not




pertarmin? as o-pecteg and it is time £ loow at other alternatives. Also keep 1n mind, some assets serve two tunctions, such as

3 “Cuse, «PlI wiil crovige sheltsr as well as ge an investment.

2. Analveis. ¢au shoul? analvee vour spending habits over the past year and take a representative month and determine now

JQUr inccme 1% terng spent.

Adjustment. You should review your insurance needs for life, auto and health tc determine 1f 1t 15 adequate, effecti.e

and competitively prized. This may permit vou to shift some income from this area to investments.

4, Alternarives. You should analyze the financial investment opportunities available. Then, you must determine :f there
are other cptions that can provide a greater return on your investsent for an acceptable risk. There will also be alternatives t:

consider for mortgage varieties, consumer credit sources, college loans and tax-sheltered retiresent pians.

S. Strategy. You should develop an investment strategy to build your living estate. This will provide a road map for vou

to follow as vour availaple investment funds increase.

Naturailv this 1s not the ultimate in financial aids. [t is expected you will tailor these worksheets ang tables to f1t vour
needs. Manv books have been written on financial planning, investment strategy a7d money managesent. The average book length is
496 pages. While many provide detailed information on the subject, they do not provide an easy way to comprehend the subject,
Most serior military officers will not take the tise to read these lengthy books. [f an officer reads one, afterwards, it 1s
difficult to summarize the alternatives and decide which way to go. And none of the books provide a method for the individual to

assess the rate of return of various investeent instruments and compare thes to each other.

Certainly 1t is advisable to update your financial assessaent each year, review your complete financial status and comoare 1t

to the previous years. Also, there are several reasons why it 1s advisable to stay current with periodicals and newspapers:

-

(8]




1. Changing economic autlook

1)

Sevisiare tC the tederal and state tax codes

3. Decisions by the [nternal Revenue Service and the Tax Courts

4. Reqional financial peculiarities

In the aprendix 15 a synopsis of financial articles from two Washington, DC area newspapers. The articles provige

:nformatian on general financial and real estate questions. A cursory look at the inforaation will highlight the importance of

keeping current.




CHAPTER 1]

ASSESSMENT

HS5@S51Ng vour financial status is the first area for consideration. It 15 recommended the assessment be made at the end of
wne calencar vear since this will also coincide with the coliection of papers for tax preparation. Also, the assessment snould e

nade eac™ .2ar s3 the progress 2f 1nvestments can be reviewed.

FINANCIAL ASSESSMENT

# worksheet has been developed to enable you to assess the performance of investments on a vearly basis and to determine the
vearly vaiue of investeents. This is the Financial Assessaent Worksheet, Figure 1. This worksheet uses annual information for
investsents with the goal to normalize each asset so they can be compared on an equal basis. Reseaber , this 15 not an exacting
science and thus the level of detail needed is probably to the whole nusber for msost values and the single decimal for the yields.

Aga.n, the goal 15 tc obtain an overall picture of investsent perforamance.

Once completed, the Financial Assessaent Worksheet will serve as the starting point 1n evaluating the cosparative performance

of your investments. The sum of the "year-end value® of all the assets will be used later to give you a picture of vour net

worth. Also, it 15 worthwhile to compare the worksheet for each of the past few years so trends can be analyzed.




Thera are some gereral comments to aid in COMp.ecing the Financial Assessment Worksheet, Figure . If an indi.idual
retirement account IRA) or ancther type of pension flan invests 1n one of the instruments listed below, then a separate entr,

should te made for the account with IRAY listed 1n parenthesis after the account. Naturallv the tax consequences wi.. Le

“he foliowing will briefly discuss any of the headings that may not be self-explanatory. An example of a compieted Financia.

Assessment Worksheet 1s provided in Figure 2.

c+éactive Tax Rates

The federal and state tax rate for the year being assessed must be calculated. Probably the most appropriate method ot
arriving at this figure 1s to divide the amourt of “taxes paid" by the "taxable income" amount. Separate calculations should be
mace for ear\ tax return that was filed. This will usually be a federal and state joint return and a return for each child 1

they were required to file,

Checking Accounts

The institutions are listed separately. The "begin-year value” is the balance in the checking account at the beginning of
the calendar vear. The “vear-end value" is the balance at the end of the calendar year. The "net annual income" is the total
interest earned from the checking account for the year. This amount 1s usually kept as a running total on the bank statement but
1t may have to be obtained from adding the interest earned from the monthly bank statements. The “yield® is the average interest
rate received for the checking account for the year. The "tax liability® is (F/S) if liable for federal and state taxes, (F) for ]
tederal only, (S) for state only or (N) for tar exespt. The "yield after taxes" considers the 1mpact of federal and state taxes
on the average interest rate. To sieplify this calculation, the "yield" is reduced by the federal and state tax rate. For
example, 1f your federal rate i1s 15% and your state rate is 5. then the "yield" is reduced by 20% to arrive at the "yield after

taxes” 1f the instrument is both federally and state taxed. If."the instrusent is exespt from both federal and state taxes, the




"vieid atter taxes' wili be the same as the “vield*. And 1f the instrument i1s only federally or state ta:ed, the “vield after
ta:es” is reducec iporopriately. [f the instrument 1s in the name of a minar, such as a college fund, then the “vield after

taxes’ mav te at a cifferent federal and/or state tax rate.

3avings Accaunts

Savings accounts will be handled similarly to checking accounts.

Certiticates of Depasit - Treasurv [nstruments

Certificates of deposit, savings bonds. and treasury instruments {(bonds, bills and notes) will take a little more work to
estimate the "net annual income". [f the instrument 1s purchased mid-year than the “yield" should consider the nusber of months
the instrument has been held. The "yield" can be taken directly from the certificate foram or calculated considering 14 the

instrusent has been held for the full year.

.0dns Receivable

This should include all loans owed to you. In order to keep the calculation simple, the "yield" will be the “interest
payments received" divided by the "beginning of the year loan balance®.

Stocks

The concept with stocks will be to detersine the changed value from the price of the stock over the year and the value
recetved through dividends and income. The "price yield" will be the difference between the "beginning-year price per share" and
the “year-end price per share® divided by the "year-end price per share®. The "net annual incose® will include al! dividends,
capital gains and fees. The "income yield" will be the "net annual income® divided by the "year-end value". The “total yield"

wiil be the sum of the "price yield" and the "income yield". The “yield" calculations will consider the length of investsent for




that sear. ‘Thus, if a stock was purchased during the vear, the “yield" will have to be adjusted “c consider the number of monts

funas were invested,

Jonds

Bonds will be handled similarly to certificates to deposit.

Mutual Funds

Mutual funds will be handled similarly to stocks. The "net annual incoee” wili inciude all dividends, capital gains and
fees. The calculation for the "income vield" may become a little complicated if the annual income is reinvested into the fund or

if shares are purchased throughout the year. It is suggested an average value be used.

Company Pension Funds

The next 1tem wili be company pension funds you and/or your spouse may be participating in that does not invest in one of the
instruments above, but instead, invests in the cospany. The cospany should provide you with a yearly reconciliation which will
indicate the amount the individual has contributed. The “net annual increase® will be the result of subtracting the "begin-year
valug“ and and the "individual yearly contributions® from "year-end value*. The "yield" will be the "net annual increase® divided

by the "begin-year value”,
Hose Equity
The next item will be home equity. There are two ways of looking at hose equity. The first is to consider the amount of

equity that 1s available for a "hose equity loan". The comson practice is for banks to loan up to 89% of the appraised value. A

loan for up to 99% of the appraised value can be obtained, but private sortgage insurance would have to be purchased. The “loan




amount” wiil be the amourt the bank will loan for 3 home eguitv ican. The "net value increase” will be the difference netweer the
‘begin-year value" and the "vear-end value". The mortgage payments will include principal and interest. The “vield" wiil be tre
“net value increase" di.ided by the "mortgage payments”. The aia 1s to determine the rate of return from a house that 1s

appreciating considering “he amount of the mortgage payments or funds 1nvested.

The secand way would Le to consider the rate of return as 1f the house were being sold. The "net value increase" wculd be
the "year-end value" minus the mortgage amount, closing costs and realtor’'s tees. In the end, the two ways are orobably going =c

be nearly the same.
Feal Estate

The next 1tes will be real estate and will be handled similarly to Home Equity., Since 1t is usually difficult to obtain
second mortgages on non-residential property the second way of calculating the “net value increase® will be used. The "net value

increase” will be the "year-end value" minus the mortgage amount. The "yield" will be the "net value increase" divided by the

mortgage pa-ments,
Annuities

Annuities will be handled similarly to company pension funds. The “individual yearly contribution® will be the amount of the

premius going towards the cash value/ annuity.
Insurance Value
The next ites is insurance value for permanent life insurance policies with cash values. This will be calculated similarly

to company pension funds. The "individual yearly contribution® will be the amount of the premium going towards the cash value,

An easy way to arrive at this nusber, if it is not readily avaifable, is to take the difference between level term insurance and




———————-—-

the cash vaiue poiicv. This will factor out the cost of 1insurance.

Fartnersnips and 3usiness vaiues

Fartnerships and business values will be handied like company pension funds.

Ferscnal Froperty

The next item wmill be personal property to include vehicles, jewelry, gold coins, art collections, and any other :tems that
have significant marketable value. This can be in as much detail as desired or 1t can be divided 1nto several broad categories
such as vehicles, collections and furniture. This area can be very difficult toc assess each year. A more realistic approach mav

be to oniv include those items you have purchased for investment purposes.

Sumamary

The "vear-end value" columns can be added to deteraine your total value of investments at the end of the vear.

NET WORTH

The next assessment to coaplete is your net worth statesent, Certainly this can be accosplished in great detail or just as a
cursory look. Generally, the cursory look is adequate to provide a broad look at how assets balance against liabilities. The net
worth analysis 15 used as a measure of the assets accusulated and are available to meet current or future goals. Thus, you should

include assets you might actually be willing to sell or borrow iaainst to abtain funds. The Net North Worksheet, Table 3,




outilnes the varigus categsries. It 15 ucuailv approoriate to prepare this at the end of tne calendar vear. Whes this 13
compared to the orevious vear, vou can determine 14 vour net worth 1s decreasing, 1ncreasing and keeping Dace witn 1nflatian or

1ACreasing anc sdrpassing tnflation.

INFORMATION FILE

It 15 extremely 1mportant to consclidate in one place a listing of all your financial docusents/ accounts and personai cata.
An Information File, Figure 4 has been developed for this purpese. This will certainly aid your survivers. Once this worksheet

15 completed a copy should be kept 1n your safety deposit box with your will and a second copy in a secure place.




FINANCIAL ASSESSMENT WORKSHEET, FIGURE 1

EFSECTIVE TAL SATES ¢ersntiese

YEAR

----------- regers. Taigs State Taves ---------——--  Total
Tan Fayers Ta able [ncome Taxes Paid Rate Taxable Income Taxes Paid Rate Rate
Farants k1 1 —_— 3 $ I T A
Mrners H $__ R T | 3 —_—— 4
. $ - t 2 ok $ s I T 4
CHECR ING ACCOUNTS #etestssse
vaiue Net Annual Tax Yield
institution Begin-Year  Year-End Income Yield Liability  After Taxes
$ $ 3 % A
¥ ] pd %
SAVINGS ACCOUNTS s###¥srsnis
value Net Annual Tax Yield
Institution Begin-Year Year-tEnd Income Yield Liability  After Taxes
£ $ b4 A A
$ $ $ % %
CERTIFICATES OF DEFOSIT - TREASURY INSTRUMENTS ¥ts#eiyss
Maturity m=m———seee———- V3lyg -—-~ememmem Net Annual Tax Yield
Certificate Date Purchase Maturity Year-end Income Yield Liability  After Taxes
$ $ $ $ Ao %
$ $ $ $ o A
LOANS RECEIVALBLE w##¥sssasss
maturity ---- Loan Balance --- ---Paysents Received— Tax Yield
Name Date Begin-Year  Year-End Interest  Principal Yield Liability  After Taxes
$ $ $ $ e 3
$ $ $ $ {3 )
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SINANCIAL ASSESSMENT WORKSHEET. FIGURE ! (continuea:

STOCkS efertesrte

-- Frice zer Share -- Frice Year-End Net Annual  Income Totai Tax 1.3
Name fegin-vear  tear-tng rield value Income vield Yield Liabilitv After Taveg
__________________ __. ¥ : $ $ o4 "
__________________ b ¥ y $ 3 o "
_ ¥ $ ’ $ $ oW
EONDS etesttsesst

Maturity  semmeemme—eoe- Value ----==—-vmuee Net. Annual Tax Yield
Certificate Date Purcnhase Maturity Year-end Income Yield Liability Atter Taxes

$ $ $ $ % %

__________________ e $ $ k3 3 Y “
MUTUAL FUNDS seeeasrsss

-- Price per Share ~-- Price Year-End Net Annual Income  Total Tax Yield
Nase Begin-Year Year-End Yield Value Income Yield  Yield Liabilitv After Taxes

$ $ A 3 $ o4 A

$ $ A 3 $ Lo___% A

$ $ % s $ oo A
COMPANY FENSION FUNDS ##s#xsasts

------- Valug -—==-~- Individuals Yearly Net Annual Tax Yield
Company Beqin-yYear  Year-End Contributions Increase Yield Liability After Taxes

$ $ L S $____ % A

$ $ t S s ______ X ]

$ $ S T I A
HOME EQUITY #easszsess

Value Mortgage Loan Mortgage Tax Yield

Address Begin-year Year-End  Net Increase  Asount Amount Paysents  Yield Liability After Taxes

$ $ $ $- $ $ O S %

$ $ $ $ $ $ O %

$ $ $ $ $ $ . S %
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FINANCIAL ASSESSMENT WORkSHEET. FIGURE 1 (continued)

—————

value Mortgage Loan Mortgage Tax 1eic

nddress Beqin-vear vear-tnd  Net Increase  Amount Amount Favments  Yield Liabilitv After Taues

£ $ $ $ $ $ L
B 5 $ $ $ $ $ e
__________________ $ ' $ $ $ N R L
ANNUITIES #eteseeesrs

---- (ash Value ---—- individuals Yearly Net Annual Tax field
Company Begin-Year  Year-Eng Contributions Increase Yield Liability After Taxes

$ $ S %

$ $ s % p

$ $ S % %
INSURANCE VALUE

--=-- Cash Valug ----—- Individuals Yearly Net Annual Tax Yield
Company Begin-Year  Year-End Contributions Increase Yield Liability After Taxes

3 $ t S e & A

5 $ 2 $_ 4 A

$ $ t e U A
PARTNERSHIPS AND BUSINESS VALUES #redstssss

—————- Value ~—--— Individuals Yearly Net Annual Tax Yield
Company Begin-Year  Year—End Contributions Increase Yield Liability After Taxes

$ $ $__ e S % %

$ 3 L __ t S I %

$ $ S e ____X %
PERSONAL PROPERTY #e#isshiss

------- Value - Individuals Yearly Net Annual Tax Yield
Item(s) Begin-Year Year-End Contributions Increase Yield Liability After Taxes

s $ $ o $__ & %

$ $ S __ _ $ 1 1

$ $ $ s ___x 4

TOTAL YEAR-END VALUE:
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SFEIITIVE TR RATES sassseters

COMFLETED FINANCIAL ASSESSMENT WORKSHEET. FISURE 2

YEAR

1194

........... Federal Taxes State Taxes -------------  Tatal
Tan Faver:s: Taxaple Income Taxes Faid Rate Taxable Income Taxes Paid Rate Rate
Farents §.3 5¢¢ gahce. Gkl g 371 scc $1.S50cC 5.0 zy oy
MINOrs  sewm 5__2.ec $___£2c vl s * s___= ok Azl
bav.wiER  §_ LSO § <& LS §_ - $_- i "
ZHECK ING ACCOUNTS ####xrstses
value Net Annual Tax Yield
Institution beqin-Year Year-tnd Income Yield Liability  After Taxes
vaoesy $2.9cc §voco $ \ac e Ffs- 219 4.8 Y
$ $ $ i A
SAVINGS ACCOUNTS #aessasss
Value Net Annual Tax Yield
Institution Begin-Year  Year-Eng Income Yield Liability  Rfter Taxes
vauesy $15,.cC0 $1l. GO $ 100 S €/s-21%, 4.0 ¥
Cizead- SCN $1L00C $§:13.,ccC $ 170 e % [ A TS 5.3 v
CERTIFICATES OF DEPOSIT - TREASURY INSTRUMENTS #:aidsisss
Maturity B Valug --—~=--—---—-  Net Annual Tax Yield
Cert1ficate Date Purchase Maturity Year-end Incose Yield Liability  After Taxes
Ciecur - IRA “izjlao $ $4.5¢cc § 880 9.3 % ™ .3 1
Cizcor - DOV wTery /340 $ $ s$L%0c § 10O ol 1 €1 el %
LOANS RECEIVALBLE #hHHiHis
Maturity  ---- Loan Balance --- --—-Paysents Received— Tax Yield
Nage Date Begin-Year  Year-End Interest  Principal Yield Liability  After Taxes
JoE Swciw e/ z(a7 § T.0ce g€ 0co $ 1c0 g$ LCooO 10 3 €fs-nY, 9
$ s $ $ )3 ek
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STOCKS setnsénesss

COMFLETED FINANCIAL ASSESSMENT WORKSHEET, FIGURE 2 (continued)

-- Price per 5hare -- Price Year-End Net Annual  Income Total Y1e.d
Name beqin-¥ear  vear-End vield Vaiue [ncome Yield  Yield Liabilitv After Ta.es
Decx st F. 375 502 Qe §_Sce ThoMon s 2. 3
i s 5 % $ $ oo
¥ § % $ $ oW
BONDS ¢#¢sesssess
Maturity = -mmmmemeemeeme valug ------=----—- Net Annual Tax Tieid
Certificate Date Purchase Maturity Year-end Income Yield Liability ffter Taies
PSSR ey ¢fnfan $0,CeC $IC,LEC  §I0,6C0 § S5O 5.5 s.s
$ § $ S
MUTUAL FUNDS #edsadedss
-- Price per Share -- Price Year-End Net Annual Income  Total Yield
Naze Begin-Year Year-End Yield Value Income Yield Yield Liability After Taxes
2C 7Y LamTeY $ 2.2 $27.0 3 v $ T\OC $ zo0 3 1 e Fle-2:1¢f,, “e
et ermTean- TR g 2.2 $ 210 3 % $ Z.2¢ccC $ o 3 % _(5___1 ¢.c 9
MG C LS $ 27.5 $352.3 s ¥ $ 2.0¢ $ ‘oo S 1 20% Ffls 2% 46.C 3
COMPANY PENSION FUNDS ######34+4
Value Individuals Yearly Net Annual Tax Yield
Company Begin-Year  Year-End Contributions Increase Yield Liability After Taxes
X\ RZOK $25.50C  $ 3¢ BCO $_z.Coo $3.300 1297y N V2.4 %
$ $ t S _ s __ ek A
$ $ s ___ . 2 R A
HOME EQUITY #xssinies
Value Mortgage Loan Mor tgage Yield
Address Begin-vear Year-fnd  Net Increase  Amount Amount Paysents  Yield Liability After Taxes
3 m@itzad $ 2SN, co0  §3cCco0 $16,000 $127.0CO $29%6€C0O $13,000 n.g-.ix \1._2_;?_7_
$ $ $ $ $ $ S S, 4
$ $ $ $ $ $ —_r %
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COMPLETED INANCIAL ASSESSMENT WORKSHEET, FIGURE 2 tcont:inued)

REAL ESTATE - SELLING VALUE ##sessiess

---- Yalue Mortgage Laan Mortzage Tax vieid
bl Beqin~vear Year-tnd  Net [ncrease  Amount Amount Fayments field Liabilitv &fter Tases
Lo ficocc falece $_1,06¢ $C.5c0 g ¢ $Lcce 3 O 2 s
__________________ i $ $ $ - $ $ L e o
_ ¥ ¢ b3 $ § $ L
ANNUITIES sessssstess

---- Cash value ----- ingividuals Yeariv Net Annual Tau fieid
Company Begin~vear  Year-tEnd Contributions Increase Yield Lrabiitty  After Ta:es
Hanesce plaec | sazsee SR s8R o Tz
__________________ ] 5 t S $ ok
. $ $ t S $___ A
INSURANCE VALUE

---- {ash Value ----- Individuals Yearly Net Annual Tax f1ela
Company Begin~Year  Year-fnd Contributions Increase Yield Liability  After Taxes
ALvsiase $§ 000  §L.S0CO $_\co $ “100 S Fls- 2 Mo

$_ 3 S A %

$ $ S A i
PARTNERSHIPS AND BUSINESS VALUES #es4#34s44

L e Value - Individuals Yearly Net Annual Tax Yield

Company Beqin-Year  Year-End Contributions Increase Yield Liability After Taxes
AN EZE o $ S.000  §5500 s~ $_SCOo_ ey “s-2¢% 19 %

$ $ s __ $ ______ A A

$ $ t s ______ e %
PERSONAL FROPERTY *esessssss

----- - Valug --——-- Individuals Yearly Net Annual Tax Yield
Ttom(s) Begin~Year  Year-End Contributions Increase Yield Liability After Taxes
G ceiMs 5,700 $5.900 $__o __°: $_200_ 3.5 ¥fs-2% 2.8 1

$ $ t S $_ __ % %

$ $ $ $ h [/

TOTAL YEAR-END VALUE:

§ 05,000
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NET WORTH WORKSHEET, FIGURE

YeRR
TURRENT S5SETS #4see CURRENT LIABILITIES ertas
checking accowrts Mortgage (balance ques
Savings accounts Taxee
Certificates of deposit 0 ___ Debts ancluoing installment loans)
U.5. Savings Bonds (current value) ____ Insurance oremives
Life :nsurance {cash valves  _____ Charge account balances
Securities imarket vaiwe) Charitable pleages
Annulties surrender value:r other
Pension vested interest,
Real estate (market value) e TOTAL LIABILITIES
Business interests (market value) ____ .
Residence (market value)  ___ Subtract total liabilities ¢roe
total assets:

Furnishings, jewelry, autos, etc

‘current market valve) - TOTAL ASSETS .
other . - TCTAL LIABILITIES  __

TOTAL ASSETS = TOTAL NET WORTH

Source: 1
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1LY TERTITITATES ceetsere

Birth Flace

INFORMATION FILE, FISURE 4

DATE

-- Certificates Avaiiable
Birth Baptism Marriage Custody Divorce Death

Locatian of Recaras

SAMILY DATA tteesesy

Social Securit Frofessional
Camiiv Memter Nusoer scnact Dipioma School Grades Registration Location of Records
MEDICAL AND HEALTH RECORDS ##s#sesss
Tvpe tMedical/Dental Prescription Date of
Famlv Member Militarv/Coapany) Doctors Listing Listing Last Examination Location of Recoris
WILLS eosrsess
Lawyer Executor
Date (address, phone) (address, phone) Location of HWills

Fastly Member

FOWER OF ATTORNEY ses4s4dds

Type
(General, Limited)

Date Executed

Brantee

Date Expires (nase and address!

Location of Records
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INFORMATION FILE, FIGURE 4 (continued)

SRFE-DEPOSIT BGXES ereererst

Depository Person with Fower Where Contents
Box Number \name and address) Qwner of Attorney are Listed Location of kevs

LIFE INSURANCE: GRCUP AND INDIVIDUAL POLICIES sesestaes

Name o¢ Person
{nsured Face /alue Insurance Comparny Folicy Number Beneficiaries Location of ~aiicy

BURIAL PLOT #xerdsxs

Where Docusents Are Kept
Family Meaber Ceaeterv (address! (deed, 1nstructions for burial, organ donations) Preferred undertaker

HEALTH INSURANCE: HOSFITAL, MAJOR MEDICAL, ACCIDENT, DISABILITY #rs#ssss

Persan Insured Type of Coverage  Asount of Benefits Insurance Coepany Policy Number Location of Records

CASUALTY INSURANCE: HOMEOWNERS, TENANTS, AUTO, EXCESS LIABILITY #assiess

Policy Owner Type ot Coverage  Insurance Company Policy Number Policy Liait Agent (phone)
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INFORMATIIN FILE, FIGURE 4 tcont.nued/

EMPLIYES SENSION, 3AVINGS AND STOCK FLANS tesrseér

tioioyer

vaiue Date of valuation

Tvype ot Flan

Beneficiary

Name ot Carg

REDIT CARTS: BANE., MERCHANT, BROKER, GASOLINE s#xxyess

Issuer Account Number

Exprration Date

Report Loss phone

TAY RECORDS - LAST SIK YEARS s#eéseses

Mempers of <he
Famlv Filing

Tax Year

Federal and State Real Estate Fersanal Froperty

Lacation of Records

REAL ESTATE RECORDS #ssstiss

Location of
Description of Purchase and Receipts for Inventory of Property Tax
Property address) Mortgage Records Deeds and Liens  Capital Isprovesents Contents Receipts
AUTOMOBILE RECORDS #xs#viis
Title
Make, Model. Year Serial Nusber Motor Nusber Nuaper and State Date Location

- ———— e e 1 e o e s -




INFORMATION FILE, FIGURE 4 ‘continued:

CHILDREN S TRUSTS exaesses

Tvpe ot where Funas Custocian or Trystee
Zhiigd s Name Account or Trust Are invested (address) Trust Number

Locatian of Recorac

CHILDREN'S SAVINGS ACCOUNTS, CHECKING ACCOUNTS, CERTIFICATES AND TREASURY BILLS #%#s#ss¥

Child Institution Type Special Purpose Account Numoer

Location of Recoris

ADULTS " SAVINGS ACCOUNTS, CHECKING ACCOUNTS, CERTIFICATES AND TREASURY BILLS #ewesass

Special Purpose
Famlv Member Institution Type (Keogh, IRA, etc) Account Number

Location of Records

ADULT'S INVESTMENTS steessrs

Family Member/ Type (stock, bond Special Purpose Cusip or Nusber of
Company nutual fund, etc) (Keagh, IRA, etc) Account Nusber Shares or Units

Location of Records
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L0ANS AND GTHER LIABILITIES wesreres

INFORMATION FILE, FIGURE 4 (continued)

Ler.ger Amount Date Made Date Due Location of Records
FAMILY LOANS TO OTHERS ###issed
Familvy Member Uedtor Amount Date Made Date Due

Location cf Records

MILITARY INFORMATION sasdiesrs

Service Number

Commission Date

Date Entered Active Service

Pav Date

Miiitary Discharge Date

Lacatiaon of Military
Discharge Certificate

i e e e e e

e e e e e

5]
2

12
<

SOURCE: 2,3.4,3

Dates of Rank/ Promotion:
rade Date

o e e e

= e o o

——————————————
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CHAPTER [II

ANALYSIS

The next iogical step 15 to determine your personal and/or family cashtlow or budget. The Monthly Cashflow worksheet, Figure
S can be used as a quide. There has been a lot of emphasis in this area by financial planners and 1t can easily turn into tre
budget managing vou instead of you managing the budget. This analysis is intended for you to get a general look at how vou spenc
monev over a tvpical month, You may prefer to prepare this on an annual basis versus a sonthly basis. However, the monthly basis
wiil usually aliow vou to see areas where expenditures may be lopsided. Then you can determine if there are avenues to reduce

vour expenses. This may provide additional funds for other expenses or for investments.
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ME ¢néese

Jalary

Your own

your socuse s
Eonuses
Commissions
Tips
interest
Dividends
Rental property
Rovalties

Social Security

Pension benefits

Prot1t Sharing

Annuities

Life 1nsurance benefits

Other

MONTHLY CASHFLOW WORKSHEET, FIGURE S

FIXED EXPENSES ###4#

Housing (mortgage or rent)
Household insurance

Medical care & health insurance
Other insurance

Taxes

Installsent purchases

Savings

VARIABLE EXPENSES ####+

Food, at hose and out

Home maintenance and repairs
Utilities and fuel

Telephone

Clothing

Transportation

Entertainment, recreation, hobbies

Travel and vacations

Clubs and organizations

Charitable gifts and contributions --——-—=-=e—e—-

OPTIONAL EXPENSES #asxs

TOTAL Housing (improvesents or second)

- e - N S (.

Transportation (second/third car)

Extended travel (Europe, Asia)

- o

Other (boat, recreation vehicle)

e 1 o e e e

TOTAL
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CHAFTER iV

ADJUSTMENTS

This chapter reviews the attributes of various forms of insurance. As with all protection instruments, vou must decide how
much protection 1s necessary. And, this gquestion can not be answered once and for all. The amount and type of protection needs
to be reviewed annually or more often 1f a significant event occurs, 1.e. a child is born, a house 1s purchased, expensive jewelrv
acquirea or spouse starts working outside the home. The purpose of the figures in this chapter 1s to assist you 1n reviewing what

xin¢ of 1nsurance 15 necessary, some of the options available and deciding if adjusteents should be considered.

LIFE INSURANCE

The classic way of viewing life insurance is for life insurance to provide the difference between your living estate and vour
financial responsibilities. Naturally, if you have no dependents or financial responsibilities then you have little need for
1nsurance. [f you have a seall living estate, but significant financial responsibilities, such as dependents, then life insurance
can make up the difference. As you increase your living estate and your financial responsibilities have not increased, then you
can reduce your coverage. The funds that becose free can be invested to further enhance your living estate. The goal 1s to
become self-insured as soon as possible. Life insurance premiums are paid with after-tax dollars and these premiuss should be

reduced as s00n as possible.




Life insurance polizies can provide aniv protection or protection plus cash surrender value which 1s often referred %o as an
1nvestment aczgunt. Felicies tnat contain an “investment” element have higher premums than those praviding protection oriy.
Thus, 1t a set amcunt of dollars are set-aside for life insurance, the protection only policy will provide more coverage than tre
pelicy with “investment”. In cansidering life insurance you must decide how much and what tvpe of life 1nsurance 1s appropriate.

The Life Insurance Variations, Figure 6 putl:ines the various types of life insurance.

As 15 seen in this figure, term insurance generally provides protection only. Permanent and variable insurance provide
srotect1on and an investment account. Term insurance 1s the preferred way to fulfill your insurance requiresents 1f vour living
ectate will be sufficient 1n later years to provide for your family. However, if the ocutlook 1s you may have insurance
regquirements when you become vuinerable to i1llness or old age, when 1t may be difficult to obtain term insurance, then vou mav
want to consider a cheap permanent insurance policy. However, 1t 1s generally recommended not to use life insurance as an

investment. There are better performing and more flexible ways to provide for a coliege fund or a source of money to borrow. |

Your Net Worth Worksheet, Figure 3 can be used to help evaluate how auch insurance you need. A typical approach to getermne
“he amount of 1nsurance necessary 15 to sum the various needs should you die: immediate obligations, burial expenses, mortgage,
education expenses, living expenses and probate/estate taxes. These expenses will vary as the family gets older. Therefore,
these needs should be reviewed periodically. You must also decide if a spouse’'s incose will be considered. When adding vour
insurance policies, be sure to include Government prograss such as Servicesen's Broup Life Insurance (S6LI}, Social Security
Survivors’ Benefits, Survivor Benefits Plan and Dependency and Indesnity compensation (DIC). There are several organizations that
serve military members with current information about survivor benefits. One of the better known is The Aray and Air Force Mutuai

Aid Association, Arlington, VA 22211-5862 with a toll free nusber 1-B8@-334-4338 and in Virginia 1-783-522-3040.

The last word 1n insurance is to be a knowledgeable consuser. Before buying any tera, permanent or variable insurance
policy, cospare the benefits, premiuss and ratings of various insurance companies. As a cursory look will show, the cost for each
thousand dollars of caoverage for even group term policies will vary significantly. Group term policies at very attractive rates

are frequently advertised in the Air Force, Army or Navy Tises. “The ratings of tnsurance companies can be obtained fros “"Best's




{rsurance Regcrts", “lcnsumer Reports” and “Monev" magazines which are available in @ost libraries. Policies can be changec anc

ricers revized o nest .Qur needs. There are several things to «eep in ming about 1nsurance,

{. Determne vour .:e insurance needs as 1f you were going to die today and include an extra amount to offset 1nflation.

2. Every tew years the life insurance industry develops new mortaiity tables since people are living longer. [t these

“abies provide vou with a lower rate, then consider obtaining a new palicy and then redeem or cancel the old one.

-~ [
L

It is usually considered that by age 65 vou will or will not have accumulated a sufficient living estate to grecluge tre

neeq for 1nsurance. After age 65 your economic potential has greatly reduced.

4, Life insurance 15 to provide assets once you have died. Investments are to provide you assets while you are living, The

two should not be combined.

e

Z. All life 1nsurance policies contain protection only or some form of protection and an investment usually referred to as

cash surrender value.

6. [Deal with an 1insurance company with the sase regard for your dollars as you would when dealing with a bank.
7. Only a level term insurance policy with a fixed premium contains a constant amount of protection for the dollar paid.
Policies that contain cash surrender value cortain decreasing “insurance protection”. This is because the death benefit is

usually orly the face value and the cash surrender value usually resains with the insurance cospany.

8. [t 15 prugent to have a policy that is renewable and convertible without evidence of insurability. R waiver of premiua

rider 15 also worth considering.




3. The number of policies shoula e kept to an aosclute mmimum. But, vou should certainly keep vour group arg unconverstec

Bovernmert [ssue 3I' term poiicv.
14, Avoig partizipating solicies, 2

11, Take a close look at separate policies for family members and riders. [t 1s usuallv not prudent to purchase separate
insurance policies for famly members, except a spouse whose income 1S 3 significant part of the family buaget or a child that mav
nct be insurable at a later age. A family rider usually has an extremely low net payment cost. Accidental death benefits are

usually unnecessarv since war reiated deaths are not covered. Walver-of-premium, guaranteed insurability and cost-~of-iiving

riders may be worth consigering 1f the premiums are low and there are no military restrictions., 3
12, Avoird mortgage insurance policies, Usually a decreasing term poliicy that closely matches the reducing mortgage wil:

require a smalier premium.

AUTO INSURANCE

There are s1x basic types of auto insurance coverage in the standard policy.

1. Bodily injury liability. Provides payment for injury or death of individuals struck by your car or riding in your car

when involved in an accident.

2. FProperty damage liability. Provides paysent for dasage to other cars, telephone poles, buildings, etc., caused by your

car.




-

3. Medical pavments. Frovides pavment for medical enoenses for JOU Or anvane else rigding in vour car resuiting srom sr

accicent,

4, Collisien, ®rovides pavment <or Jamages to Jour Car resulting from an accidental collision with a fi.:eg or stazisrar,

abject.

S. Ccmprehensive (fire, thert, vandalismi. Provides payment to the cwner of the car for gamage resulting from -atural
disasters such as: fire, expiosion, earthguake, ficod, windstorm, hail, falling objects, collisicn with a bird or animal a3 <rom

arnatural damages of theft or larcenv, vandalism or maiicious mischief, and riot or civil commotian.

6. uUninsured dotorist and medical payments., Frovides pavment for medical expenses for individuals in your car. 4

Some of these coverages are essential and in most states compulsory. However, you need to review tne need for the coverage.
the amount of coverage and the amount of deductible. Bedily injury and property damsage liability are the two coverages vou shouig
not try to economize, Bodiiv injury liability coverage protects you and anyone driving vour car with your permission 1f an
accident accurs and someone is killed or injured. This pays for attorney's fees, court costs and judgements against vou. “he
property damage liability coverage pays for the damage to someone else’s property. While most states require minimuss, 1t is
recommended the average driver have at least coverage for bodily injury for $199,800 for a singie 1njury with a maximua of
$200,800 for all injuries 1n any one accident. The recossended coverage for property damage is $34,084. Considering the high
damage amounts awarded by juries, 1t is not uncoemon for drivers to have bodily injury coverage for $308,008 for a single injury

and 1,000,000 for all injuries.

But there are some areas to consider for savings:

1. Consider increasing collision and comprehensive deductibles. The savings you receive on your premiua should be balanced

with what you can afford to pay before the insurance starts covering the costs. You also need to consider the value of your car

and what the replacement amount you would receive if the car were totaled.




————

2. FitQoa fargl.icy company, S s@veral cimpanies thelr pelicv for increasing premiums due to accigent costs. accizent

freguUent., SCEBCITg TiCiets and Aow thev hangle minars.

Checr gut tre insurarce ratas on a car betore you buy 1t. The rates can vary considerably gepending upon the sel.ing

price, Cost 5 rapair, the size of the engine, a particular model and models that are likelv to be stolen.

4, Quest:ian vour neea +‘or medical payments. This coverage may duplicate your group health insurance. The oniv reascn %3

carrv medical coverage in an auto policy 1 to provide coverage not :n the health policy or to protect non-famiiy passengers.

[

5. Consider accepting the least possible personal injury protection. The only circumstances to consider iimiting the

coverage to the mnimus required bv the state 1s 1+ your group health policy would provide adegquate protection.

6. Do not reject uninsured or underinsured motorist coverage. This coverage will pay for you 1f you are hurt bv a hit-run

driver or someone with little or no liability coverage.

-

7. Be wary of most optionai coverages. Look hard at the coverage provided as compared to the premiua for such things as

towing, stolen radios and for a rental car while yours is in the shop. 35

8. Look at the coverage in your homeowner ‘s policy. This policy may duplicate sose of the coverage in your auto policy and

usually the homeowner ‘s policy is cheaper.
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MEDICAL INSURANCE

rou mav f1nd medical insurance 15 necessary 1f there 1s limited military support in your area. Also, with the reductions in
mlitary hospitais on The noriicn and the reductions in the manning of the remaining hospitals, militarv families mav pecome more
gependent on CHAMPUS (Civilian Health and Medical Program of the Uniformed Services) to pay for medical care. [f CHAMPUS 1z uced,
<ou will have te pay a porticn of the medical costs. It mav be desirable to consider a CHAMPUS supplemental insurance poiicy.
fecent Federal laws have capped at §1,889 per vear the share of CHAMPUS bills for dependents of active-duty seabers. The max:mum
sor cther beneficiaries iretirees, retirees famly, etc.) 1s $18,000 a year. Also, retirees will only provide a maximum of 3235
per dav for nospital stavs. However, there 1s no protection praovided for medical bills for services which CHAMPUS does not cover

r for charges that are abcve CHAMPUS rates. These are some limitations of supplemental policies.
1. Individuals with existing health probless may only ob.ain limited coverage.
<+ Individuals may not be covered for two vears tc protect the insurance firm against existing ailments,

2. "Full” coverage may not provide coverage for all medical expenses with some firas differentiating between allowable and

ercess charges.

4. Many plans change their coverage when a sesber retires. 6

Before purchasing a supplesental plan, you should read the annual "CHAMPUS, An Insurance Cosparison Supplesent® that 1s
printed by the Army Times, Navy Tises and Rir Force Times in the February time frase. This supplesent provides the latest
coverage of CHAMPUS and compares the coverage and premiuss of supplesental policies for many insurance coepanies. There are

several areas you will want to consider when deciding on the value of a supplemental policy.




i. How large a premium are vou wililng €0 pay”

J. few much zz.erage 13 provided compared to the amount of the premum’®

4

s your +amlv a high risk for certain diseases that will mount amedical bills above the CHAMPUS caverage®

4, Does a member of your family have a current condition that needs coverage now?

wn

Do vou want coverage for only 1npatient care or also for outpatient care?

6. Are you planning to have children and looking for “well-baby“ coverage?

7. How old are you and when do you plan to retire?

The Health Benefits and Costs, Figure 7 compares the benefits and coverage which the Service (Uniformed Services Hospitals)

and CHAMPUS provide.

HOMEDWNER 'S INSURANCE

Homeowner ‘s insurance usually provides coverage for the loss or damage of a house and/or contents and coverage for personal

liability. Homeowner 's insurance policies are usually structured as follows:




Declarat:ans. Specifies the pasic facts of the policv sucn as the policy holders, property address and dates of tne paolic..

Sectian . Froperty Coverage.

{overage A, House. Specifies the coverage for the house and any attached structures.

Coverage B, Detached Structures. Specifies the coverage for any structures on the property but not attacheg to tne

nouse.

Coverage (. ‘nscheduled Personal Property. Specifies the coverage for personal property plus borrowed i1tems on tne

property.

Coverage D. Additional Living Expenses. Specifies the coverage for the cost of temporary lodging during repairs to a

damaged home.

Supplemental Coverage. Specifies the coverage for general itess such as yard repair, removal of debris,

losses to credit cards and fire departeent charges.

Perils Covered Against. Specifies the list of perils which the property are insured against.

Exclusion. Specifies any areas not covered by the policy.

Conditions. Specifies general clauses such as coinsurance.




Section II. Liaoilitv Coverage.

coverage £, Fersonal Liability. Specifies coverage against a lawsuit for damages caused by family members or oets.

Coverage F. Medical Paysents. Specifies coverage for medical pavaents for injuries suffered bv others on or off tne

property.

General Conditions. Specifies conditions for 1tems like cancelling the policy, submitting claims and modifying the policy. 7°

The Homeowner ‘s [nsurance Types, Figure 8 outlines the standard types of policies with the corresponding perils covered and
standard amounts of property liability coverage. The standard amounts of Liability and Medical Payment Coverage are : personal
liapility - $39,800 each occurrence, medical payments to others - $38@ each person and damage to the property of others - $258

each occurrence.

There are several areas to consider to reduce your premiums or revise your coverage. Before implesenting any of these, you

need to analyze the potential premium changes versus the increased risk.

1. Specify a deductible amount. This will eliminate the risk to the insurance company for small losses. A minisum of $199
15 often available from insurance companies, with a $384 deductible being comson.
2. Specify replacesent cost coverage for personal property. This will provide funds to replace the item. Typically,

policies only provide funds for the depreciated value of itess.

3. Purchase a floater for high-value items. This will provide coverage for items such as jewelry, furs and antiques which

are valued above the usual $500 liait.

&




4. Specify personal liability coverage. This protection can be a part of the homeowner ‘s policy or as a separate umtrel.:
policy which is explained later. A minimum amount 15 usually $2S,008 but many insurers are recommending personal liaoility
protection up 0 ¥l mllion.

3. Specity medical coverage. This provides payment for minor accidertal i1njury to others while on or off vour property.
The payment 1s made regardless of who 15 at fault. This munimum amount 15 $589 per person, but many homeowners are 1ncreasing

-

this amcunt. S

6. Specity repiacement value for the structure. This will provide coverage for the house that will keep pace witn

inflation, Rememper, the value of the iand should not be included. 9

EXCESS LIABILITY

With the extremelv high damage suit awards, excess liability coverage should be given serious consideration. The limits in
standard policies may not cover these high awards. The caverage on the hoseowners and auto policies can be increased. But, 1t 1s
often-cheaper to establish the homeowners and auto policies at the minimsum coverage level that is acceptable to the insurance

coapany. Then add an excess liability umbrella policy on top of them. The recossended level is $t aillion. 16




LIFE INSURANCE VARIATIONS, FIGURE &

Tnese tables cuti:ine the characteristics of the major types of insurance policies. The major categories of policies are: ters.

sermanent ang variasie.

The general cnaracteristics of each policy category are listed first and then the variations ¢ollow. The

gurocse 2f =nese tables 1z to provide information on alternative forms of life insurance so the off1cer can assess :f ke has the
rignt tyoe and mix ot l:fe insurance. Each officer must decide the type, mix and amount of 1nsurance he needs. Naturally.
insurance needs will change cepending upon the family situation and lifestyle. This 1s a fertile area for assessing 1§ vour sun:.
are wiselv utilized o orovide adequate protection. It should also serve as a means to assess 1f vour protection can be reduced
ind the eucess funds 1nvested 1n other financial instruments.

TERM INGURANCE POLICIES semerrss

Death  Cash
Tvpe Descriotion Benefit Value Premium Considerations
Term -Lasts only a specified periog Face No Low ~Virtually no policies for people over 72
value ~Premiums increase as get older
~Protection from “premature" deatnh not death 1tself
Leve! -Face value and the premium remain Face No Low -A new policy must be purchased after the term expires
Term the same throughout period value
Decreasing  -Constant premium over the period Decline No  Lower -As get older, usually insurance needs are less
Term but the face value declines face ~Used as mortgage insurance since coverage can match
value decreasing mortgage amount
Deposit -Rewards policyholders who keep the Face Yes  Lowest -Pay a deposit as well as a premiua
Term same coverage for a long periad value -Deposits and interest returned at the end of the
period
-Deposit and interest lost if policy cancelled early
Credit -Sold as part of a consumer loan None No  High -Should be avoided because of its high cost
Life -Death benefit is usually paid to the loan company

-Provides insurance for the loan amount

#Alternatives: non-renewable -

renewable -
reentry -
convertible -

requires a new physical for each period and new policy (cheapest)
eliminates physical requiresents (cheap)

can renew if pass physical (cheaper)

can be converted to another policy




LIFE INSURANCE VARIATIONS, FIGURE 6 {continued)

PERMANENT INSURANCE FOLICIES #esseass

Type

tescrintion

Death (Cash
Benefit Value Fremium

Considerations

Fermanent

-Fremiums are paid until geath, but Face Yes  High

alsc builds savings that accrue

value

-Premiums collected greatly exceed the expected pavout
for death benefit

-Can borrow against accrued cash value at low rate

-Death benefit 1s generally tax free

-Cash value accumulations are tax deferred until
w1thdrawn

~Unpaid loans will reduce death benetit

-The nominal quaranteed interest accumulation on the
value of 3-8 is greatiy reduced 1f policy held for
iess than 18 years

-The longer the policy holder lives, the more of his
own money 15 returned to survivors

Straight,
Whole,
Jrdinary
Life

-Constant premiua throughout policy

Face Yes  High
value

Modified
Whole Life

-Premiums are lower than normal
during the early years, usually
S years

Face Yes  Average
value

-A combination of tera and whole life
-Term in the early years and then shifts to whole life

Limited
Payment
Life

-Provides lifelong protection but
premium period is shorter

Face Yes  Higher
value

-Constant premiuas for a limited number of years and
then is paid-up

-Paysents larger the shorter the premiua period

-Offers less coverage for dollars spent in earlv vears
when need protection most

-Usually considered poor choice in inflationary times

Endowsent
Lite

-Guarantees a specified sum of
of soney available on a specific
date

Face Yes  Highest
value

-Purchased by parents for children's college fund or
elderly for retiresent

-Used as a forced investment plan

—Cash value usually invested in stocks

-face value is also paid if person still alive after
policy period

-A forced savings that guarantees sua to beneficiary

#Features: Automatic payment - can use accrued cash value to teeporarily pay premius

Long-tera rights - if cancel policy can (1) withdraw cash value as a lusp sus

{2) pay premiums as long as cash value lasts

{3) use cash value to purchase a paid-up policy at a sealler tace value

Cash value - accumulated interest is tax-deferred until withdrawn
Policy loans - can borrow against cash value at relatively low interest rates
Single premium - a single presium pays for a lifetime policy
Paid-up - cash value builds sufficiently to start paying preaiua
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LIFE INSURANCE VARIATIONS, FIGURE & (continued:

VOFTABLE INSURANCE FOLICIES #xtes

Considerations

-Frovides flexible structure designed to allow greater

return on the savings portion and move betweer tern
and permanent insurance

-Allows the policy holder to earn higher rates of
return by choosing to put cash value 1nta higner
risk investments: stocks, bonds, monevy markets
-The cash vaiue performance 1s not quaranteed but a
minimum death henefit 15 usually quaranteeg
-Policies with cash value buiid-up are verv 1iliquid
unless pelicy 1s cancelled or a loan taken
-Cash value accumulations are tax deferred unt:i
withdrawn

-Designed for change by raising or lowering premium,
increasing or decreasing coverage, lengthening or
shortening both the protection and premium periods

~Flexibility is accomplished by adjusting the term
portion

~Combines insurance with a high rate of return on
earnings

~Extremely flexible

~0¢ten high initial charges and annual fees

~Ters portion may be aore expensive than a separate
tera policy

Death  Cash
Type Descriotion Benef1t Value Fremium
Variaple -Combination of permanent and term  Min  Yes Average
Lnsurance iNo
diustagie  -Frovides camplete flexihility Flex Yes  Average
_ite for adjusting the policy
cond:tions
Jniversal -Combines term insurance and a Face  Yes Average
Life a cash value account that value
resembles a money market account + cash
value
Family -Combination of permanent life for Face VYes Average
Income death benefit and declining tera
Life for monthly incose

~The declining term is structured to satch the needs
tor growing children

AR




LIFE INSURANCE vARIATIONS. ~IGURE = czontinueq:

SENEFAL 25TIONS 73R MANY POLITIES #exes

fartizipatitg rar gelizvis These policies generallv have higner premiums because the prem:um :s zet nigh enough to Cover :he cist
of protection, to allow the policv to builld a casn value and to return a profit to the insurance
company, The profit is usuallv shared with the poiicy holders in tne form of a dividend, &ut there
15 oniy a dividend :f the insurance company has a good return on thelr investments. The divigerd car
be taken as cash, premium reduction, left to accumulate with the company or buv acditional imsurarce.
This allaws the insurance companv to use the policv holders monev throughout the vear.

Ncngarticipating ‘Nonpar policy): No dividends. Usually the recommended policv.

“vpizal palicy riders (consider the added benefif versus the increased premium
-Wai.er of cremium: policy continues without premiums if the policy holder becomes totailv disabled before a zoecif:c age
-d.zaf:ilitv income: provides monthly income after a warting period if the policv hoics- becomes totallv disabled

-guaranteed 1nsurability: guarantees the right to buy additional insurance without regard to health, uc to a specitied age

Sraup Life [nsurance: -life insurance sold to groups
-commonly emplovees of a given organization
-members of a professional association or identifiable group
-usually the lowest cost of a coaparable individual policy
-usuaily available without the requirement of a physical examination
-meets the general needs of the group rather than the specific needs of a single member
L N -usuallv limited to the period a person is the member of the qroup
-may have limited provisions for renewing or converting
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---------- Active futv

Service Members

HEALTH EENEFITS AND COSTS,

Families

il
-

RE 7

&

Fetirees and Families

{egendent Farents

uni1tormea Services

Hosp1tais

-~ Qutpatient
- tenefits
--- Losts

-- Inpatient
--- Zenefits

--- Costs

1es

No charge

es

Small daily fee

Yes, space available

No charge

Yes, space availatie

Small daily fee

Yes, space avallable

No charge

Yes. space available

Small dailv fee

Yes, space avaiiaple

No charge

Yes, space ava:iacle

Small dailv fee

CHAMPUS
-- JQutpatient

--- Benefits

--- Costs

-~ Inpatient

--- genefits

--- Costs

— Handicapped
Prograns

--- Benefits

--- Costs

After deductible, 26%
of allowable charges

Seall daily fee

No programs

Yes

After deductible, 26%
of allowable charges

Yes, may need nonavail-
ability statement

Seall daily fee

Yes

Depends on pay grade
of servicesesber

Yes, unless entitled to
Medicare {(Part R)

May need nonavailability

statemsent

After deductible, 23%
of allowable charges

Yes, unless entitled to
Medicare (Part A)

25 of allowable charges

No

No programs

No

Not eligible for CHAMPUS

No

Not eligible for CHAMPUS

No

No programs

Source: 14
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CHAPTER v

ALTERNATIVES

As discussed earlier, a goal should be to try and shift funds to increase your living estate so yOu can meet future e:penses
such as the purchase of a car, college costs, another house, retirement, medical costs or unexpected losses. Each person neecs *s
balance the expenditure for a current lifestyle with the setting aside of funds for future protection and financial rieeds. rYou

shouid consider each sigrificant financial action by its effects on the future as well as on the present,

This chapter outlines alternatives for building your living estate. The areas covered are home aortgages, consumer credit,

college costs, tax-sheitered pension plans, trusts and investaents.

The purchase of a home will probably be your sost significant decision you will make. The real estate information in the
appendix from the newspaper gives you an idea of sose considerations in buying, owning and selling a house. Mortgage Varieties,
Figure 9 sussarizes various types of sortgages you should consider when purchasing a house or refinancing an existing mortgage.
The newest type of mortgage is the two-step. It is a cross between an adjustable-rate loan and a 30 year loan. The first seven
years the rate is fixed at one rate. Then for the resaining twenty-three years, the rate is ad}.sted upward to a fixea rate.

This type of mortgage 1s aimed at military families and people who are reqularly transferred.




#hiie “he Jurcrase of a RGUSE 15 Sat1stVING vOUr housing needs 1t 1s also building equity. The assumption is the nouse wii.
apcreciate in Lalue. This needs tc be one of the coansiderations when you purcnase & house and evaluate 1f the nouse wili
azoreliate. If the cutiook ts unfavoraple. vou mav want to consider renting a house. But, 14 the house appreciates and the
equit. :€ Suilfing, sou will nave several alternatives in later life: sell the house and cash-1n on the equity, establish a

reverse mortgage or eave the house to vour heirs,

Since reverse mortgages are a fairly new concept, 1t will be discussed in further detail. Tvpicallv. a financiai institution
either buys tne home or loans monev against the home. The seller often guarantees the occupant lifetime occupancy. The nomeawner
zan also structure the arrangemert so thev receive a lifetime monthly stipend or annuitv. In most plans, the financial
1astitution, ngt the estate, will gain possession of the residence at the death of the owners. Write Home Fauity Conver-ion

Praject for more information. These are different than a home-equity or hor2~improvesent loan. |

Reverse mortgages have been structured 1n the last ten years. The idea is to provide a monthly income to homeowners using
the equity in treir home as collateral. To qualify the home sust be free and clear of any mortgages or loans. The aortqages are
tailored to tnhe elderly so they can live out their golden vears i1n more cosfort and security at the expense of their estate. Here

are the various types of reverse mortgages and where they are available.

Fixed-term Reverse Mortgage. This was developed for retirees who need additional monthly income for a limited period of
time, usually Z te 12 vears., Monthly cash advances cease at saturity and the loan plus accrued interest must be paid to the
iender - usually requiring sale of the howe. Loan limits vary but can be as high as $258,000 or B of the hose's appraised
value. These loans are available in Arizona, California, Connecticut, Indiana, Massachusetts, Minnesota, New Jercey, New York and

Wisconsin. Additiomal inforsation is available from National Center for Hose Equity Conversion, 118 E. Main, Madison, WI 53783,

Seiit-term Reverse Mortgages. This provides monthly loan advances for 16, 13, or 28 vears, but repaysent 1s deferred until

the borrower dies, maves or sells the home. These loans are available in Cronecticut and Rhode Island. Adc tional information 1s

available from the Connecticut Department on Aging, 175 Main St Hartford, Conn. 85186, or phone (B8@) 443-9946, Also,

LY




19#2rnaticn i3 a.ailacie ¢‘rom the Rhode [sland Dedartmert of Elderiv Affairs, 79 Washington St., Frovidence, Rl 82947 or ohcne

c1ne-of-credit Reverse Mortgage. This 1s designed more for coping with unexpected expenses than meeting regular montriy
21i:s. Tne repavment of the loan and the accrued interest can be deferred until the borrower dies. moves or seils the hoae.
These 1dans are z.a:lable 1n Marviand and Virginmia. Additional information is available from the Marvland DHCD-CDA, Atin: Me.
Bronwvn Belling, 45 Calvert St., Annapolis, MD 21481 or the Virginia Housing Development Authority, Attn: Robert Adams, 17 5. 1Itn

St.. Fiznmeng, VA 23016,

shared-appreciaticn Reverse Mortgage. This guarantees monthlv loan advances for as long as the borrower continues to own anc
live 1n tne home. In exchange, the owner (s) surrenders soee of the home's future appreciation. The size of the monthiv loan
advance 15 based on the home-cwners life expectancy, the home’'s value and the percentage of the home's future aporeciation that 1s
to be shared. These loans are available in Connecticut, Delaware, Maryland, Ohio, Pennsylvania, New Jersey and Virginia.
Additional 1nformation is available from the American Homestead Mortgage Corp., 365 Fellowship Rd., Mt. Laurel. NJ 88854 or phone

(609) Bb6-8800.

Additional 1nformation, advice and clearing house services are provided by the Aserican Association of Retired Fersons
{AARF). Thev also publish several free manuals on the subject, including a helpful 44-page “Consumer's Guide to Home Equity
Conversion". Contact AARF, Home Equity Inforaation Center, 1949 K St. N.W., Washington, DC 26849. 2 Information on lenders
around the country offering reverse mortgages say be cbtained by sending a self-addressed, stamped envelope to the National Center
for Home Equity Conversion, 1218 E. College Drive, Suite 308, MN 36258. The Housing and Urban Development (HUD) Department has
launched a pilot program for reverse mortgages. Information may be obtained by writing to HUD, Single Family Development

Division, 451 Seventh Street, SN, Washington, DC 26418, 3




CONSUMER CREDIT

There 1s 3 wi1de varietv of interest rates from various sources for consumer credit. Consumer Credit Sources, Figure !9
supmarizes the available firms. Of the five sources listed, life insurance companies generally provide the lowest cost source cf
credit 1f 1nterest rate is the only thing considered. However, you are borrowing against your own money and in the iong run 1t
may be an expensive line of credit. Credit unions are generally the next least expensive with banks and savings ang loans a
iittle more expensive. The most expensive 1n the table are consumer finance companies. Loans may be obtained from a varietv of

other sources: sales finance companies, pawnshops, remedial loan societies, mail order loans, friends and relatives and loan

sharks, 4

COLLEGE COSTS

Most officers consider college cost as an inevitable expense. With the total cost for in-state colleges and universities
averaging $25,088 for four years, prior planning is prudent and usually necessary. This is especially true if you have more than
one child. These costs can vary drastically depending upon the school chosen, the nusber of trips home, the amount of spending
money and the living accomsodations. The amount of money parents have to provide can also vary if:

1. Scholarships are available,

2. The student works during the susser and/or part-tise during the school year,

9




A Service academv 1s selected,

4. A Reserve o+ficer Traiming Corps {(ROTC) scholarship 1s considered,

A KOTC scnolarsnip 1s accepted, does the school alsc provide free room and board,

on

6. Student loans are utilized and

7. A home equitv loan 1s considered.

Cos* information on 3,588 colleges is available in "The College Cost Book", published by College Board, 888 Seventn Avenue,
ew York, NY 1#184. The College Board's Early Financial Aid Planning Service will analyze your eligibility for scholarship aig
for a small fee. For additional information, write to Early Financial Aid Planning, PO Box 2843, Princeton, NJ #8541. For
information on federal scholarships write to Student Guide, Departsent DEA-84, Public Documents Distribution Center, Pueblo, CO
81969 and ask for a free copy of "The Student Buide: Five Federal Financial Aid Programs“. If you have questions about federai
programs you may write Student Financial Assistance, PO Box 84, Washington, DC 20644, Your state may also offer financial
assistance. There are many books available on the subject. Two of which are "Don’t Miss Dut: The Asbitious Student's Guide to
Scholarships® and "Loans® by Octameron Associates, PO Box 3437, Alexandria, VA 22832 and Financial Aids for Higher Education bv

William Brown, 2440 ¥erper Boulevard, PO Box 539, Dubuque, Iowa, 52081, 35

The fallowing are a few programs available to reduce the cost of college.

1. Accelerated Programs, College credits can be obtained for Advanced Placesent courses and examinations coapleted in high

school. This may account for a full college year. Diligent students can cosplete a four year program in three or substitute a

sumser semester for a mid-year sesester.




-

2. Cooperative Programs, A student will alternate semesters between the school and a company. Usuallv the salary trom the

company will pav *or the school. This is usually structured as a ¢ive vear orogram.

-

are hcme state grants, scholarships and loans for resigents attending in-state schools.

J. Attending an in-State Schooci. The in-state tuition 1s usually cheaper especially for public institutions. Also. there

4. Teaching Frograms. Manv states will orovide free tuition to state schools for students who agree to teach in the publ:ic

school system in the state for a certain number of years after graduation.

S. Community Colieges. Students can attend the first two years at a community college and receive an associates degree.
They zan then transfer to a four vear school to complete work for a bachelor's degree. However, be sure all the credits are
transferable prior to embarking on this course. Usually state schools will accept all the credits from in-state comsunity

colleges. The community colleges are cheaper and students often live at home.

4. Employer-Faid Plans. Many companies provide generous tuition benefits. These range érom the cospany funding night

school classes to sending employees full-time.

7. Mlitary. The Service academies (West Point, Annapolis and the Air Force Acadesy) are free but highly coapetitive.
available are the Reserve Officer Training Corps (ROTC) scholarships, educational benefits for joining the Reserves or the

National Guard, and educational programs for enlisted men and women.

8. Correspondence Courses. Students can take inexpensive correspondence courses from an accredited school that can be

accepted for transfer to a comsunity and/or four year school.

9. Special Programs. Sose schools reduce tuition for students of alusni and students with good grades. There are also

special programs for wosen and minorities.

St

Also




18. Earlv Payment. Some schools are reducing tuition 1é the entire college costs are paid in advance. Some schools are zver

allowming parents with new porn children to pav for the child's college costs at todav s prices,

11. Veteran s Dependents. There are some educational benefits avallable to dependents of deceased or Jisabled veterars,

Some may be eligible under Lenefits of the GI Biil, Others may be able to attend service academies without competing.

—

2. ConSern Pragras. The ConSern progras of the u.S. Chamber of Commerce has a virtually unlimited pool of funds to use for

loans. Additional information can be obtained by telephoning 1-8688-585-LOAN.

12. Qther Sources. Military officer, enlisted and service associations offer college assistance funds. Assistance can alsc

be obtained from comaunity organizations and labor unions. 6

The living estate vou establish should consider college costs if you have children. In recent years, the tax laws have
eliminated many of the financial vehicles that could be used to benefit minors, especially for college expenses. Consult a ta:
consultant or refer to the latest tax preparation guide. However, there are few ways to set aside funds for ainors that have

benefit over a normal investment.

1. Outright Gifts. An outright gift of $18,084 per adult for each child can be given without being subject to gift tax.
The gift can be in the form of soney or securities. Naturally, the child will be liable for tax on the interest but this will
usually be at a lower tax rate than the adult i the child is 14 or older. If the child is younger than 14, the interest is taxed
at the parents tax rate. But these gifts are irrevocable.

2. Bifts to Colleges. There are certain situations where gifts can be given to colleges with the provision that the earned
1ncose be used to fund a child's tuition and after graduation a scholarship fund be established.

3. Home Equity Loans. This is a very popular way of borrowing soney and is still getting some tax reliet on the interest

paved.

32




4. Savings Bonds. As of January 1, 1998 United States Series EE savings bonds can be purchased and the interest :s tax-free

as long as the entire principal and interest are used for college costs. 7
After evaluating vour financial situation and alternatives available, it may be necessary to obtain a college loan. Coilege

Loans, Figure 11 outlines some of the typical loans available. The loan rates in the table are likely to varv. The "need” means

vou can get the loan 1 vou qualify for financial aid.

TAX-SHELTERED RETIREMENT PLANS

Taz-sheltered retirement plans are another alternative for building your living estate. The most popular is the Individual
Retirement Account (IRA}. But, the tai code has changed 50 only certain taxpayers can quality tor an IRA, The annual
contribution can be subtracted from your taxable income for singles with an adjusted gross income below $23,008 and married
couples filing joint returns with less than $48,808, Part of the contribution can be deducted for singles with income between

25,000 and $35,808 and joint filers between $48,990 and $50,000. The deduction is eliminated for singles above $35,888 and j01nt
filers abaove $50,666. The contribution should be sade as soon in the year as possible. It can be made as early as January ! of
the tax year or as late as April 15 of the following year. And, IRAs can be opened into sost any kind of investsent as long as a
custodian is utilized. However, it doesn’t make sense to invest in tax—free instruments since the contribution and the earnings

are tax deferred until they are withdrawn.

IRAs are very flexible accounts that say be invested in anything from a savings account, sutual funds, bonds or real estate
partnerships. But the account must be opened specifically as an IRA account and the Internal Revenue Service sust certify the
institution and the account. In the case of a disability prior to age 59 1/2 the funds say be withdrawn without penalty. And in

the case of death, the funds are collected by the beneficiary without penalty. If taxes have been deferred on either the




contribution or the growth and Lncome generatec, the taxes are pald upon withdrawal which can usually start at age 59 1/2. Alsc,
it individuals continue to wark past 78 170 they can gererally roll the funds over 1nto a new company plan 1f thev change
amplovers ar thev can put 1t 1nto an [RA, Earlv withdrawals of contributions that have been excluded from income tax will become
tazabie and may face a 1% penalty by the [RS, Generally. when an emplovee leaves a company after an eligibility period or

retires, the amount credited to the emplovee’s account is collected by the emplovee. The employee can roll-over the funds intg a

new company s plan or 1nto an IRA.

Spouses are often in a situation of being able to participate in private retirement plans which can significantly enharnice a
families financial well being. While on active duty, military members can also set-up an pension plan 1f they are self-emploved
an a part-time basis such as with a hobby. The Tax-Sheltered Retirement Plans, Figure 12 outlines characteristics for varicus

plans.

TRUSTS

Trusts can serve to provide effective property sanagesent with a side benefit of reducing or avoiding income, estate and/or
gift taxes. Currently, an estates sust be valued over $699,008 before it is federally taxed. But, with many homes in the
$300,000 price range, you may be closer to the $409,009 threshold than you expect. Your Net Worth Worksheet, Figure 3 wmill help

you determine your estate value. The players in a trust are as follows:

1. Trustor. The person who establishes the trust.

2. Trustee. The person/ institution to whom the property (trust corpus or principal) is transferred. This person/

institution then has “legal" title to the property.




3. Beneficiaries. The person/ institution who have "equitable” title to the propertv. There are two types of

peneficiaries:

A. Income Beneficiaries. Thev have use of the property for a certain time.

B. Remainder Beneficiaries. They take the property after the income beneficiaries period ends.

Trusts are usually established bv a lawyer, but many local banks also have trust departments for specific types of trusts.
The several tvpes of trust are summarized in Trusts, Figure 13. Probably the most important aspect of establishing a trust i1s to
select a trustee who will have longterm loyalty and financial capability, 8  Before entering into a trust, consult with a

lawyer and/or a financial advisor. You may also want to read several financial books which can provide you with lessons-learned

and clauses to consider.

INVESTMENTS

‘Certainly there are an unlimited number of investaent instruments available. The difficulty is to assess these instruments
and decide how they could fit into your investsent strategy. The other challenge is to be able to coapare different investsent
instruments to determine the relative merits of each. The intent of the Investsent Performance, Figure 14 is to show the
differences for various financial areas. The figure divides the instrusents into two cateqories. First are fixed dollar
investments. These investsents earn a definite yield while the invested amount does not grow except for the earnings. The second
are variable dollar investments. These investments have a rate of return that will vary depending on sany factors such as the
growth of the cospany or industry, changes in governsent policies, etc.. Although the yield is not quaranteed, it will generally

be greater than fixed dollar investments because the risk is gen;rally greater. This will allow the individual to assess the




alternatives and decide which course of action to pursue or at least get additional information. ™ e bibliography provides

scurces avariable at local libraries for this additional information,

3

-

(%)

while mcst of the headings of the Investment Performance, Figure 14, there are a few 1teas of explanation.

Overall risk - the safety level, considering inflation, deflation, business, interest and market volatility,

Frobable vield - the pavment prior to taxes.

Appreciation of capital - the increase in value of the principal invested.

Liguidity - the time required to convert the investment to cash.

Maturity - the tise for the principal to be returned.

Inflation protection ~ does the principal grow with tise to outpace inflation.

Volatility ~ the impact on the value of the investsent from the rise and fall of the market.

Each investment instrument has unique characteristics. The Investment Information, Figure 15 outlines some of these

characteristics. Here are a few words of explanation of the table.

1‘

Usual minisum investsent - the ainimum amount of money to start the investaent.

2. Managesent required - the amount of time required by you to sanage the investasent.

z




Inttial fee - the amount of money paid to the companv ar broker to initiate the investment.

wd

4, Suitadie for mutual funds - are mutual funds available that deal in these tvpes of investments.

9. Tax liabtlity - what portion of the investment are subject to taxes.

o. Important advantage - the single chief advantage of the investsent.

Major disadvantage - the cingle chief disadvantage of the investment. 9

Since mutual funds are very popular investments, there are several things to consider before you buy.

{. Go to the library and look at the September issue of “Forbes® magazine for the annual review of sutual funds. This issue
reviews the performance of sutual funds and provides addresses and telephone numbers for each of the funds. Take a look at the
the "Honor Roll of Mutual Funds®.

-

2. Write or telephone the company for a prospectus.

3. Look at the prospectus for the perforsance over the last year, five years and ten years. Especially consider how the
fund performed during major market downturns. Note if the fund’'s manager can shift out of stocks into U.S. Treasury instrusents
that can give protection during sarket losses. The prospectus will indicate if the fund can be purchased directly from the

company (no-load) or fros a broker (load).

4, Take a hard look at large funds that may find it difficult to shift investsents easily. Saaller funds usually have

greater flexibility,
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3. Fungs that are a part of a tamiiv of funds provide flexibility in switching detween funds depending upon the economic

outiook.

o. [iversifv mcnev in funds with different investment objectives. If a fund specializes in a singie industrv or

geographical reqion, 1t mav be wise to diversify between funds. 18

I¢ vou decide to use a broker to manage part of your investments, there are several types of brokers avatilable.

1. Banks. They usually deal in certificates of deposit, bonds and some money market mutual funds.

2. Discount Brokers. They usually do not provide advice, but only buy and seil a full range of investsents at giscounted
commissions. There are two categories of discount brokers. Value brokers have their cosmissions based on the value of the
transaction. While share brokers have their commissions based on the number of shares purchased.

-

3. Full-line Brokers. They pravide market research and services that include checking, credit cards, mutual funds, stocks

and bonds. 11

Most financial banks, especially the larger cossercial banks, have various department to assist individuals. These services
range from financial/ estate planning, trust departsents to investment corporations., The fee for the financial/ estate planning
services can be $2008-$6000. But, the financial counselors will provide an unbiased, objective view of methods to obtain your
financial goals, how adequately you are meeting your insurance requiresents, alternatives for financing college, the outlook for
retiresent finances and ways to structure your estate. Certainly, this service is not cheap, but 1f you are in a quandary about
your financial matters and are unwilling to accomplish the leg-work to get ssart, then perhaps this is a viable alternative.
However , the people in the trust departsents and investsent corporations can provide a wealth of assistance at nc charge. The
only time there is a fee 15 if you purchase certain instrusents from the investment corporation which operates like a brokerage

house.




It vou decide to use a broker arfiiiated with either a bank or a brokerage house, vou need tO find gut what kind Of insurance

the firm has tc protect vour account 1f the firm experiences €inancial troubles and/or declares bankruptcy. You don t want vour

account lost or tied-up 1n litigation tor months or vears. Also, there are several guestions vou shouid ask a broker.

1. HRave vou decne the research on this stock or has an analyst?

2, Do vou consider the stock undervalued?

3. what rate of earmings growth can [ expect?

4. How do vou know the company 1s well managed?

5. Whv should I buy this stock now?

6. How does this stock fit in with sy overall strategy?

7. Who are the large shareholders in this coapany?

8. What are the chances that the stock will go down instead of up?

9. Where :s the stock traded?

18. Is this stock better than the one you sentioned last week? 12
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MORTGAGE VARIETIES, FIGURE 9

Tvpe Jescription Considerations
Fiieg-rate -F1xed interest rate, usuailv long-term -Offers stabilitv and long-term tax advantages
mortgasze -Eoual monthiy pavaents ot principal ang interest -Limited availability

until gJeor is gaid 1n full

-Interest rates may be higher than other tvpes
of financing
-New fixed-rate mortgages are rarely assumabie

Flexibie-rate
mortage

-Interest rate changes are based on a financial
index, resulting 1n possible changes in monthly
payments, loan term and/or principal

-Some plans have rate or payment caps

-Readily available

-Starting interest rate 1s slightly below market,
but payments can increase sharply and freguentiy
1f index increases

-Payment caps prevent wide fluctuations in pavments
but may cause negative amortization

-Rate caps. while rare, limt amount totai debt can
expand

Renegotiable-
rate mortgage
(ralicver;

-interast rate and monthly pavments are constant
tor several years; changes are possible thereafter
-Longterm martgage

-Less freguent changes in interest rate offers
some stability

Balloon
mortgage

-Monthly pavments based on fixed interest rate;
usually short-ters

-Fayments say cover interest only, with principal
due in full at end of term

~0¢fers low monthly payments but possibly no
egrity until loan is fully paid

-When due, loan must be paid off or refinanced
-Refinancing poses high risk 1f rates clim

Graduated
payment
mcrtgage (GFM)

-Lower monthly payments rise gradually ({usually
aver S-18 years), then level off for Juration of
term

-Easier to qualify for
-Buyer ‘s income must keep pace with scheduled
payment increases

Graduated
paysent
adjustable
mor tgage (GPAM)

-Simlar to graduated payment but flexible interest
rate

-Additional payment changes are possible if index
changes

-With flexible rate, payment increas.s hevond
the graduated paysents can result in additional
negative asortization

Shared
appreciation
mor tgage

-Below-sarket interest rate and lower monthly
payments in exchange for a share of the profits
when property is sold or on a specified date

-Many variations

-If house appreciates greatly, total cost of loan
jumps

-1 house fails to appreciate, projected increase
in value may still be due, requiring refinancing
at possibly higher rates

Assumable
mortgage

~Buyer takes over seller’'s original, below-sarket
rate aortgage

~Lowers monthly paysents

-May be prohibited if due-on-sale clause is in
original mortgage

~Not permitted on most new fixed-rate mortgages

Seller
take-back

-Seller provides all or part of financing with a
first or second mortgage by

-May offer a below-sarket interest rate

-May have a balloon payment requiring full paymsent
in a few years or refinancing at market rates
which could sharply increase debt




MORT2AGE VARIETIES, FIGURE 9 (continued)
Tvpe Jescrioticn Considerations
#ragarcund -Selier xeeps original low rate mortgage -Lencer mav call 1n olo mortgage and require higher

-Buver makes pavmert to seller, who forwards a
pcrticn ‘o the iencer holding original mortgage
-0¢fers iower effective i1nterest rate on total
transactian

rate
-if buver defauits, selier must take leqal action
to collect debt

Brawing equity
mortgage GEM)
irapid pavoff
nor <gages

-Fixed interest rate but monthlv pavments may vary
according to agreed-upon schedule or index

-Permits rapid pavaff of debt because pavment
1ncreases reguce principal

-Buver ‘s incaome must be able to keeg up with
payment increases

_ang contract

-Seller retains original mortgage

-No transfer of title until loan is fuilv paid

-Equal monthly payments cased on below-market
interest rate with unpaid principal due at loan end

-May cffer no equity until loan 1s fullv paid
-Buyer has few protections 1f conflict arises
during loan

Buy-down -Developer (or third party) provides an interest -0ffers a break from higher pavments during early

subsidy which lawers monthly payments during first years

few years of the loan -Enables buyer with lower 1ncome to gqualify

-Can have fixed or flexible interest rate -With tlexible-rate mortgage, payments mav jumo

substantially at end o subsiay
-Developer may increase seiling price

Rent with -Renter pays "option fee" for right to purchase -Enables renter to buy time to obtain down pavment
option property at specified time and agreed-upon price and decide whether to purchase

-Rent may or mav not be applied to sales price -Locks in price during inflation times

-Failure to take option means loss of option fee
and rental payments
Reverse -Borrower owns mortgage-free property and needs ~Can provide hoseowners with needed cash
annuity incose -At end of tera, borrower must have soney available
rortgage -Lender makes monthly payments to borrower using to avoid selling property or refinancing
lequity property as collateral
conversion)
lero-rate -Appears to be completely or almost interest-free -Peraits quick ownership
and low-rate -Large down payment and one-timse finance charge -Mav not lower total cost (because of possibly
portgage -Loan repaid 1n fixed sonthly payments aver short increased sales price)
tern -Doesn’'t offer lono-term tax deductions

Two-step -Combines adjustable and fixed rate features -Advantageous to military and families with regular

-First 7 years rate 1s 3/8 below 30 vear fixed rate
-Remaining 23 vears, rate is set at 2.25 to 2.5
points higher than 18 year Treasury Notes

-No additional fees or charges at readjustment time

maves
-Advantageous to tirst-timse hose buvers who expect
to buy-up in houses in 7 years

SOURCE: 13, 14
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COLLESE LOANS. FIGURE 1t

Interest Rate Terms Masimum per vear

Cartagery Tyoe %) ivears) ($: Restrictions

FESERAL _JANS te»s

cari U. Ferkims National g 19 2,250 Generallv reserved for famiies
Direct Stugent Laan With incomes less than $I4,998
Suarantazec Student Loan 8% for first four 18 2,625 in each of  Families with incomes over $34.06¢
{(G3L: years, 19% after first two years, must pass an additional test

$4,806 1n years 44

Supclemental Loan for I.73 points above 18 4,000 Open to all
Studentz and Loans for {-vear Treasury bill
Farents rate; 12 cap

STATE LOANS wxess

Connecticut Family 14,98 11.75 19,008 Stugent must atteng a Connecticut
Education Loan school

Towa Higher Education 11 19 5,000 Student must attend a Iowa private
Loan school

Louisiana Association of 16.8 12 4,006 Student must attend one of six
Independent Colleges and participating private schools
Universities Loan

COLLEGE LOANS w##+#

Emorv University 7 12 9,238 Student sust be ineligible for
Student-Parent Loan scholarships

Stanford University 9.25 8 15,988 Family must have income over $25,000
Farent Lcan

Northwestern University 8.25 6 11,000 Family must have incose over $104,00¢
Parent-Student Loan

COMMERCIAL LOANS #a#ie

knight Insurance Agency 18.23 18  106% of college None

Extended Repayment Plan costs

Tuition Plan 13,99 19 100% of college Borrower must be a resident of one of

costs 38 participating states

Mellon Bank Edu-Check 12.4 8 189% of college None

Program ., costs

ConSern, U.5. Chasber Variable 13 25,000 None

of Commerce

SOURCE: 16
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CHAPTER VI

STRATEGY

A theme throughout financial books 1s you must take charge of your ¢inancial interests and make some decisiors on when, now
and now much to invest, save and spend. It 1s usually a mistake to make no decisions and travel through life in limbo. This
often leaves vou uneasy anc frustrated. There are several common actions to be taken to preserve and protect what vou have ang

neip 1t grow. It 1s anticipated these steps will be taken sequentially iz vour surplus of funds increases,

1. Establish a cash reserve tc be used for emergencies. This should usually be three months of your after-tax incose. It
should be slaced 1n a savings certificate in a federally insured institution or in a soney-sarket mutual fund.

2. Begin investing a regular monthly amount. This will discipline you to invest and will dollar-cost average vour
investment. As this amount grows, you can begin to diversify the funds intoc higher growth investsents which will naturally be at

1ncreased risk.

I. Take steps to reduce your tax liability. This will help this year and future years. Consider buying tax-free municipal

bonds, tax-free mutual funds, cospany pension funds or tax-deterred investments.

4, Establish an Individual Retiresent Account (IRA). 1f you fall within the adjusted gross income range, the annual

contribution can be subtracted from your taxable income.
5. GOpen a Keogh account if eligible. Keogh plans work like IRAs but you can invest a lot more money into them. To open a
Keagh account you must be selé-emplaoyed either full-tise or part:-t'ue. But, the contribution to {eogh accounts must be made

during the taxable year.
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5. 3ave money on vour insurance pelicies (life, auto, nealtn, etc: and make sure vou have the rignt ring of poiicies arc
coverage. For i1fe insurance, vou probably ShOuid conmsider a combination of term and whole-life 1Asurance and oniv the ameLrt .-
need. For auta 1nsurance, consider the age of your cars and the impact on vour premium 1f vou Increase the geductidie amgunt.
For neaith insurance, how much is needed beyond catastrophic illness. O¢ten, the monev you save can pe placed 1n a sutual sura or

other sound investment and patentialiy give you greater financial securitv and independence.

7. 3ave monev by Jiving it away. Fut monev in the name of close relatives who are i1n a lesser tax rate., especlaliv cni.arer

and gra.denitldren. A trust or college fund 15 an excellent way to transfer money and reduce your tax liabiiity,

5. Pregare a will and keep 1t current. This will clearly say how you want vour estate distributed, but 1t can aiso
significantly reduce the tax liabilitv of vour assets. It 1s usuallv recomsended y.ur will be drafted by an attornev ana updatec

everv three years.

9. Keep current on news affecti-y your money, This can be done by reading the business section of the newspaper, busires:

magazines and financial news ietters.

There are certainly many more actions that can be taken, these are just a few. But, if taken, thev can certainlv get vou

started on a financial plan. 1

Once the amount from your regular sonthly investment beqins to grow, you need to consider various investment instruments.
The unanimous ~c-<asendation from investment counselors is to diversify., Considering the size of vour investsent dollars, vour
age and your financial geals: 1t is valuable to develop certain gquidelines so vou know when to invest in particular instruments.

The tollowing strategy 15 an example of how to build your assets as the total size of ycur investment dollars increases.

1. Savings account built to match six wonths of incose. This savings account will serve as an emergency fund.
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Zo IBErITI If AChE. Md ACIOURT wIth TWO TPIT35 of savinds. This ooriion of savings will ootentiallv earn a higner .izl3

w77 LLTTIE inTresze Lt omisb.

Z.olintricote to emp.dver s pension plan.  Start contributing to an emplover s pension plan since the emplover will usuall.
maton tme empicvee s cantridutian.,  Also, the earnings are tax deferred until the retirement funds are withdrawn.

<. [RR starteo with certificate of deposit. The [RA has the double benefit of reducing current taxable income ang geserrirg

e

T3-23 on the earnisgs Jntil the funds are withdrawn after age 39 /2

3. Furchase s cesicerce. A residence will permit leveraging a mortgage with a small cownpavment while anticipatirg the

resigence t3 aporeciate in value.

6. £xcess savings go into growth stock mutual fund. This should be a reqular aonthly investment which will provide the
benet1t of Jollar-cost-averaqing for mati~! fund purchases. The fund will permit the investment to grow at a greater rate thae

3avi1NGs 3cCourts with usuallv an acceptable 1ncrease in risk,
T, IFA burlds to $19,008, shifted to mutual fund. The mutual fund should provide a higher vield with an acceptabie

increaced rish, Femember, don't select a tax-free fund since the [RA 1s alreadv tax-deferred.

8. Non-IRA savings transferred to stock portfolio or diversifv 1n mutual funds. Now will be the tise to decide 1f the non-
IRA savings should te directed toward a stock portfolio managed by a broker or to diversify into several sutual funds. For those

that nave the time and interest, a self-directed stock portfolio can be pursued. For others, diversification in muytual funds mav

be the prucgent apgroach.

9. IRA into self-directed stock portfolio or diversify in sutual funds. The usually advice 1s to 1nvest [RA funds in

conservative instrusents since this 15 an individuals retiresent nest egq.
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18, Growth-:ncome stachs or comoarable mutual funds for IRR.  This will provide for the investaent to appreciate witr

conservative rise,

11, Aggress:.e growth stGoks Of comparabie mutual funds for non-IRA. This will increase the potential for growth. tut wil.
alsg ingrease the risk,

12, Scme tax-free acnas in non-IRA. It is assumed the individual will at least be in the 33% tax oracket and wili neec i
ta: +free investment L0 reduce their tax liability.

i~

‘T, Portroiios now heavy with fixed incomes. fension plans, [RAs and non-IRAs portfolios are well establisned to cravice &

<.

adequate living estate.

14, Fetirement. Now will be the time to start taking advantage of retirement and deciding at what rate to withdraw ¢uros

from vour investment portfolios. 2.3

As vou are abie to build vour investment amount and proceed down this strategy, you should keep as auch as possible under tne
IFA tax-deferred umbrella. And don t take needless risks with an IRA since the tax status permits good returns on conservative
investments, Tax-free municipal bands are probably worth considering for non-IRA funds 1f you are in the 33 percent tax bracket.

And certainly mutual funds, especially no-load funds with low administrative fees, can provide attractive returns.

Now 15 the time to make some investment decisions. Hawever, before vou take that step, vou need to decide 1f and how much
monev vou have available for investments. You must determine 1 you can provide additional funds to build vour 1nvestment
oortfolio. The following steps are recomsended at this point:

1. Determine if any of vour current 1nvestments are poor performers.
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2. Lcob at the trand of eacn 1nvestment to determine 1f the trend 1s in line with vour goals.

Afrer reviswing the familv budget, determine if there are additional funds that can be shifted from current exgend:ture

areas tJ investments.

4. Feview the 1nsurance figures and decice 1f any changes should be made to provide better coverage at perhaps a recuced

oremium.

wn

Feview the pension figures and determine 1f you are taking full advantage of plans available to you andsor yvour spouse.

5. Review the Investment figures and decide i¢ there are other investments that should be considered if and when additional

investment funds become available from:

a. The conversion of current "pgor" perforaing investaents,

b. Additional funds from the family budget or,

c. Revisions of current insurance practices.

You must also consider your tax bracket. As an exasple for taxpayers filing a joint return, currently there are three
brackets: for taxable income up to $34,200 the tax rate is 15%, for taxable income froam $39,201 to $74,000 the tax rate 15 282 and
above $74,881 the tax rate is 334, Thus each dollar above $38,200 is taxed at 28X. Therefore, it may be worthwhile to consider
tax free instrumsents once you reach this taxable level. A federally taxed investsent at 8X yield would be an effective yield of
6.87 after taxes at the 15% rate and only 5.8% at the 28% tax rate. When state taxes are considered the yield mav be further

reduced.
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CHAPTER VII

CONCLUSIONS

It 1s expected that when a financial decision becomes necessary, you should be better prepared to determine a course of

action. The following outlines several considerations.

{. Feview the value of assets at the current time,

2. Review the non-discretionary needs ahead, such as college,

3. Liguidate an existing investment.

4, Establish a new loan (review consuser credit and mortgage options).

S. Reduce the amount of the requirement, such as buying new furniture.

6. Delay or eliminate the need for the funds, such as buying a new car this year,

This paper serves as a beginning for senior silitary officers to assess their current financial position. It has proviged an °

overview of some of the financial opportunities available. The sequence of evaluating your financial well-being and establishing

an investment course of action should be:

£

1. Assessment. You must know where your money is committed and invested and determine if your net worth is increasing.




fnalveis. You must raview your monthlv cashflow and decide 1f funds can be shifted to 1nvestments.

ACjustMent. You must decide 1f vou can shift some of vour revenue so more can be available for investment .

Alternatives. You must determine 1f there are alternatives that can increase your living estate at an acceptable risk.

trategy. You must develop an investment strategy i1f your living estate is to increase.
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AFFENDIX |

FINANCIAL NEWSPAPER ARTILLES

The fcliowing 1tems were taken from the "Money” section inciuded in the dailv edition of the "The Wasnington Times'. .:st=q

with the i1nformation w1li be the date of the newspaper.

- Car a stock that was gurchased at $6.398 manv years ago and is now worth $198.006 be given to a nephew without Oaving cacita:
gains? (6 Mar )
-- The capital gains tax can be avoided by making the stock a gift since gifts are not subject to capital gains ta:,

-- There might de a federal gift tav.

-- The Internal Revenue Code allows $19,084 by an individual ($28,000 for those filing a )oint return) to be given to as man
peopie as you please without filing a federal gift return,

-- Also, anv 51%5 vou make subject to the gift tax reduces the $4680,000 (1.2 aillion for joint filers) Limit vou can leave

free of federal estate tax.

- There are several important tax changes for 1989 for taxpayers with children (2 Mar 99)
-—Dependency Exemotions: Children under the age of 24 and are full-time students mav be claimed.
-- ¥1ddie Tax: For children under age 14 and with unearned income (interest and dividends) over $!,286 will be taxed at the
parent’'s tax rate. The kiddie 1ncose may be reported on the parent’s return in lieu of filing a separate return.
-~ Child Care Credits Child care credit may be claimed for children under age 3.
-- U.5. Savings Bonds: Taxpavers aay switch back and forth between paying taxes on interest on their current return or

postponing :t to the future.
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Jeterars Agministration cvh quarantgec loans after | Jan 99 have several important changes. (9 Mar 39,
-- A 1,28 funding fee wiil ze sard to /A (nct the lender! for new lcans.
-- ™M@ izan acClizart will be frae g+ l:abliitv for a detault on the ioan while thev own the croperty or 1f the isan i3

= a-gect i the case of fraud or bad faith.

-- Jh Ras increased the amGunt 24 1ts quarantee to $46.889 which parmits a no-down pavment VA mortjage for as much as §184.834,

Erokerage houses have 1nsurance to protect customers should a brokerage firm fail. {14 Fep 38

-- Firms doing Susiness with the public are required to be a member of the Securities Investor Frotection Coro. @SIFC
wr.Zh was created 5v an act of Congress in 1998,

-~ “he 3IFC recuires the ¢irm to protect eacn account up to $504.408 with no more than $168.899 1n cash.

-~ The SIFC :¢ funded from annual assessments an brokerages and manv also have private insurance.

-- The SIFC may also borrow up to %1 hillion érom the U.S. Treasurv to protect brokerage customers.

Series EE L.S, Savings Bonds ourchased after 1 Jan 9% may have tax-free interest if used for college tuition. (12 Mar 9%

-- The parent must be at least 24 vears of age when the bond is purchased.

-- 411 the praceeds from a redeemed must be used to pav college costs in sase year the bond is cashed.

-- In the vear the hond 15 cashed, the adjusted gross income for joint income tax filers must be less than $60.889 and less
than $43,006 for single filers. This tax break phases out when the adjusted gross incomse is $68,889 to $99,308 for jo1nt

fiiers and $40,900 to $50.099 for single filers.

These are a few of the “audit triggers® tax experts say ordinary taxpavers should trv to avoid. (2 Feb 98}

-- Tax shelter activity: Real estate and other tax shelters with high write-offs.

-- Returrs prepared by preparers on the “Probles List": The IRS has a list of preparers who clearly violate the law.
-- Travel and entertainment expense deductions: Keep good records and a diary.

-- Business use of automobile deduction: Keep a detailed log book to support business and personal use of a car.

-- Home office expense deduction: Stringent requiresents sust be met to qualify for the deduction.
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-- Casuzltv (zsses: Tnlv lcsses resulting from a “sugden, unexpected or unusual® event are aliowed.

-- Moty lgsses: TRe i0ss £an onlv De as jreat as the profit from the nobbv activitv,

-- Barter (ncome: The IRS 15 sens:tive tD abuses 1n this area and good recards on business expences are essent:al.
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AFPENDIY C

The éoiiowing items were taren from the "Mail Bag" column in the "Real Estate" section included i1n the weekly edition of tre
‘wasnington Fost'. Listed with the information will be the date of the newspaper. [t 1s important to consider that 3 house
cropablv rapresents the most significant investment a military officer nas. When considering anv of these ideas, i% 1= 3d.134C.2

*3 cansait a taw advisor, attorney and/or a certified oublic account. The tax rules are ever-changing so one has to stav current,
Owning $ee34ast

- Semcde]/expand current home ar buv a new home? (7 Qct 89)
-- 15 the neighborhood satisfactory
-- Remodeling/exoanding is usually cheaper than an equivalent new home
-- Property tax assessment will usually remain lower
-- Before riring interview at least three contractors, inspect one of their previous jobs, check the state contractor's license

board ana the Better Business Bureau

- What are the consequences 1f a sortgage lender goes bankrupt® (23 Sep 89)
-- The mortgage paysents will go to the bankruptcy trustee

-~ The ioan payments will not be accelerated but they will still be required

- Ghould the title for a home be in joint tenancy with rights of survivorship? (23 Sep 89)
-- This should e done by a husband and wife even in comsunity property states
-- In community property states, spouses should indicate that their joint tenancy property is also comsumity prapertv as

sgec1fied in RS Revenue Ruling 87-98 -




- A.zigrecuiz tar liabilitv when selling a $275,86¢ house and buving a $!38,088 nouse and not vet S5 or older (7 Tcr 39
~- Move cut =4 the house and rent 1t for at least 6-i2 months betore selling
-- Thig converts the ncuse to rental property and eligible for an IRC 1831 tax deferred exchange of investment or tusiress
crooertv
-- Acquire one or more rental properties, preferably houses, with the total acauisition price equal or exceeding the cid neuse
caie price

-- Will be taxed on any personal property "boot" such as cash or net mortgage relief received in the exchange

- Real estate agent s check bouncing (7 Oct 89)
-- @ rpal estate agent's check should never bounce
-- The agent 1s either sloppy or has a problem bank

-- Report the matter to the real estate commissioner for investigation

- Can a tax-geferred exchange of profitable stocks for real estate be made without paying tax” (7 Oct 89

-- Oniv "like kind" exchanges can qualify for tax-deferral

- Implications of seliing inherited properties? (7 Oct 89)
---The estate should pay any tax due
-- The properties are acquired at a new basis stepped-up to the sarket value on the date of death
-- If the properties are sold at or less than the market value there 15 no tax
-- 1f the properties are sold above the market value then a profit tax must be paid on the difference between the market value

and the selling price




imolications ot seliing a house that was deeded prior to 3 parent dying” (27 Sep 89)

-- if the nouse were not Ceeced orior to the geath the house wouid have neen Lnherited and the profit ta: would be on that
amaunt 2cove §4499, 908

-- The <ar :asis would be the market value at the time the house was deeded. This shoula be caltulated on the sum of the
fatner s haif and the mother s half: the father s nalf will be the stepped-up basis at the time of his death: the motrer s

malf will be half of the original purchase price plus any capital improvements.

How can an inherited share 1n an apartment building be used? (23 Sep 89)
-- It mav oe scld to the other partners but mav have to be at up to a 26% discount because 1t 1s difficult to sell partnersri:
snares

-- I* may be used as a gown payment on a home or other property

What are poroblems with 1ndefinite contingency clauses? (23 Sep 89)

-- The clause doesn t specify when the contingency runs out and the contract then becomes voided

-~ The buver can put the seller on the hook 1n the following ways: wait until the buver finds a buver for his current house or
walt until the buyer can arrange a maximum mortgage available at current interest rates or teras

-- Consider giving the buyer written notice to close i1n 3@ days or consider the transaction canceled.

How to get top dollar in a slow market? (23 Sep 89)

---Get hoae in tiptop condition: paint inside and out, replace carpet, spruce-up landscape, repair and clean

-- Interview three local realty agents about seiling with each one giving a "comparative market analysis" showing recent sales
and current asking prices. This will also show proposed selling price

-- Raise the proposed selling price by 5-18 percent if the first or a second mortgage will be carried by the seller

87




Sheuld the profits +rom tne sale of a nouse using the $125.808 over S5 rule tax exemption be used to pav-off a retiremert

nome”™ 27 Sen 39

-- (¥ tne cale orofit 1s apbove $125.899 be sure to use the “rollgver residence replacement rule" of IRC 1824 which can e
combined with the $125.888 aver S rule

-- [o not advise dsing aii the zash to buy a retirement home

-- The 1987 Tax Act makes low down pavaments and big mortgages on a home purchase very smart

-- Interest can te deducted ¢rom a home acquisition loan up to $1 million and a home equitv loan of up to $14¢.999

-- With low down payment and houses generally appreciating, the percentage returned per dollar invested 15 maximized

-- 14 cash 15 needed later for emergencies or investments, 1t may be difficult to borrow on the home equity

-- But the mortgage should not be so large that the mortgage can not be comfortably paid from available income

#hen a seller rents a house for a short period after closing and before they move, is the rent taxed? (23 Sep 89)
-- The rental income is repartable on Schedule E
-- But will also deduct expenses such as mortgage interest, property tax, insurance, utilities and maintenance costs fcr the

rental period

What to do 1f a seller decides not to sell after signing a contract? (23 Sep 89)
-- Don't have to accept the seller’'s cancellation of the purchase contract
-- Legal recourse 15 a specific performance lawsuit against the seller

-- Bv recording a "l1s pendens" against the seller's title, this prevents the seller form selling to another buyer

How does the "over 35 rule® apply to recently a recently married couple who are both over 557 (19 Aug 89)

-- Internal Revenue Code section 121, the "over 55 rule" $125,008 home sale tax exeseption, 1S available when the seller 15 55 or -
older on the day of sale, has owned and lived in the principal residence at least three of the five years before sale, and
has never used this tax break before

-- People who are 55 or over and plan to get sarried should determine if either has alreadv used the exemotion before

-- 1f the answer 15 yes, then the new spouse should consider selling his or her house before the sarriage




-an a recentiy marries zIucie seii the residencas and ourchase anctner residence and avoid a profit tax® 19 Aug 39:

-- IS Revenue Ruilng 7S-178 savs two taxpavers who gwn tneir grincical residences car jefer their profit taies o, seiling treir

Ci3 homes ang Su/ing 3 principal residence where thev potn live
-- The coct of mne reciacement must equal or en-eed the total saies prices of the two former arincipal residences

-~ Tne reglacement hame fust be purchased within 24 months from the sale date of the old principal residence

5 the ioss un the sale of a residence tax deductible? (19 Aug 89:
-- I+ tre resigence was strictlv used for personal residence up to the time of the sale then the loss 15 not tax deductible
-- If the residence was ccrverted to rental property and then sold, the house 1= considered as business or 1nvestment property

and the i0ss 15 ta: deductible

what 15 the best wav to delav a home = le but still lock-in the potential buvers? (i9 Aug 89)

-- Lease the home to the potential buvers
-- Give a lease-option that provides the purchase option cannot be exercised until the desired date in the future

-- tven 1¥ the potential buver 1s a relative, require a substantial nonrefundable consideration for the purchasing option

Should an “open listing” be considered 1s selling property? (19 ~ug 89}

-- An “open listing" 1s an 1nvitation to one or more local real estate agents to find a buver who makes an acceptable offer. If
ar agent finds a buver, then he gets the fuli sales commission. If the seller finds a buyer, without the help of the agent,
'no sales commission 15 owed

== This 1s not recossended because no agent will work hard to sell the house

-- Local multiple l1sting service (MLS) will not be used
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Fer:1ng tetrrere

- Inarter geIreciatian cerisgos for resigentiad rentals @7 Oct 89)

-- No crovis:sne +or snarter depreclation nerigds due to local market conditions

-- Ta: law allows I7.3-vear straightline degreciation for residential rentals and 21.3 vear straightline cepreciation +or

commercial property

- Shouid rental property be ourchased 1n areas where the marxet has supposedlv bottomed ang 1$ starting to rise slow.v™
{9 Aug 89
-- Do not iivest in cut-of-town 2roperties because too manv long distance investors lose monev

-- Often there are a lot of foreclosed properties and 1f the market start to rebound then the lenders will te flooting the

market

- Can a resigence that was converted to rental property be sold and the tax deferred on the sale profit® (19 dug 89
-- Internal Revenue Code 1824 allows deferral of home sale tax when selling your principal residence if a replacement orifcioal
residence of equal or greater cost is purchased within 24 months of the sale

-- Tay Court dec:siton (Clapham 53 T.C. 585, 1979) allowed tax deferral where the seller took three vears to sell the former

residence

Buving #esaesss

- Problem qualifying for a home loan? (7 Gct 89)

-- Switch banks, consider a smaller comsunity bank




wre vhoara mHA rgrec.osed nouses wortn considering” (7 et 89

-- g8e zaratul of tre neignbernccd. 1f 1T 1S 1MOraving it mav be worth considering

-- Mav Zznziger for rental

-- Majcr crawbaces coula be noisv freewav, undesirable factorv, underground water or floodwav area.
-- It a defect, sucn as a rebulit kitchen, can be cured mav consider

-- Take a zlcse loor at the terms and the sale to value ratic

Buving a 1ot in a large new recreational development? (7 Oct 89)
-- {¢ten gevelopers wili entice with low financing for extended years but overly inflated lot prices
-- The iot would have to be paid-off before a bank will approve a construction loan and a permanent mortgage

-- 1t would be difficult to sell the lot in the future because of the competition with the developer ‘s unsold inventarv

What about timeshare real estate investment? (7 OCT 89)
-- Not considered good investments because they are the advance purchase of future vacations
-- There is virtually no resale market at any price

-- Some even assess owners for repairs to meet operating budgets

How long should an offer be valid? (7 Oct 89)
-- An cffer should be for no more than 24 hours

-- It longer, an agent will often use the offer to try and attract a higher offer from other agents

-- The longer the time the offer is valid, the longer the agent has to "offer shop” other agents or potential buvers
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Shouid Buvers ceé aliowed ¢ %G« i° Jriar to ciosing” (7 et B89

-- Don't let the tuver ncove 10 pefore the deed 1s recorded

-- Usuallv «A l0ans can be automaticallv aooroved av VA mortgage lenders =o this will not delav things

-- They mav find a real or imagined “defect” and refuse to close unless the price 15 reduced

-- if the selier doesn ¢ jua:ltv far the loan 1t will be verv difficult to evict the potential buver because thev will za, the.

are trving to abtain financirg

when should 2quityv sharing be cansidered? {23 Sep 89)

-- Wonder+.l arrangement between parents and adult off-spring

-- Farents helo with the down pavment, but children pav the monthlv expenses

-- Not sc successful among strangers

-- Interna. Revenue Code 286A authorizes equitv-sharing tax deductions
--- Reguires tne nonres:dent investor and the resident to both be on the title and to have and eguity sharing contract
--- [f the resident co-owner does not make the monthly pavments, it is difficult to evict the resident

-- Most equity-sharing agreements do not adequately protect the investor in the event of the resident co-owner 's default

Can a contract to buv a house from a builder be assigned to another buver? (23 Sep 89)

-- A contract can be assigned unless prohibited by the terms of the contract or the contract has a personal service aspect such
as the builder carrying back financing

-- 1§ a builder thinks the house can be resold, he say pressure the original seller to default on the contract leaving him with

the deposit
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