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GNMAs still good if you know the limitations

Despite the carnage GNMA inves-
tors experienced last year, these in-
vestments are still alive, well and
kicking, However, GNMAs are at-
tractive only 10 those investors who
are aware of thelr Nmitatlons and
know how to buy them.

Back to Basles

Ginnie Mae is a part of the De-
partment of Housing and Urban De-
velopment, and it provides money
for financing residential housing
programs where established home-
financing facilitles are Inadequate.

GNMAs credit Is backed by the
full faith and credit of the U.S. Gov-
ernment, and it Is authorized to bor-
row {rom the Treasury to cnsure
timely payments of principal and In-
terest on securities which GNMA

guarantees,

Of the three types of GNMA, mod-
ifted pass-through securitles are the
most popular because they have sev-
era) unusual features. These securi-
ties are creaied when a mortgage
banker assembles a pool of FHA- or
VA-guaranteed mwortgages of the
same coupon and maturity and de-
posits them at a eustedian bank.

GNMA  then issues  securltles
against these mortgages, with inter-
est and principal payments made
monthly to the investor ob a modi-
fled pass-through basis, which means
that Interest and principal are pald
1o the Investor by GNMA regardless
of whether they have been collected
on time from the mortgage.

Interest payments on GNMA sceu-
rities are fully taxable at the feder-
al, state and local levels. Also, al-
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ihough the origlnal life of the mort-
gages behind these securltles js 25-30
years, the average life of a pool of
mortgages works out to 12-14 years

of high yields found thelr loans paid
off in just a couple of years,

To partlally solve thls problem,
the mortgage market now offers col-

or

because of prepay of principal mortgage obl
by borrowers and mortgage refi- CMO. I will discuss CMOs In my next
nancings. week's column,

That Is preclsely what happened in
the fall of 1987 when homeowners
dumped thelr 13-percent or 14-per-
cent mortgages in favor of 9-percent
loans, As a result, investors who
thought they had bought 14-16 years

The cash flow confusion

The guaranteed cash fow is an at-
tractive feature of a GNMA. Quali
fied plan trustees and retirces love
the safety and dependabllity of guar-

anieed cash flow.

What creates a massive confuslon,
however, is the fact that the cash
flow does not entlrely represent the
return on investment. For instance,
If you Invest $10,000 In a GNMA and
recelve $1,000 for the year, your net
relurn 13 not 10 percent ($1,000/
$10,000).

The reason s that the check you
recelve every month represents both
interest and principal. That is, if just
$850 of the $1,000 income you
recelved represents Interest, your
annual return [s just 8,5 pereent. An
understanding of the real current re-
turn Is basle to a invest-

docs not have to be that way.

A retirce can caslly deposit the
principal portlon of the check in a
money market account, in which
case the princlpal will return to the
Investor when the GNMA expires.

Alternatlvely, the retlrce can use
80 percent of the money to buy a
‘GNMA and the balance of 20 percent
can be invested In a zero-coupon
bond. This investor can safely spend
the cash flow from the GNMA and,
upoh maturity, the zero coupon bond
wllt essentlally replace the original
Investment.

Next weck: Collateralized Mort-

ment ina GNMA,
What can a retiree do?

Uslng up the principal atong with
Interest on a regular basis can spell

gage O
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© BUSINESS WOMEN

Thursday, April 28 — Detroit
Business Woman's Club meets In
Birmingham. Information: Carol
Ann Payne, 937-2200,

@ GRE PREPARATION

Saturdays, April 30 to May 28 —
Graduate Record Examination prep-
aration workshops held 9 a.m. to 3
pau. in Rochester. Fee: $115. Infor-
mation: 370-3120, Sponsor: Gakland
Unlversity.

©® WHERE TO GROW MONEY

Maaoday, May 2 — “Where Will
Your Money Grow the Fastest?" will
be offered 7:30-9:30 p.m. in Birming-
ham. Fee: $i2. Information: 644-
5832. Sponsor: The Community
House,

® VACATION PROPERTY
Tuesday, May 3 — Free “Real Es-
tate Opportunities in Traverse City
and Leland” seminar offered 7-9
p.m. in Birmingham. Informatlon:

OLDE DISCOUNT®
Announces The
Grand Opening ‘

Of A New
Convenience

In adaition 1
Of stock, bong

apeyour B

Mike Allingham, 645-6700, Sponsor:
Vacation Properties Neiwork Real
Estate.

® CONTRACTS WITH
GOVERNMENT

Wednesday, May 4 — “Selling to
Local and State Governments™ will
be offered 9 2.m. to noon In Detroit.
Fee: $20. Information: RoscAnne
Herzog, 577-4850. Sponsor: Wayne
State University.

® INTERIOR DESIGNERS
Wednesday, May 4 — Marble in
1he home and office TECH scries be-
glns at 6 p.m. in Troy. Non-member
fec: $5. Sponsar: Amerlean Society of
Interior Designers,
® CONTRACTS WITH
GOVERNMENT
Wedaesdays, May 4-18 — “Making
$$$ Through Contracts” series will
be offercd 9 a.m. to noon in Detreit.
: RoscA

® VACATION PROPERTY
Thursday, May 5 — Frec “Real
Estate Opportunltics In Charlevolx,
Boyne City, Petoskey and Harbor
Springs” seminar offcred 7-9 p.m. in
Birmingham. Information: Mike All-
ingham, 645-6700. Sponsor: Vacation
Propertics Network Real Estate,

® TRAINING GROUP

Thursday, May 5 — Technical

Training special interest group of
the Amcrican Soclety of Training
and Development meets In South-
ﬂcig. Information: Jack Baum, 642-
476’

® CPA CONFERENCE
Thursday, May § — Current Ac-

counting Issues Conference all day In

Bloomfield Hills, Fee: $80. Informa-

tion: 855-2288. Sponsor; Michigan As-

soc::tion of Certlficd Public Accoun-
nts,

® DISABILITY & FINANCIAL
PLANNING

Saturday, May 7 — A video
dramatization of financia) planning
for an older family that must pre-
pare for disabllity will be offered for
finaneial planners 9 am. to 4 pm. in
Rochester, Fee: $125. Information:
370-3120. Sponsor: Oakland Univer-
slty.

® LOTUS 1-2-3

Saturdays, May 7 to June 4 —
Lotus 1-2-3 offered 9 aum, to 12:30
p.m. In Rochester, Fee: $150, Infore
mation: 370-3120. Sponsor: Oakiand
Unlversity dlvision of contlnuing ed-
ucation.

9 SMALL BUSINESS
MANAGEMENT

Monday, May 8 — "Daily Manage-
ment of Small Buslness” offered

6:30-9 pm. In Detroit. Fec: $25. In-
formation: 862-8008 Ext. 230. Spon-
sors: Small Business Development
Center, U.S. Small Buslness Admin-
Istration,

® PROFESSIONAL WOMEN

Monday, May 8 — Michigan Pro-
fesstonal Women's Network meets in
Southficld. Informatlon: Dlane Wil-
bur, 647-4480 before 5 p.m.

@ REAL ESTATE EXECS
Tuesday, May 10 — National As-
soclation of Corporate Real Estate
Executives meets in Rochester, In-
formatlon: Rachel Long, 1-353-7370.

® CONTRACTS WITH
GOVERNMENT

Wednesday, May 11 — “Selling to
the Federat Government” will be of-
fered 8 a.m. to noon In Delrolt. Fee:

$20. Informalion: RoscAnne Herzog,
§77-4850. Sponsor: Wayne State Uni-
versity,

@ BUILDING OWNERS

Thursday, May 12 — Building
Owners and Manogers Association
meets In Southfteld, Informatlon;
Juki Lewls, 964-4000.

® MANUFACTURING HELP
‘Thursday, May 12 — Help for
manufacturing business owneres ofs
fered In small business clinic 1-6
p.m. in Detroit, Fee: $15. Registra-
tlon deadllne: May 4. Information:
Erle Fris, 647-5616, Sponsor: Michi.
gan Technology Council.
® INTEANAL AUDITING -
Thursday-Friday, May 12-13:—
Certlfled Internal Auditor examina-
tion held in Rochester. Information:
370-3120. Sponsor: Oakland Univer«
slty. H

Fee: $50.
Herzog, 577-4850. Sponsor: Wayne
State Unlversity.,
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The BigE
Home Equity Line of Credit

We
pay your
closi

costs

and all fees.

You don’t pay a penny!

And more...

335,000 line of credit.

843-2443

A

@wmmmmmus

Closing costs on othier Home Equity Lines of Credit can add up to hundreds of dollars, But at the Big E, we
pay your closing costs on lines up to $100,000, saving you as much as $600° or more! Plus, you pay no

.
' Enjoy a guaranteed rate cap.
The current Big E Home Equity Line of Credit rate is 10,509 Annual Percentage Rate, Plus, with the Big £
guaranteed rate cap, you'll never pay more than 5% over the rate in effect at the time you close.

You can pay off your other higher cost loans and charges. Plus you may still be able to deduct 100% of your
home equlty interest. See your tax advisor for details. Besides that, you'll have a revolving line of credit, so as
you pay off your Joan, that money again becomes available to you,
Come to your ncarest Empire of America office to recelve a free estimate of how much you'll be able to
borraw, And once you apply you'll have an answer on approving your credit within 24 hours, Start saving now.

Call 1-800-

il e,

Féderal Sovings Bank  Member FSLIC

change

13830 West 7 Mile, 53734
32800 Southficld, 644-044

00, EAST DI
0, OAK PARK:

yourh

Detrolt area; DETROIT: 20060 Van Dyke, 893-7180 { 7719 West Vernor Highway, 8418442 {
ETROIT: 19080 East 10 Mile, 771-8840. SOUTHFIELD: 24700 Northwestemn Highway, 8276593 /20400
West 12 Mile, 358-2017 / 25177 Greenfield, 557.7840 / Te)-Twelve Mall, 28658 Telegraph, 3584511,

BIRMINGHAM: 4140 West Maple, 626-2546 1
13700 West 9 Mile, 547-7330 / 25555 Coolldge, 547-6400. CLAWSQN: 1305 Wesl 14 Mile, 435-4430,

FARMINGTON HILLS: 31300 Orchard Lake, R5)-7222, WARREN: 13710 Exst 14 Mile, 204.6350, STERLING NEICETS; 3747 East 15 Mite,
977-0957. UTICA: 45676 Van Dyke, 731-4500, DEARBORN: 13007 West Warren, 584-7650, ROCHESTER HILLS: Great Oaks Mall, 1266 Walton
Boulevard, 656-1040. GROSSE POINTE WOODS: 20065 Mack Avenue, 884-016), LIVONIA: 33897 Five Mile Road, 425-8833,
< A - L v ’




