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Financial Position

lNVESTED ASSETS )
2 Money Market $4,000
i| IRAs - CDs at banks $16,100
5 401{k} - fixed Interest $7,700
\Sie> Company savings plan $43,600
Total §71,400
NON-INVESTMENT ASSETS
~ Residence $130,000
Automobiles §5,000
: \\ Antiques $20,000
@ Other personal ltems $10,000
Total $165,000
Total Assets $236,400
LIABILITIES
== Mortgage $77,700
fen[E]
Net Worth $158,700

The Bottom Line

Flnanclal sirengths

Financlal weaknesses
@ Few liquid assets.
@ Inadequale lite insurance.

@ No college savings.

@ Retirement savings in place through company.
@ Nodebt beyond home morigage.
@ Steady employment with good benefits.

@ Excellent auto, homgownars and disability insurance,

@ Wills drafted in ancther state. {community property state)

Big squeeze

{Mc

College cos‘ts threaten retirement fund

By Alan Ferrara
and Dan Boyce
speclal writars

Local fi ial planni
perts relnewed the data of rhe
Jamily profiled here and made
general recommendations based
on the par

and goals. The infonnmlon is for
educational purposes only; refer-
ences are not 1 as dis-

The Barkers should
ine their cash

crimination or endorsements by
Observer & Eccentric Newspa-
persor the advisers,

To recelve a free financial
planning brochure or to obtain a
questionnaire. to have your
Jinances reviewed in this monthly
column, contact the Center for
Financial Planning, Dept. 100,
877 8. Adams, Suite 202, Birming-
ham 48009 or call 642-4000.

This momh: profiled couple,
Hugh and Janice Barker, have gone
through a number of changes in their
ltves during the last 18 months.
Thm changes have provided a num-

flow and try to manage
college expenses from
current cash fiow
rather than from their
retirement fund.

1f they are able to continue build.
ing thelr assets from the current
base, they should have enough assets
accumulated by retirement age.

One of ouf concerns is that the
Barkers use Hugh's stock savings
plan for college costs, drawing mon-
out of that plan. The

as well as opp
lln.

Hugh is a personnel admlnlstrator,
and Janlee is a part-time teacher,
They and thelr famlly have recently
moved to Michigan from California.
They have two children, ages 19 and
14, and live in Rochester.

Although the Barkers are In their
early 40s, a primary goal for them is
planning for their retirement. Hugh
would like to retire In 18 years at
age 62. In additlon, one of their chile
dren will be attending college this
year, and the other Is approaching
college age, 50 a secondary goal Is
the payment of college expenses,

With careful planning they will be

-able to meet all of thelr financlal

goals.

For thelr most important goal, re-
tirement, about one-third of thelr
needs will be provided through
Hugh's penslon, about one-third will
be provided through Soclal Security,
and the Barkers wiil have to provide
the remaining one-third from thelr

assels.

ey p

Barkers should examine their cash
flow and try to manage college ex-
penses from current cash flow
rnull’er than from their retirement

Hugh is deferring € percent of his
salary Into the company 401(k) and
stock savings plan. The company
matches his contributlons’ to the
401(k) plan up to 8 percent of his zal-
ary at the rate of 90 cents on the dol-
lar. It will match his deferral under
the stock savings plan at a rate of 50
cents on the dollar,

We a| the salary deferral Is an
excellent idea. The company 401(k)
plan and atock savings plan are de-
signed to allow Hugh to defer salary,
and thereby defer Income taxes,
while saving for his primary goal of
retlrement.

To the extent he can avold draw-
ing thls amount out for college ex-
penses, Hugh should try to maximize
his 401(k) contributions,

He wiil be saving to meet his pri-
mary goal of retlrement and also

take advantage of the avallable tax
deferral on the contributions and any
Income earned while the money Is in
the retlrement plan.

fering a level-premlum term pollcy
that would provide Hugh with the
additional coverage with level prem-
lums affordable to the Barkers, As
an alternatlve, cash permitting,
Hugh may want to constder a unlver-
sal or whole llfe Insurance product
with cash value bulldup.

By the lime the children finlsh col-
lege, Hugh would have a larger vest-
ed pension benefit for Janice, and he
might conslder reducing or climinat-

When the children have
college, he should consider ralslng
his retirement plan deferral to at
least 10 percent and continue this
amount through retirement. This
would then form the basis of his re-
tirement nest egg.

The Barkers have a number of fi-
nancial strengths, including steady
employment with good beneflts and
no major debt beyond the home
mortgage. But we are concerned
that the Barkers do not have suffi-
clent liquid assets.

We would like to see them build
assets outslde of the company sav-
ings plan for greater liquidlty and
access in the case of an emergency.
A good rule of thumb Is to have six
months llquid assets such as stocks,
certificates of deposit, money mar-
kets and savings bonds, Because of
their other financial priorities, this
might be an intermediate goal for
them. .

‘¢ both agree that the Barkers
lnck snmclent 1lfe insurance, Hugh
Is especlally concerned because
life insurance is tied to empluymcnl

with bis current company. His cur-
rent life insurance of $230,000 would
not enable the famlly to malntain
thelr standard of living and put their
daughters through college should
something happen to Hugh.

We'd suggest buylng another
$150,000 to $250,000 of term insur-
ance, with the exact amount depend-
ing upon Janice’s ability to work and
bring in extra Income.

There are a number of highly
rated life of-

ng dropping 8
if the need for it no longer exists,

Our last concern is that the Bark-
ers had thelr wills drafted quite
some time ago in Callforna, a com-
munlty property state, We're sure
that their personal and fInancial slt-
uatlon has changed significantly dur-
Ing the time since the wills were
drafted originally.

In addition, community prnpcr(y
state laws regarding wills may vary
slgnificantly from Michigan law. We
would suggest the Barkers review
their estate planning needs with an
altorney to determine If thefr cur-
rent wills are still adequate consld-
ering their new residence and cur-
rent family and financlal situatlon,

Hugh and Janice will have signifi-
cant cxpenses over the next few
years in helping their children with
college, But with proper planning,
they can meet these short-term goals
as weil as the long-term goal of re-
trement with adequate assets for a
comfortable life,

Dan Boyce, a certified finan-
cial planner, is the immediate
past president of the Metropoli-
tan Detroit Society of the Insti-
tute for Certified Financial Plan-
ners whose practice is in Bir-
mingham. Alan Ferrara is a
partner in the Farmington Hills
law firm of Couzens, Lansky,
Fealk, Ellis, Roeder & Lazar. He
is immediate past president and

a current board member of the

southeast Michigan chapter of
me Intcrm}:’unnul Association for

Mid-year tax planning can result in many happy returns

Summertime and the livin' is easy,
And If you want to make fillng your
1988 tax return smoother, pull your-
self from the easy uvin routine to

heed some mid-year tax planning
tips offered by Grey & 'l'repeck, Bir-
mingham.

® Review your IRA optlons, If
you qualify for a fully or
deductible IRA contribution, make
your contribution as early in the
year as possible to stretch the time
your fund’ can tax-

acllvillu 30 that income or losses

uced by them get the most bene-
(iclal clmmuuon in relation to
your other Income and losses.

® Segregate borrowed funds.
Keep borrowed money that wlu be
used for different pi sepa-
rate accounts so you will nolrhk!m-
Ing interest deductlons because you
can't prove how the money was
spent.

® Segregate mvzl and entertain-
ment expenses, Keep your business

you work, send your children to day
camp this summer. Costs qualify for
the child-care credit. Overnight
camps no longer qualify.

® Contribute to a 401(k). If your
company has a 01(k) plan, you can
defer up to $7,313 of your salary this
year.

@ Don't overlook medical deduc-
tions. If you help support an elderly
relative who Lives in a nursing home
for medical reasons, the cost of the
nulrllng home quallfies for the medi-
cal

deferred dollars.
® Consider ¢ ,.‘mléwsl-
ments. Investments that i tax- o1,
exempt income (such as ifyou're g money
box relirs han teyabl lovestments, o @ Robby, turn It
X return into a business so that
u ouinvaudlnluxlmbond ;
yleldfng 8 percent you can write off your

and your tax
bracket was 28 percent, you'd have
to earn 11.11 percent from a tazable
Investment to get an equivalent re-
turn,
® Reduce your debt. Pay off ax

much consumer debt as poesible, es-
pecially high-Interest credit card

onlywpetmloluy
terest you pay will be deduct-
ible. If you bave a lot of cutstanding
consumer debt, consider consolldat-
ln;nundeuhomeequllylun.ln-
ty loans up to

moooomnny uctible.

o Use vacation home wisely,
M. second or vacation

mhwb'l
om-mm-mu

expenses. You must be
able to demonsirate

that you engaged in
the activity for a profit.

ne remalning tax shelter, You can
deduct real estate taxes and mort-
gage interest on loans up to $1 mil-
lion ($100,000 loan Umit on bome
equity loans),

® Make your bobby a business, If
you'be making money from a hobby,
mmltlnmnbmm-nmtmun
write off You must

travel and

(irivel and Todgog) and 86 percent
avel an and 80 percen!

deduguble (meals and entertaln-

® Walt until age 55 to sell. If

you ‘re approachling the age of 55 and

are p to sell your home, you
may want to delay the sale until you
qullly for the $125,000 exclusion of
gain. The election can be used only
cnlcle by uxpnm:: golder

you're pl marry, real:
ize that and your lpo\u&l.obo
could each claim a separate
$125,000 exclusion before
After marriage, you will be entitled
to only one exclusion as a couple,

& Manage rental pmpert It you
bave rental pro y ad-
Justed groes Income wlll be under
$100,000, be sure you actlvely man-
e 0 2 gt
osses ap X 'ac-
" income. moplou.m limit
phuu out for AGI between §100,
and $150,000.

E

¢ Expense $10,000 of
lnplnnl.n;ym i
ber that you can
npu.lom(umlylc-
oqui

080, The wri-
nlmmuo

E'z

purs .

If you make improvements to
your home for medical reasons, the
cost of such imp are medi-

$6,000 carned during the Individual's
{lrst year. lelnz econnmlcllly

cal expenses to the extent they do
not increase the value of your home.
That Includes such things as widen-
Ing doorways or ballways for wheel-
chalr use, or modl!ylng the hnm& to

18- and 17-y
during the summer can qualify you
for a credit of 85 percent of the first
$3,000 of wages paid,

® Time equipment purchases

medical pmhlem.

® Hire the disadvantaged. Con-
sider hiring individuals from eco-
nomlcally disadvantaged groups to
qualify for the targeted jobs credit.
The credit is 40 percent of the first

Be aware it may no longer
be good strategy to make business
equipment purchases as late in the
year as possible. The new law re«
qulres you to adjust depreclation if
you make more than 40 percent of
your equipment purchases in the
fourth quarter of the year. B
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