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Vacant Homes— Avoiding Financial Devastation
Bert Whitehead, JD MBA

Franklin, Ml
y new clients were in their forties and The problem is twofold: most clients
prosperous, together earning over vastly underestimate the costs of holding on to
$250,000, and they had just moved to vacant real estate, and without professional
a new city with their two children. Both had guidance, clients may base their sales strategy

landed more lucrative and sat-
isfying jobs, and they bought a
new home for around $1 mil-
lion. They had accumulated

about $750,000 in their invest- |

ment portfolio over the 15
years they had been married.
Their future was bright, with
only one large shadow: more
than three months after they
moved out, their former home,
appraised at $750,000 just
two years ago when they had
refinanced, had not sold. In-
deed, they had not received a
single offer.

on emotional misunderstand-
ings about the real estate
market.

My clients had broken the
number-one rule for home-
owners: “Don’t buy a new
home until you have sold the
old one!” And when they came
to me, they were panicked.
Their monthly double house
payments of $8,500 included
not only their new house
mortgage payments of $4,000
plus payments on a vacation
home (which normally would

have been affordable), but
also $2,500 per month on
their former house, which in-
cluded the money they had
borrowed to buy the new one.

Many homeowners to-
day face this dilemma. It has
such potential for personal fi-
nancial disaster that missing
this problem could be likened R s S :
to denying the proverbial ele- They were confident they
phant in the living room. could cover this extra $2,500 for a few months.
But they didn’t figure in the $12,000 annual
property taxes, the home insurance (which had
risen on the now-vacant property to $3,500 a
year), plus another $600 monthly for utilities
and landscaping maintenance (“You can’t sell a
house with tall grass or an unplowed driveway,”

2 Podcast Helps Young Adults admonished their real estate agent). Add up all
’ these items, and my clients were shelling out

3. Be Wary of Securities Scams over $50,000 a year in carrying costs.

4. Wild Black Raspberries On top of that, they had to face the so-
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bering reality that property values in their old
neighborhood were dropping 5 to 10 percent a
year, amounting to an-
other $40,000 or more
in annual carrying costs.

They had rea-
soned they weren’t going
to sell for $100,000 less
than the appraisal. More-
over, with the swimming
pool and the upscale re-
modeled kitchen they
had added to improve
the property, they had
$650,000 invested and
were adamant that they
needed to “get out what
we have in it.” Not to
mention that they were
now financially stressed
and would find it burden-
some to write a check at
the closing: being, as it
were, upside-down on
their home meant their
mortgage was more than
the house would sell for.

These emotionally
based rationales are
typical when dealing with a family’s home, more
so than any other investment. | explained that if
they wanted to sell their house, then how much
they originally invested, or how much it used to
be worth, or how much they owe on their mort-
gage all have nothing to do with the fair market
value they could sell it for now. The real estate
market generally runs in long cycles, and the
depressed housing market in their prior city
would likely last another two to three years be-
fore it could be expected to turn around. So the
value of their home could potentially drop an-
other $150,000 before it started going back up,
and waiting for this to happen was going to cost
them well over $100,000 in carrying costs, even
if they could manage to rent it out for part of
the period.

The sobering truth is that they could not
continue listing their house at $725,000, even
though the price was in line with neighborhood
listings. In the current market, they are not
competing against people who want to sell; they
must compete with people who have to sell.

That means setting the sale price at $650,000,
or below whatever the lowest comparable home
is listed for per square foot in their former
neighborhood.

Some people resist
this economic inevitability.
For example, | explained,
they might cut their price
to $710,000, then in six
months to $675,000, and
two years later, when they
finally reduce it to
$650,000, it will be too
late. The market will have
dropped below that. In the
end they would have to
sell for $550,000 and pay
more than $100,000 in
carrying costs during the
two-year interim.

So to avoid bringing
$25,000 to the closing now
by selling their house for
$650,000, they could eas-
ily end up having to bring
nearly $100,000 a couple
of years down the road.
After paying for unfore-
seen expenses, such as
vandalism damage, their
nondeductible losses might
be well over $250,000. This loss would set them
back five years financially.

Even for affluent families, this large a
financial loss can decimate their net worth, and
few will ever lose as much in typical securities in
so short a time while being forced to pay such
burdensome carrying costs.

When working with clients’ investments,
I start by reviewing their real estate and mort-
gages. A too-extravagant home is always a sign
that clients are living beyond their means. Often
they don’t realize their mortgages aren’t prop-
erly structured to provide the lowest cost. And if
clients have a vacant house for sale in a drop-
ping market, we must help them come to grips
with their carrying costs and devise a strategy
that will assure the house is sold as soon as
possible at market price. The old saying sur-
geons use applies here: “Your first cut bleeds
least, so make sure you cut deep enough!”
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Be Wary of Securities Scams

new church member has just given a
Apresentation about investing in what he

calls “church building” bonds. The
speaker was very persuasive, claiming the
bonds are as safe as CDs in a bank and promise
a much higher rate of return: 10% versus 4%
from the bank. You've had
several positive interac-
tions with the gentleman
during choir practice, so
you are seriously consid-
ering investing some of
your money with him.

Does this scenario sound
familiar? The lllinois Se-
curities Department iden-
tifies “affinity

fraud” (when a con artist
is a member of a group,
or pretends to be, to gain
a person’s trust) as one of
the top-10 securities
scams. Just because a
person who is a member
of your church or civic or-
ganization advocates a
particular investment
doesn’t mean it’s right for you. Instead of a le-
gitimate church building bond or other invest-
ment, it may turn out to be a Ponzi scheme, in
which initial high returns are paid using investor
funds, attracting more investors, until the con
artist makes off with most of the money.

Here are the other securities scams that made
the top-10 list for 2007:

Foreign exchange (Forex) trading. These con-
tracts may involve the right to buy or sell a cer-
tain amount of a foreign currency at a fixed
price in U.S. dollars. Profits and losses come as
the exchange rate rises and falls on the open
market. Unscrupulous salespeople lure investors
with tales of high rates of return and the right to
control a large amount of foreign currency at
only a fraction of the total cost. Often the inves-
tor's money is never actually invested but sim-
ply stolen by the con artists.

Internet fraud. Scammers use the Internet to
lure investors into so-called pump-and-dump
stock schemes. The scammer uses e-mail, chat

Sophie Kaluziak, CPA, CFP®
Oak Park , IL

room messages, or telemarketers to tout a
stock, making unsupported claims it is about to
“take off.” Investors bid up the price of the
stock until the scammer eventually sells the
shares at an unsustainable, artificially high
price.

Investment seminars.
Promoters of unsuitable
investments often target
seniors by offering semi-
nars, most promising a
free meal. The invest-
ments they offer claim
“higher returns and little
or no risk,” when the
reality all too often is
high risk and little or no
returns.

Oil and gas scams. Ris-
ing oil and natural gas
prices have made these
schemes a popular
choice for swindlers.

Promissory note
schemes. Con artists of-
fer promissory notes claiming high interest rates
and little or no risk. They often say the money
will be invested in business or real estate. In
reality, con artists simply keep the money for
themselves.

Private securities offerings. Under the Securities
Act of 1933, private security offerings do not
have to go through the full registration process.
Sometimes such investments are legitimate. But
scammers use this same approach to promote
offerings that are often risky and at times
fraudulent.

Real estate investment contracts. Investment in
real estate is often viewed as a sure bet. But an
investment professional lost his securities li-
cense for tempting investors into a speculative
investment that he said was “guaranteed safe.”

Unlicensed individuals and unregistered prod-
ucts. Anyone selling securities or providing in-
vestment advice without a valid license should
trigger a red alert for investors. These unscru-
(Continued on page 4)
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Podcast Helps Young Adults Focus on Financial Independence

adults and teach them about finances.

This subject is critical in an age where
demographic forces—longevity, lack of defined
benefit pensions, new consumer risks, and ca-
reer instability—all have profound financial im-
plications.

P odcasts are a great way to reach young

One such podcast, produced by Colgate Univer-
sity in Hamilton, New York, describes how
young people can get their financial futures on
track. It features Charles “Chip” Simon, a
NAPFA-registered, fee-only financial planner
with offices in Fishkill, New York. He is a CERTI-
FIED FINANCIAL PLANNER™ practitioner and presi-

A Podcast by Chip Simon CFP® Fishkill, NY

dent of the board of directors of the Alliance of
Cambridge Advisors, Inc.

The podcast offers a clear, no-nonsense over-
view of some of the obstacles young people
face today as they prepare for careers and a
lifetime of financial self-reliance. Among the
subjects Simon discusses are spending, saving,
debt, credit cards, taxes, and investing—all spe-
cifically geared to help those just starting out to
make positive changes in the way they think
about their finances.

This free podcast appears on the Colgate Uni-
versity website at http://www.colgate.edu/

Wild Black Raspberries - Investments in Pure Joy

happily picked and ate at least a quart of

delicious wild black rasp-
berries. On a July day, standing
on the outskirts of a dense Wis-
consin woods, | was suddenly
transported back almost 50
years to when | was a young
girl picking berries on the family
farm.

C rimson berry juice stained my fingers as |

This summer | traveled back to
my roots up North because |
wanted to walk the land where
my values developed—where
my beliefs, ideals, and faith were nurtured. The
trip included visiting several high school girl-
friends, one of whom | had not seen for 43
years! But we picked up as if we’'d spoken only

(Continued from page 3)

pulous alleged professionals also bypass regis-
tration requirements to sell viatical settlements,
contracts for leasing pay telephones or ATMs,
and other investments promising “limited or no
risk” and high returns.

Unsuitable investments. A suitable investment
for one person is often the wrong investment for
another. Legitimate securities professionals
know their clients’ financial circumstances and
don’t recommend inappropriate investments.
For example, salespeople posing as investment

Kathleen Rehl, PhD, CFP®
Land O’Lakes , FL

yesterday, and we’ve all vowed to stay in touch.
I also enjoyed time with extended family mem-
bers.

Although | spent a significant
amount of money for my travel
and related expenses, my trip
was an investment, as it were,
that blessed me greatly and
brought me a lot of joy. I will sa-
vor these memories for many
months to come.

| encourage you to consider mak-
ing investments like these, in ex-
periences you can savor. It's what | call “buying
experiences and investing in memories.” Using

some of your money this way can pay rich divi-
dends indeed. Where would your own wild black

professionals promote variable and equity-
indexed annuities in seminars targeted at sen-
iors, even though these investments are often
unsuitable because of the long-term investment
horizon needed and the limited access to in-
vested funds. What do most of these schemes
have in common? They promise high returns
and low risk. Many also require you to act im-
mediately or keep the investment a secret from
others. But the timeless adage still holds: if it
sounds too good to be true, it probably is. Be-
fore committing any money to any investment,
be safe and make sure the salesperson and/or
product is registered with your state Securities



