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Dear Friend of Money 2000:

For some of you, this is your firs
MONEY 2000 Newsewsletter. If this
is the case, welcome to the MONE
2000 program! For others, who starté
with us back in early 1996, this is issU
number 6. By now, many of you wh
enrolled last year have started ieas-
ing your savings and/or reducing yol
debt load. Congratulations and keé
up the good work! As of February 1
participants in 9 counties who com
pleted their first 6-month follow-up
survey reported savings and debt red

tion totaling $151,634. Over a quarter

million households are receivin
MONEY 2000 personal finance infor

mation through newspaper articles and

the MONEY 2000 Newsewsletter.

Rutgers Cooperative Extensio

efforts to improve your finances in

number of ways. Our major outreagh

methods are listed below:

1. Classes and Club Speaking En-
gagements—We have a number o
classes and speaking engagements
saving money and the wise use
credit. Contact your local Cooperativ
Extension office for details about ug
coming programs in your area.

2. Home Study Course—Our six-
part home study cours@éake Control
of Your Financeds available statewide
at a cost of $8. The course is mail¢
periodically, an issue at a time, sevel

Y 2000 participants will be Saturday, N@
rdvember 8 in New Brunswick.
efeature exhibits, several prominent fj-
D nancial experts, and a selection

ur for further details.
1Y
" our main way of keeping in touch regy-

" larly with MONEY 2000 participants.
le you have suggestions for future a

n
stands ready to assist you with your

D

[ payments. It is currently available i

ofcounties. For additional informatior
e about obtaining a PowerPay analys
- contact your local Rutgers Cooperatiy

2dincluding two new ones developed e
alpecially for MONEY 2000'So Where

times a year in each county.

THE STATE UNIVERSITY OF NEW JERSEY

RUTGERS

3. State Conference-Our first
statewide conference for MONEY

It will

workshops. Hold the date and watd

4. Quarterly Newsletter—This is

ticles, or financial questions that you’
like answered by one of Rutgers C¢
operative Extensions’s several certifig
financial planners (CFPs), feel free
contact the editor by phone or by e-m3
at oneill@aesop.rutgers.edu.

5. PowerPay Debt Reduction
Software Analysis—This program,
which will soon be available statewide
provides our clients with a printout de
scribing the fastest way to repay exig
ing debts and a calendar of month

oBussex, Morris, Warren, and Burlingto

Extension office.

6. Personal Finance Fact
Sheets—Dozens of fact sheets ar
available on financial planning topics

Where Am |
Going to Find
-$2,000 to Save?

Rutgers Cooperative Extension is
encouraging New Jerseyans to save or
reduce debt by $2,000 by the year 2000.
Where is the money going to come
from? Below are a dozen ideas:

Df
h

1. Refinance Yur Mortgage—
| Consider doing this if you plan to stay
" putlong enough to recoup the cost. For
] example, a no-points refinance costs
"about $1,000. Tding a 8.75%,
d$100,000, 30-year mortgage for a new

©10an charging only 7.75% would save

il 570 per month ($840 annually) and pay
for itself in just 14 months.

2. Get a Cheaper Credit Card—
Call RAM Research (800-344-7714)

Continued on page 6
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How Is Your Financial Health?

Many people call Rutgers Cooqp
erative Extension to see “how they’n
doing” financially. Perhaps they've jus

—~ D

read an article about personal finance

or they've talked to friends or family
members and “compared notes” abg
money management.
American Express developed the fqg
lowing quiz to “Test Your Financial

Health” Answer each question an
check the scoring description at the e
to determine how well you've planne
your financial future so far. Question
where points are missing or subtract

indicate areas needing improvement.

1. If you have 3 times your gros
monthly income in a readily
accessible account, give you
self 10 points.
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2.

10.

11.

If your savings is currently
earning a market rate yield
give yourself 5 points.

If you earn interest on a chech
ing account, give yourself 5
points.

If the last time you received
salary increase, you also in

creased your regular savings

add 10 points

If you (and your spouse, if mar
ried) have laid out specific fi-
nancial goals (such as a ne
home or college education fo
children) and when you wan
to achieve them, add 5 points
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12.

13.

14.

15.

your annual salary, subtract 10
points.

If you are over 30 years old and
have no personal retirement
fund to which you contribute

regularly, subtract 10 points.

If you have a current will, add
10 points.

If you know your marginal fed-
eral tax bracket, add 5 points.

If you know your net worth,
add 5 points

‘Scoring:

If you review those goals at Up to 25: You're a financial novice

least once a year and measu

add 10 points._____

If you have a savings or inves
ment account for long tern
goals (other than a pensio
plan), add 10 points

If you have added to and ng
withdrawn any money from
this account for the past !
years,

If this account if spread acros

more than one type of invest-

ment, add 5 points.____

If you are married and do nd
have life insurance coverag
equal to at least three time
your annual salary, subtract 1
points.

If you do not have a long tern
disability insurance policy
that will pay at least 60% of

[-

n

t
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re
your progress against them,

30-50:

55-85:

» 90-100:
add 15 points|

but don't despair. It's never
too late (or too early) to be-
gin financial planning.

Fair. You've taken some
steps in the right direction,
so keep up the good work.

Good. Youre above average
in planning for your finan-
cial future.

Excellent. You are now
ready for more sophisti-
cated financial planning
such as estate conservation,
tax planning, etc.

For additional financial informa-
tion, contact Rutgers Cooperative Ex-

t tension. Our services to county resi-

€ dents include classes, home study
S courses, free fact sheets and newslet-
0 ters, speaking engagements for orga-

nizations, telephone and in-person con-
sultations, and low-cost computer
analyses.$
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Risk-Proof Your Savings

Attempting to figure the direction
of interest rates and then, in turn, ma
short-term saving and investment d
cisions is very tricky business at beg
You have a 50-50 chance of guessi
the direction and the timing of th¢
move. Those are not very good od
for making intelligent investment de
cisions. In short, it's a risk you ma
not be able to afford.

Suppose last year you had all

your savings languishing in a bank ac-

count earning a skimpy three perce
return just waiting for the Federal Re
serve to bump up interest rates. O
year later the money would still be si
ting there.. However, if you though
interest rates had topped out and y
invested your savings in &g Trea-
sury notes and CDS, you'd be hapy
now. But should the Federal Reser
decide to raise ratesaig, your money
would be locked in and you would hav
to accept the lower rate of return fg

What should yowo? There's a
kebetter way to invest in today’s unce
e-tain market, given the trade-off betwee
t.risk and yield. The best bond or C
ngstrategy is to “ladder” your investment
> This means buying bonds in differef
Ismaturities (e.g., 6-month, one-yea
- two-year, three-year, five-year). Aniil
y lustration follows showing how to al

locate $5,000 into CDs:

$1,000 into a 6-month CD
$1,000 into a 1-year CD
$1,000 into a 2-year CD
$ 1,000 into a 3-year CD
$1,000 into a 5-year CD

If you had $10,000 to invest, py
py$2,000 in each denomination.
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€ If you had a larger amount of cas

to invest, say $30-40,000, in fixed in
€ come vehicles, you mighhoose Trea-
I suries instead:

-
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$10,000 into a 26-eek Teasury
bill

$10,000 into a 1-gar Treasury bill
$10,000 into a 2gar Teasury note
$10,000 into a 5gar Teasury note

With this strategy you've always
got money coming due. If interest rates
rise, you've got money maturing in the
short term to reinvest at a higher rate.
If rates should go down, then you have
got the longer-term yield locked in.

This strategy may not be perfect,
but it is the safest for fixed income in-
vestments. Some of your money will
be subject to lower rates in either
case—but not all of it. The main point
is that no matter which way interest
rates move, some of your money will
always be earning the highest rate avail-
able. Itaddition, you'll be able to sleep
at night. $

the next five years.

PQB

So Where Do | Put That $2,0007?

Hundreds of Rutgers Cooperative Extension MONEYyears ago. Major advantages, however, are reinforcement of

2000 participants are getting richer through a combina
of increased savings and/or reduced debt. As people st
accumulate some money, they often wonder where to p

Listed below are a “baker’'s dozen” saving and investment

ideas:

1. Bank Passbook or Statement $angs Account—
You may need $100 to open a typical bank account, whi
a good place for your first $500 or so. After that, bet
yielding alternatives are available.

2. Certificates of Deposit (CDs}Minimum denomi-
nations are often $250 to $500. CDs pay a fixed rat
interest for a fixed period of time. Generally, the longer \
tie up your money, the more interest you earn.

3. Christmas (Holiday) Clubs—Banks pay little or no
interest on “tub” accounts and most stopped giving gi

iosystematic savings with weekly coupon books and the abil-
aritypto save small amounts.

L. 4. Corporate Bonds—These are I0Us issued by a com-

pany and typically sell for $1,000. Investoeseive a fixed
amount of interest at regular intervals, generally every six
months, until the bond maes. Ten they get back their
ch igincipal.

er 5. DRIP Stocks—Almost 1,000 publicly traded com-
panies allow investors to buy stock directly from the com-
pany through dividend reinvestment plans (DRIPs). Mini-
e afium investments are very affordable, often just $100.

ou 6. Employer Retirement Plans—Specific plans are

401(k)s for corporations, 403(b)s for schools and non-profit
groups, and Section 457s for county/municipal government.
[ts
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Financial Resources On

ly a Phone Call Away

Did you ever wish you had someone to call for finanvide information about the cost of life insurance. Premium
cial information or adice? Actually, quite a few compa; quotes can be obtained from Insurance Quote (800-972-
nies, government agencies, and non-profit organizations [prb104), Quick Quote (800-867-2404), Quotesmith (800-431-
vide helpful phone numbers and/or internet web sites tq a$147) or Term Quote (800-444-8376).

sist consumers.
sources of information:

Below is a description of some helpful

4. Financial Advisors—For the names of local certi-
fied financial planners (CFPs), call 800-286-PLAN (7526).

1. Credit Reports—There are three major credit r¢- This phone number is operated by the Denver-based Insti-
porting agencies: Experian (formerly TRW), Equifax, andute of Certified Financial Planners, a national profession

TransUnion. All three, Experian (800-682-7654), Equi
(800-685-1111) and TransUnion (316-636-6100), charge
for a report unless you have been denied credit,anser
or employment within the past 60 days, based on infor
tion in your credit file. Specific information is required wi
a credit report request. To obtain a credit file request fqg
contact Rutgers Cooperative Extension of Sussex Co
(579-0985).

2. Social Security Benefit Estimates-You'll need form
SSA-7004, “Request for Earnings and Benefit Estimate St
ment.” To obtain a copy, call 800-772-1213. The report \
include both disability benefits and anticipated retirem
benefits at ages 62, 65, and 70.

xorganization of CFPs. For referrals to fee-only planners who
> &Bon't take commissions, call 888-FEE-ONLY (333-6659).

This hotline is maintained by NAPFA, the professional or-
maranizaion for fee-only financial planners.

r 5. Treasury Securities—For information and tender
JR’ ms to buy Treasury bills, notes, and bonds from the Fed-
al Reserve, call 212-720-6619 (New York) or 215-574-6675
(Philadelphia). Rutgers Cooperative Extension (RCE) also
has a free fact sheet (#810) on Treasury Stesir To ob-
attain a copy, call your nearest RCE office.

:'” The next time you need financial information, “let your
nftmgers do the walking” with a phone call. Information is
readily available and the price is rigt$.

3. Life Insurance Premiums—Several companies pro

BMO

Many Factors Determine Home Affordability

Spring is a time when many homebuyers start lookin
houses. For most people, a home is their largest sing
nancial investment. Careful shopping now could save th
sands of dollars over time.

To make a realistic home selection, you must detern;
how much you can afford. Key factors are household
come, the cost of a home and property taxes, and other h
hold debt (e.g., student loans, car payments).

Most lenders use the 28/36 rule or some variation o
This means that the total monthly cost of a new hom

j ahonthly payment ($5,000 x .28) if they had no other debt. If

e firey had a $500 a month car payment, however, their mort-

ograge would be limited to $1,300 ($5,000 x .36 = $1,800 -
$500 = $1,300).

line Be sure to plan for the cash you will need for a
irdownpayment and closing costs. Itis also wise to set aside a
pugeserve fund” to cover initial expenses such as déogra

lawn care equipment, unanticipated repairs, and higher util-
Ity costs. Since utility (heating) costs may differ substan-

f I{Ially from what you are currently paying, ask to see the pre-

a)

~ vious owner's heating bills.

principal, interest, taxes, and insurance (PITl)—cannot|ex

ceed 28 percent of gross monthly income. In addition, H
plus all other outstanding debt (e.g., a car loan paym
charge cards), cannot exceed 36 percentaxsgpay.

To illustrate the 28/36 rule, assume a dual-income co
earning $60,000 a year, or $5,000 per month, is shoppin
a home. They would qualify for a loan requiring a $1,4

ITI  Experts advise not planning any major remodeling dur-
enihg the first year of homeownership. Living in a house a
while may help you appreciate the existing arrangement.
1Aénother concern is finances. If you stretch yourself too far

;pf%pd cannot meet monthly payments, you may be forced to
00

Continued on page 6
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Don’t Forget to Fund
Your IRA

April 15, 1997 is the last day to make your contributi
to a 1996 Individual Retirement Account (IRA). The maj
advantage of IRAs is that contributions and earnings ¢
pound tax-deferred until retirement.

Without an IRA, the earnings of an investor saving
retirement are eroded by taxes. Put another way, only
of your money is working for you if you save for retireme
outside of a tax-deferred plan. Over time, the differenc

earnings between taxable and tax-deferred investmentg w

equal thousands of dollars.

A second advantage, for some IRA investors, is that
$2,000 annual contribution is tax-deductible. To qualify
a full IRA deduction, households with at least one ear
who participates in an employer pension plan must hav
adjusted gross income (AGI) less than $40,000 ($25,00
singles). Married couples withAGIs up to $50,000 ($35,(
for singles) qualify for a partial deduction. Households w
earners lacking an employer retirement plan can earn
amount and obtain a full IRA write-off.

The 1996 IRA Guide, published by Mutual Funds ma
zine lists the following tips for IRA investors:

1. Start Early—IRAs should start early in life, even i
your teens, if you have earned income. The difference
tween starting in your 20s versus your 40s is hundred
thousands of dollars.

2. Invest Early—IRA contributions can be made th
first business day of every year. Waiting 16% months |
until April 15 of the following year will cost thousands ¢
dollars of foregone earnings.

3. Earn More On Your Money—Over long time peri-
ods, no other investment outperforms stock. Between 1
and 1996, the average annual return of stocks was 10
compared to 5.1% on Treasury bonds, 3.7% on Treasury
and an inflation rate that averaged 3.1%.

4. Avoid Tax-Exempt Securitiess—IRAs are tax-de-
ferred so putting lower-yielding tax-free securities (e.g., n

nicipal bonds) in them, while legal, is unwise. Much bett

choices are investments that generate interest (e.g., C
rate bonds) or capital gains (e.g., growth mutual funds).

5. Ditto For Annuities—Annuities are already tax-de
ferred so it is generally counterproductive to put them ing
an IRA. It's kind of like wearing two raincoats in a showér,

That $2,000

Continued from page 3

Minimum savings can be as little as $10 per pay period or
1% of salary.

on
(o}
D

h 7. Growth and/or Income Mutual Funds—Owning
shares gives you an ownership interest in stocks (growth
r'f"fmds), bonds (income funds), or other securities that com-
prise its portfolio. Many funds accept initial deposits of
fo$2,000 or less. Subsequent deposits are usually lower (e.g.,
p&100). Funds that require more than $2,000 often take less
nt(e.g., $500) for IRAs.

I |n| 8. Individual Retirement Accounts (IRAs}—-IRAs are
not an investment per se but, rather, a place to put products
(e.g., CDs, mutual funds) selected for retirement savings.
thell workers with earned income can contribute up to $2,000
fomnnually. Minimum investment amounts will vary accord-
neng to the investment selected but can be as low as $250 to

e $500.

) for
oo 9- Money Market Mutual Funds—These are a type of

itinutual fund that invests in short-term debt obligations is-
aﬁyed by governments, government agencies, and/or corpora-
tions. The minimum initial investment is often $1,000 or less.

ja- 10. Treasury Notes and Bonds-Treasury notes are is-
sued for 2- to 10-year durations. For bonds with 4- to 10-
year maturities, the minimum investment is $1,000 to $2,000.
N Treasury bonds are issued in denominations of $1,000 for
bQP years.

S 0
11. Unit Investment Trusts (UITs)}—Sold by broker-

age firms, unit trusts are a portfolio, usually of bonds or
€ mortgage-backed securities (e.g., Ginnie Maes), that are sold
]} investors in small pieces called units. The cost of a unit is
f generally $1,000. Unlike mutual funds, however, UITs are

not professionally managed. Instead, the securities in the

portfolio are simply held to generate interest for investors.

97%6 12. U.S. EE Savings BondsEE savings bonds can be

.'I Yirchased at banks and through employer payroll deduction

P Sans. They are purchased for one-half of their fadeev
(e.g., $25 for a $50 bond) and come in denominations in-
cluding $50, $75, $100, $200, $500, $1,000.

U 13 zero Coupon Bonds—“Zeros” are bonds issued by

el%overnments or corporations that sell at a deep discount to

"MRe value (generally $1,000). Unlike other bonds that pay
periodic interest, they don’t pay anything until maturity, at

- which time an investor receives $1,000. Investors with a 15-
id® 20-year time horizon can purchase a $1,000 zero for around

$200-$300. $

D
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$2000 to Save

Continued from front page

for an inexpensive list of low-rate and no-fee creditisamans-
ferring a typical $2,000 balance from an 18% card to a 10%
would save $160 a year in finance charges.

3. Bring Your Lunch and Snacks—That can of soda you
buy every workday for 75 cents costs $188 a year. Buy 12 g
brand cans on sale for $3 and you'll save $125. Do the sam
expensive lunches and you’ll save several hundred dollars
year.

4. Slash Food Expenses By 10%Do this by buying fewer
snack foods and “impulse” items and making better use of §
and generic brands, coupons, and price breaks. Consider jo
a warehouse club (e.g., BJs) for additional savings. Trimmif
$100 weekly food bill by 10% to $90 would save $520 a yes

5. Get Discounts—Many products and services (e.g., insu
ance, hotels, car rentals) have discounts...but only for cons
ers who ask. Asking the question “is this the besepavail-
able?” frequently should save at least a hundadidrs annually.

6. Be Patient—Waiting for things to go on sale, instead
purchasing at full price, should save several hundred dollars

7. Get a Long Distance Telephone Savings PlarSavings
will vary, depending on your calling habits, and you may havé
make calls at designated times. Nevertheless, the savings G

impressive. If a plan saves $20 a month, that's $240 a year]

8. Get An Insurance Analysis—You may be paying for un-
necessary coverage or missing valuable discounts. Ask an
to review your policies. If you are paying several thousand
lars a year for insurance (all types), some savings probably €

9. Shop ‘“Alternative” Vendors—Inexpensivesources of
toys, tools, appliances, clothing, and home furnishings incl

f]
flea markets, garage sales, thrift shops, and consignment sho(i/

Possible savings? Hundreds, maybe thousands, of dollars.

10. Earn More On Savings—Don't let existing savings lan-
guish in a 2% to 3% bank account. You're losing money aj
inflation and taxes. Move this money to a CD or money ma
fund to earn a higher rate of return.

11. Slash Bank and Investment FeesAvoid banks that
charge high fees or require large minimum balances on low-y
accounts. Shop around for a better deal. Ditto for high bro
age firm commissions and mutual fund expense ratios.

12. Get a Match—If your employer offers a 401(k) plan
save enough to earn the maximum employer match. Unlike
proverbial “free lunch,” this deal is too good to pass $ip.

BMO

Dear Friend
Continued from front page

Do | PutThat $2,0002nd “Where Am | Going To Find
cak@,000 To Save?”

7. Money Management Calendars-Many county
Extension offices have money management calendars
taxgailable at a nominal cost. For each month of the year,
e fbere is a chart to record fixed and flexible expenses.
feummary charts at the end of the calendar provide a
way to total spending for the year.

8. MONEY 2000 Video—Our 6Y2-minute video,
tokONEY 2000: Start Todagontains a description of the
NM@NEY 2000 program and soundbites from “real
gpeeople” describing ways to increase savings and reduce
r.debt. It is available for borrowing at Extension offices
across the state.

=

um- In return for all the above-mentioned services, all

Rutgers Cooperative Extension asks is that you com-

plete your six-month follow-up survey and return it to
Dfus promptly. It is the ONLY way we have to measure
" the effectiveness of the MONEY 2000 program and its
" impact on the lives of participants. Thank-you in ad-
vance for your cooperation and best wishes for contin-
> tiged future financial succes$.

an be Barbara O'Neill, Ph.D., CFP
Editor

agent

"%Home Affordability

Xlétc')ntinued from page 4

acate your new home and go into foreclosure. In addi-
1on, you damage your credit rating and future chances

Fbuying another home.

r,[ef{pent. on housing and consumer debt? Experts suggest

K tO% is a safe percentage of debt to net income. When

?amilies spend more than half of their take-home pay on
a mortgage and other debt, that doesn'’t leave much else
for food, clothing, gas, child care, etc. Financial prob-

ielems often occur as a result.

ker- . .
Rutgers Cooperative Extension (RCE) has a free

MONEY 2000 “debt-ratio ruler” which indicates safe
, and “problem” percentages for household debt with or
théthout a mortgage. To obtain a ruler, contact your lo-
cal RCE office.$

o

What percentage of your take-home pay should be

BMO
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