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Caveat Emptor: Long-Term Care Policies
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Vulture Real Estate Investors Beware

ationwide, home prices fell 30%
N between 2006 and the summer of

2009 after the bottom fell out of the
real estate market. Subsequent signs of price
stabilization may have you thinking about
Jjumping in to this market as an investor,
perhaps in the interest of diversification and
asset allocation. After all, the mantra is “buy
low, sell high,” right? However, there’s
another old saying that also applies: “Look
before you leap.”

First and foremost, you need to
determine if you should be buying real estate
at all given the various management, liability,
cash flow, and other issues associated with it.
A simpler and often lower risk alternative
could be to purchase shares in real estate
investment trusts (REITs), which usually
invest in commercial real estate rather than
houses but which are more liquid and easier
to manage within your overall portfolio. You
could also buy stock in construction firms,
housing suppliers, or other companies likely

to benefit as real estate rebounds.

If you can tolerate the risks and
responsibilities of buying a property and can
do so while maintaining sufficient
diversification in other assets, be sure to
consider the following factors.

All real estate is local. Prices may (or
may not) have hit rock bottom in terms of the
national average, but that doesn’t mean the
carnage has ended in your neck of the woods.
While home prices stabilized in most areas of
the country during the second half of 2009,
overbuilt areas and those facing the highest
unemployment levels continued to see
declines, most notoriously in Las Vegas and
Detroit.

What’s the foreclosure rate? To
determine the level of foreclosure turmoil in
your target community, you need up-to-date
information, and the only way to obtain that
is to contact local organizations that have the
pulse of the community. These groups
include the Association of Realtors,
Mortgage Bankers Association,

States With Highest Foreclosure Rates

city or county housing
departments, and state agencies

State Foreclosure rate that deal with housing, banking, or
Nevada 1in 23 households economic development.
California 1in 53 households Ask for figures that let you
Arizona 1in 53 households compare the current level of
Florida 1in 56 households foreclosure with past figures. The
National average 1in 136 households bigger the difference between past

2009

Source: RealtyTrac U.S. Foreclosure Market Data by State, Q3

and present, the more influence
higher foreclosure rates are likely

to exert over home prices in

between the time need is demonstrated
and the beginning of benefit payments.
However, it is

Inflation protection. The cost of
all health care, including long-term
care, is rising much faster

important to check the
policy’s definition of a
“waiting period,” as it
could refer to either
calendar days or
service days.

Premiums. The
younger you are when
you begin coverage, the lower the
premium, which will also be affected
by the range of policy benefits you
choose, including type of policy
(reimbursement, indemnity, or cash);
health status; waiting period; and
inflation factor chosen (simple,
compound, or none).

than the overall cost of
living. So it’s essential
that a policy increase
benefits as costs rise—
particularly if it could be
years or even decades
before care is needed.
Desirable policies are
guaranteed renewable for life and cover
pre-existing medical conditions.
Additional riders and options may be
worthwhile, but it’s important to weigh
the costs of extra benefits. We can help
you make sense of this complicated
insurance market and help you find a
suitable policy at a reasonable price. ®

coming months and years.

Buying a foreclosed home. Banks
will sometimes sell foreclosed homes at a
significant discount in order to clear them
off the books. But buying distressed
property carries extra risks. These steps can
help you limit the danger.

* Make sure the house you’re
considering is located in a neighborhood
with good schools, low crime, and a steady
job market. Homes in troubled
neighborhoods may not recover value
quickly, or at all.

* Do atitle search to find any liens on
the property or back taxes that may be
owed.

* Get the house inspected. Foreclosed
homes are notorious for sustaining damage
from previous occupants and for a general
lack of maintenance.

* Favor homes that a bank has placed
on the market after paying off taxes and
other debt and making repairs. Buying at
auction can be riskier, because you’re likely
to know little about the home.

* Look at recent home purchases in the
neighborhood to make sure you aren’t
overpaying. While foreclosures often offer
bargains, home prices have plummeted so
rapidly that sometimes even distressed
properties turn out to be overpriced.

* Get preapproved for a mortgage,
because lenders are especially nervous
about making loans on distressed
properties.

* Consider other factors, such as an
area’s demographic trends, the likelihood
that local or state taxes may go up, whether
the area is prone to flooding or other natural
disasters, and insurance costs. ®

While it may be tempting to plunge into today’s housing
market as an investor, it's a rough-and-tumble arena, and
buyers are subject to a wide variety of sometimes hidden
risks. We can help guide you through the process, work-
ing to minimize risks and maximize results.

There are special risks associated with REIT
investments including but not limited to:

* The value of the units or shares of the trust will
fluctuate with the portfolio of the underlying real es-
tate properties.

* Redemption will be at a price which may be more
or less than the original price paid for the units.

* There can be no assurance that the issuer will
maintain a secondary market for REITs. Therefore,
there is the risk that a REIT investment may be
illiquid.

* Special risks of investing in real estate including
market risk, company risk, real estate investing risk,
real estate securities risk, interest rate risk, small-cap
risk, credit risk, income volatility risk, prepayment
risk, extension risk, and foreign investment risk.



Estate Planning For A Non-Citizen Spouse

ith estate laws in flux,
planning is especially
difficult right now. But it is

even more complex if you or your
spouse isn’t a U.S. citizen. Special
measures may be needed to avoid a
large estate tax bill.

Under the rules of the landmark
2001 tax cut, the top tax rate on
inheritances has been gradually
reduced from 55% to 45%, while the
maximum amount that can be passed
along exempt from estate taxes has
risen, to $3.5 million in 2009. The
estate tax is scheduled to expire in
2010 but will be revived in 2011,
with a top rate of 55% and an
exemption of $1 million.

Although Congress is expected to
take action on a permanent fix for
estate rules, no one knows exactly what
will happen. The only thing that’s
reasonably certain is that there will
continue to be an unlimited marital
deduction. That has been a constant of
estate law—that a spouse may inherit
unlimited wealth without any estate tax
liability.

But that rule doesn’t apply if your
spouse is not a U.S. citizen. Even

permanent U.S. residents don’t qualify
for the unlimited marital deduction;
instead, they may owe estate tax on
inherited assets that exceed the normal
exemption for bequests to non-spouses.
There are, however, a couple
of ways for non-citizens to
sidestep problems.

Reduce a taxable
estate through lifetime
gifts to a spouse. If the
citizen spouse has
substantially more wealth
than the non-citizen, a series
of gifts could shift the
balance. Tax rules allow tax-
free gifts to a non-citizen
spouse of up to $133,000 in
2009. (The amount is
indexed for inflation.) This is a strategy
you’ll need to establish early, and it
may work best as a complement to the
second approach.

Establish a qualified domestic
trust (QDOT). This trust lets a non-
citizen spouse take advantage of the
deceased spouse’s assets without
paying estate tax. All trust income must
be paid to the surviving spouse, and no
estate tax is owed until the second

spouse dies and the remaining trust
principal is distributed to heirs (usually
the couple’s children). To qualify for
these advantages, the QDOT must meet
these requirements.

* At least one trustee
must be a U.S. citizen or
a domestic corporation.

* The trust must be
established no later than
nine months after the
first spouse’s death.

* The executor must
make an election for the
QDOT on the deceased
spouse’s estate tax
return.

* If QDOT assets
exceed $2 million, the
U.S. trustee must be a bank, or an
individual trustee must furnish a bond
or letter of credit equal to 65% of the
value of trust assets.

If you or your spouse isn’t a
citizen, timely estate planning could be
crucial. We can work with you and
your attorney to make sure your estate
plan takes that special circumstance
into account and helps you avoid
unnecessary taxes. @

Best Of Times Follow Worst
(Continued from page 1)

worst. In dramatic turnarounds, eight of
the 20 best days occurred within 10
trading days of one of the worst 20 days.
On October 29, 1929, the S&P sank by
16.1%; the next day, it soared 12.5%. In
2008, a 7.6% loss on October 9 was
followed by an 11.6% gain on October 13.
Post-plunge rebounds often last more
than a day, with the market frequently
recouping, during the next few weeks, a
significant fraction of what it has lost. For
example, the worst sell-off in the
Vanguard study—on October 19, 1987,
when the S&P 500 lost 20.5% of'its
value—was quickly followed by a lot of
buying. Within 20 trading days of Black
Monday, the market had rebounded by
9.6%. A similar thing happened during the

1929 crash; after that 16.1% free fall on
October 29, the S&P stabilized
temporarily, regaining 2.5% during the 20
trading days that followed. And in 20087
Twenty days after December 1, when the
market fell 8.9%, it had regained 9.1%.
Looking at the S&P’s performance
following all 20 of the worst days, the
market regained an average of 2% during
the next 20 trading days.

For would-be market timers, those
tendencies make a difficult job virtually
impossible. While it may be feasible to
anticipate broad market shifts and to make
tactical adjustments to a portfolio based
on certain metrics like price-to-earnings
ratios, any attempt to time a wholesale
market entrance or exit will probably fail.
Few people expected the stock market to
surge when it did in the spring of 2009, or
to advance as much as it did during the

next several months. Investors who had
cashed out their portfolios during the
market rout almost certainly missed some
(if not all) of the rally.

The recent volatility of the S&P
500—from day to day, week to week, and
month to month—only reinforces how
unlikely it would be for anyone to get in or
out at just the right time. Rather than try to
time the market, which almost always
backfires, most investors would do better
to stick with a well-diversified portfolio
with regular asset allocation rebalancing
to keep volatility in check and increase
potential long-term gains. ®

Performance data quoted represents past
performance and does not guarantee future results.
Indices are unmanaged and do not reflect the
payment of fees and other expenses associated
with an investment. Investors cannot directly invest
in an index.
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