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Other People’s Money: A Guide to Using
Leverage to Increase Your Assets
The finance world is full of buzzwords that make little sense: “capital” to
mean money, “return” to mean profit, and so on. Blame the MBAs of the world.
Those in the business of money build a verbal wall around their craft that
keeps it mysterious, and thus profitable, for them.
One of the least understood words is “leverage.” It’s often used negatively
to describe investments that should never have been made or which fail in a
spectacular way. It’s a shame, because leverage is a fundamental concept in
investing 
— one everyone should understand and know how to use correctly.
As with any tool, there are good uses and bad uses for leverage. Knowing
your own risk tolerance and financial condition is necessary to take advantage of the power of leverage without overextending yourself.
It’s important, too, to realize that you already use leverage almost every
day. When you buy a tank of gas with a credit card and pay it back on
payday, that’s leverage. You were able to secure a commodity (a tank full
of gasoline) using someone else’s money (the credit card company’s) at zero
cost to yourself (assuming that you have a grace period to repay, that you
pay within that period, and that your card charges no annual fee).
However briefly, you got access to free money to achieve an economic
purpose. That purpose might have been to drive to an important sales call
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— or just to get home for the night. If the former, you actually used that
free money to make money indirectly. If it was just to get home, you still
technically made money, in the sense that every day you waited to pay the
credit card company, they lost interest-earning power on those dollars
while you earned interest on cash sitting in your bank account.
You did take on the small risk of not paying it back on time, and if you
get caught in the typical credit card web of late payments and interest
charges, the tables quickly turn against you. Now the credit card company
is making money on your lack of foresight, again using leverage.
With that example in mind, what follows is a beginner’s guide to financial
leverage, from the most common and pedestrian forms to the more exotic and
high risk. While each strategy has its quirks and caveats, they each share
a basic premise: using other people’s money to make more money for you.

Tactic No. 1: Buy a Home
People tend to look at homeownership through rose-colored glasses. They
see borrowing money to buy a house as building stability and never really
consider the actual mechanics of a home loan. Nevertheless, a mortgage loan
is leverage. When else in your life will you borrow 80 percent or more of
the value of an appreciating asset and get to use the asset while you pay
back the loan? (Cars, in comparison, only depreciate; whatever the resale
value of a Honda, it’s far less than what you paid new.)
Let’s say you put down the standard 20 percent on a home valued at $150,000
with a 30-year term at a 4 percent interest rate. You have to pay $30,000
today to secure the loan, but you get to spend $120,000 more.
Your monthly payment will come to $573. Over the 30 years, you will have
paid $86,243 in interest payments plus the balance of $120,000.
Wait, you might say: I’m out $206,243 for a home valued at $150,000! Yes,
but you also lived in a home for 30 years at a cost which, if you took a
fixed loan, never rose above $573 a month. If you had tried to rent a home
30 years ago at $573 a month, inflation would have driven the cost up to
$1,396 a month by the end. You also enjoyed mortgage interest and real
estate tax breaks in all those intervening years.
Presumably, too, your $150,000 home bought in 1981 would be worth $365,000
today, protecting your cash investment from inflation. The recent housing
crash notwithstanding, a prudent mortgage loan taken over the long term
offers a foolproof gain to even the sleepiest of investors.

Tactic No. 2: Buy Several Homes or Buildings
Knowing how real estate works, you can consider a slightly more adventurous
approach: buying more than one home. You lose some of the tax advantages,
but a true real estate investor is looking to marry other people’s money
2
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— specifically, bank lenders and renters — together to produce an income
stream. The trick is what real estate pros call a “triple net lease,” in
which the investor finds a tenant who is willing to take on the three major
ownership costs of the property — taxes, insurance, and maintenance — as
well as the rent, or pay a rent that covers all costs. Once these items are
built into the lease agreement, the property owner is able to pay finance
costs back to the lender and keeps any difference free and clear as income.
This is leverage in the purest sense because you are borrowing money from
one party and using the money of a renter to pay back the loan. The property might appreciate over time, adding to the total return, but it doesn’t
have to. That was the fundamental error of buyers during the housing boom
— they counted far too much on appreciation to make things work. True real
estate investing is always about cash flow using other people’s money, not
buying and selling at a rapid clip.
The tone of articles like this can make real estate investing sound extremely
easy. It is not. You have to do a lot of on-the-ground research and be
able to do financial equations on the fly in your head. Before embarking
on any kind of leverage-driven investment plan, consider what might happen
if things turn south, says Chad Nehring, a certiChad Nehring is Vicefied financial planner and Vice-President with
President of Conceptual
Conceptual Financial Planning in Appleton, Wis.
Financial Planning in
Appleton, Wis. He also
provides financial education
to military members.

“Leverage indeed equals risk. Ideally, you would
have a sufficient cash cushion before attempting
a leveraged investment,” Nehring counsels. “This
cash cushion would ideally be sufficient to cover three to four years of
minimum payments on the leveraged loan portion, in addition to normal cash
cushions kept for personal reasons.” He also says to consider carrying life
and disability income insurance protection in order “not to burden your
loved ones or estate with the encumbrance, either at death or disability.”

Tactic No. 3: Buy Stocks on Margin
The remainder of the leverage strategies in this article assume that you’re
at least conversant with trading and comfortable with analyzing an investment before buying. Proceed with caution.
Buying stock on margin probably has the
worst reputation, largely because such
buying contributed heavily to the Crash of
1929 and the ensuing Great Depression. To do
this right, you need to have cash available
to cover what are known as “margin calls.”
When investors fail to consider the risk of
margin calls, they can get wiped out fast.
How does it work? The simple answer is that
you invest with money you borrow, usually
from a stockbroker. Say you want to buy 100
January 2013
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shares of a stock trading at $10. That would cost you $1,000. Let’s say you
don’t have it all — you have half. So you borrow $500 from your broker, put
in your $500, buy the shares, and wait. The stock runs to $15. Perfect! You
sell and collect $1,500. You pocket the $1,000, having happily doubled your
money (your $500 is now $1,000), and pay back your broker his or her $500.
Now, imagine the stock sticks at $10 for weeks and weeks — nothing stirring, not a blade of grass moving in the markets, at least for your little
investment. You still have high hopes, so you want to hold the position.
Your broker, however, is missing his money. Because he will charge you
interest in the meantime, it’s helpful if the stock you bought pays a dividend. That helps offset the cost of interest while you wait. Eventually,
the stock pops higher and you get out. Nobody got hurt.
Now, picture a third scenario: You buy the stock at $10 and it plunges to
$5. If you sold it now, you would have $500 but owe the broker $500. You
are busted, a 100 percent loss. Scale that up to thousands of shares and
you can begin to appreciate the risk factor.
Here’s where you run the risk of getting a margin call. If the value of the
stock falls to less than double the amount of the loan (a 50 percent “debtto-equity” ratio), your broker could require you to put in more money to
bring it back up. For instance, if your stock slips to $8, it is now worth
$800. But you owe $500. Your broker will now ask you to put in at least
$200 to bring things back to balance. Don’t have it? You then must sell and
take the hit. Better luck next time.
Margin investing is not the right path for most ordinary investors, says
Eric Tyson, author of Investing for Dummies. Most people should get into
stocks for the long term, and the volatility of
Eric Tyson is a personal
trading can be more than garden-variety investors
finance author. His books
can stomach, he warns.
include Personal Finance
for Dummies and Investing
for Dummies, available on
Amazon.com.

Nevertheless, for the experienced trader, there
is a time and a place for margin trading, he
says. “Three years ago when the stock market was
in the toilet, that would have been a good time to put all your money in
stocks using margin,” Tyson explains. “Some people did use margin, and they
hit a home run because the market doubled off the bottom. I’m not advocating that as a thing to do, but if you understand the risk, consider it.”

Tactic No. 4: Buy Bonds on Margin
Let’s start this section with an important caveat: Bonds are extremely
expensive right now. It isn’t necessarily a good time to buy bonds at all
(although, obviously, risk tolerance varies by investor), and even less is
it a good time to lever up a position in bonds. File this away under “something to remember for when bonds get cheap again.”
Nevertheless, says financial planner Doug Goldstein, few investors realize
that they can, in fact, buy bonds on margin.
4
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“The margin requirement on Treasurys is quite a bit different from stocks.
The margin requirement on stocks is 50 percent. If you put up $100,000,
you can buy $200,000 worth of stocks,” explains Goldstein, founder of
Profile Investment Services in Jerusalem. “With Treasurys, you could put
up as little as 10 percent, which depends on
Doug Goldstein is the
what maturity of Treasury you buy. You could
owner and director of
put up $100,000 and control up to $1 million in
Profile Investment Services,
Treasurys.”
a financial planning and
investment firm based in
Jerusalem.

With investment-grade municipal bonds, it’s often
25 percent of the value. “Obviously, the risk
is much greater, as with all leverage. You can make money faster, but you
also can lose money faster,” Goldstein says. “You get a margin call very
quickly. Say you put $100,000 for $1 million in bonds. A 10 percent decline
would mean you’d lose all your money.”
Such a strategy, usually employed only by pro traders, is high risk in
normal markets. Today, with interest rates so low, the risk is even higher.
If rates begin to rise, the prices of bonds will automatically move in the
opposite direction, Goldstein says.
So why do it? “The reason someone would do it is you can borrow money for
very cheap now and get 10 times that amount of money in bonds,” he says.
“The interest payments might be enough to justify the cost of borrowing.
But the current market is not a good one for this way of investing.”
One way to “turbo boost” the strategy, Goldstein says, is to buy zerocoupon bonds on margin. Because these bonds are the most sensitive to
interest rate changes, buying them on margin would mean you are amplifying
a bet that interest rates will decline.
At the risk of repeating ourselves, interest rates are incredibly low.
Taking on leverage now to bet that they will go lower is ill-advised, to
say the least. Keep this strategy in mind for when things change, as they
always do.

Tactic No. 5: Consider Leveraged ETFs
Investors who want the power of leverage but don’t want to take the risk
of margin calls can consider using a portion of their portfolio to buy
leveraged exchange-traded funds. These funds essentially pack leverage
strategies into the fund itself, advertising that their share price will move at a
Subscriber Exclusive
ratio of two to three times the direction
For access to past editions, visit
(or the opposite) of a given benchmark.
There are, for instance, levered ETFs that
promise double or triple the performance
of the S&P 500 on a daily basis or perhaps
the price of crude, a basket of precious
metals, or the dollar itself. Because these
January 2013
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are ETFs, you can follow the actual price performance over time before
investing.
“If you think the market is going down, you can buy inverse leveraged ETFs to
profit on the downside,” say Adam Koos, a certified financial planner in Dublin, Ohio. “You can
Adam Koos is founder and
president of Libertas Wealth invest in a number of indexes — stock, commodity,
Management Group in
international, and so on — using this method. It
Dublin, Ohio. He is also an
doesn’t cost any additional out-of-pocket expense
accomplished speaker and
aside from the ETF internal expenses, and you
financial educator.
don’t have to worry about margin calls if your
trade doesn’t pan out as expected.”
There are caveats. First and foremost, a move down at three times the
benchmark will triple your losses. A less obvious risk is that some of the
smaller levered ETFs can exhibit what is known as “tracking error.” Simply
put, they don’t work as advertised. Better to study an ETF’s performance
over time and seek professional help if you have doubts.

Leverage Tactic No. 6: Explore Options Trading
Options trading is even more complex, but the simplest explanation is that
such trading means you can control large amounts of assets at a very low
cost: By paying a relatively small amount of money, known as a “premium,”
you buy the right to purchase a stock at a specific price, let’s say $10.
That level, in the contract, is called the “strike price.” If the stock
hits the price, you have agreed to buy it at that level.
Here’s the kicker: If the stock exceeds the strike price, you still get it
for $10. Say the stock zooms past $10 and heads to $18. You exercise the
option, buy it for $10, and immediately sell and make an 80 percent profit
minus the premium paid. If the stock never hits $10, well, you lose just
the premium.
You also can use options on stocks you already own, writing what are known
as “covered calls.” This offers a way to generate income on very large holdings that you wouldn’t ordinarily sell. It’s important to first consider
the tax implications of being forced out of a long-term holding. If you
have the tax risk covered by trading in a tax-deferred individual retirement account, for example, writing calls can be a good way to increase your
returns without putting up another dime in capital.
“I like options, but they are hard to use in professional practice.
Regulators consider them as very risky,” says Bill DeShurko, a financial
adviser in Centerville, Ohio. “However, I like the fact that you have a
known and limited loss. Let’s say you can buy a stock for $50. It would
be very possible for it to drop to $40 or lower. But what if you bought a
call option on that stock for, say, $3? Then your worst case is a $3 loss.
Which scenario is riskier?”
— Reporting by Greg Brown
6
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Investing
What’s the Best Way to Reinvest Dividends?
Dividend investing is a great way to grow your portfolio, but what’s the
best way to reinvest those dividends — using an automatic reinvesting
option or taking them in cash and reinvesting them on your own?
The answer: It depends on the size of your portfolio, the current price and
volatility of the stock that paid the dividend, the cost of reinvesting,
and the tax implications.
The tax implications of choosing automatic reinvesting can be pretty significant in taxable
investment accounts, says David Twibell, president and founder of Denver-based Custom Portfolio
Group. “It can also create a real paperwork
headache when you sell a position in a taxable
account because you’ve got to track each one of
those purchases,” Twibell says. “We generally recommend not using auto
reinvest in taxable accounts.”
David Twibell is the
president and founder of
Custom Portfolio Group, a
firm based in Denver. He’s
an expert in alternative
investment strategies.

Selling, Buying, and Tax Consequences
Selling always has the potential for tax consequences, says Bill Hammer
Jr., CFP, head of Hammer Wealth Group in Melville, N.Y. Buying, on the
other hand, does not generate tax consequences.
“Let’s say you have 10 holdings that each account for 10 percent of your
portfolio,” Hammer explains. “If holding No. 1 grows to 15 percent and
holding No. 2 shrinks to 5 percent of the portBill Hammer Jr. is the cofolio, you’ll probably want to reduce holding 1
founder and president of
and increase holding 2.”
Hammer Wealth Group
in Melville, N.Y. He’s the
author of The 7 Secrets of
Extraordinary Investors.

Therefore, if all 10 holdings threw off cash
dividends, you could just use the cash lying
around to buy more of the underweighted positions
instead of simply reinvesting the dividends. “You still might have to sell
a little to bring things into balance, but you wouldn’t have to sell as
much,” Hammer says.
Most individual investors, Twibell says, let dividends build up from time
to time. So for engaged individual investors, he agrees it generally makes
sense to take the dividends as cash and reinvest them.
The tax scenario is entirely different if you’re looking at a qualified
plan account, an individual retirement account, or Roth IRA. “There, you
don’t really have to track the cost basis because you’re not paying taxes
on it anyway,” Twibell says. “You don’t have the danger of letting diviJanuary 2013

Moneynews.com

7

dends build up, losing track of them until all of a sudden you realize that
10 percent of your portfolio is in cash, which is not what you intended.”
About those pesky fees: “I don’t auto-reinvest dividends because I don’t
like the fees,” says Bill Spetrino, editor of The Dividend Machine investing
newsletter, published by Newsmax. “I don’t see any advantage to reinvesting the dividends directly with a company. I know people who spend $10 to
reinvest $50. That’s a 20 percent commission. It doesn’t make any sense.”
Spetrino adds that an automatic reinvesting program doesn’t allow you to
use the dividends for other purposes if you need to. He also cautions that
investors must periodically make sure that the stocks in which they invest
their dividends are stable. “You want to know how volatile the stock in
which you are investing is,” Spetrino says. “I look at what opportunities
are best and put my money in those.”
Investors who manage their own portfolios and routinely allow dividends to
build up before reinvesting them should look closely at the costs associated with that practice, Twibell points out, because reinvesting dividends
across a diversified portfolio means conducting multiple transactions, and
even discount brokerage fees can add up.
In the past two years, a lot of discount brokerages have moved to a platform that allows a certain number of fee-free transactions. “I suggest that
investors using that type of program who want to let cash come in before
reinvesting look at those types of investments so they don’t have to worry
about those transactions costs,” Twibell says.
The Argument for Auto Reinvestment
Curtis W. Chambers, CFP, founder and managing member of the Chambers
Financial Group in Clearwater, Fla., strongly recommends reinvesting dividends through automatic reinvestment rather than holding the dividends and
reinvesting based on market conditions.
“Systematic dividend reinvestment is a form of dollar-cost averaging,
which is a proven strategy in the accumulation phase,” Chambers says. “With
systematic reinvestment, every time a stock pays a dividend, it’s immediately reinvested, which puts the reinvestment plan on autopilot — always a
benefit in this busy world, and more shares of the stock will be purchased
when the stock price is lower.”
By contrast, Chambers says, holding the dividends and reinvesting based on
market conditions involves market timing, which is a difficult and often
impossible proposition.
David Grenier, a fund manager with Cutler Capital Management in Worcester,
Mass., also advocates automatic dividend reinvestment. “If tax rates on
dividends increase, investors may want to make another choice,” Grenier
observes. But for investors who are following a handful of dividend-paying
common stocks, he agrees there’s an advantage to dollar-cost averaging to
be gained by auto reinvesting.
8
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Retirement
Charitable Contributions: Why It Pays Not to Wait
By Donald F. White, CLU, ChFC, AEP
You may have already determined you would like to leave a portion of your
estate to charity. Let’s say you’ve even named your favorite charity in
your will to receive a generous gift after your death.
That’s a very wonderful thing to do, of course — but you may want to reconsider. In fact, using an old technique coming into vogue once again, it may
be better to make that contribution while you’re still alive and kicking
than when you’ve passed on.
For some insight, let’s delve into a little history. In the first year of
his presidency, Richard Nixon signed the Tax Reform Act of 1969, one of the
broadest tax-reform bills in U.S. history.
According to the Office of Tax Analysis, this bill introduced the Alternative
Minimum Tax, separated rates for single and married people, and taxed capital gains separately. It also lowered max tax rates from 70 to 50 percent
and expanded the standard deduction and personal exemption.
Those are well-known provisions, still with us today. But buried deep in
the bowels of the bill was a provision to create charitable trusts, which
allowed a person to retain either the income from an investment with a
postponed gift to charity or to retain an asset and give the income from
the asset to charity.
These trusts, known as charitable remainder and charitable lead trusts,
respectively, are two techniques that are now coming back into greater use.
For our readers, the former option, charitable remainder trusts, may be
especially interesting.
In its simplest form, a charitable remainder trust is an irrevocable trust
with two primary characteristics:
1. Once established, a CRT distributes a fixed percentage annually of the
value of its assets back to the creator of the trust.
2. At an end date, either a term of years or at the grantor’s death, what-

Ben’s Good Cents
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ever remains in the trust goes to charity.
There are, of course, many other rules and regulations, but suffice to
say this technique allows you to retain an income from an asset during
your life and satisfy your charitable intent at death. But why would you
consider giving assets now instead of waiting until you die? The simple
answer is it makes more sense, tax-wise, to make a gift while you are alive
than at your death — and in more ways than one.
Consider this example: Assume you have a valuable asset and would like to
give it to charity when you die. It doesn’t matter if the asset is stock in
a public or private company, private property, tangible property, bonds,
or even cash. The only criteria are the asset must be able to be valued and
must be owned outright by the creator of the trust.
You establish a CRT and give the asset to the trust. Under the trust terms,
the trustee will pay you an income for the rest of your life. After your
death, whatever remains in the trust is given to the charity of your choice.
You can either take a fixed payment for life, known as an annuity trust, or
can receive a fixed percentage of the value of the trust assets each year,
which may go up or down over time, known as a unitrust.
Under current law, you’ll receive a current income tax deduction for the
remainder value of the trust. Two things directly impact the amount of the
deduction: your age and the amount of income you retain. More specifically,
the younger you are and the higher the percentage of income, the lower the
deduction.
Also, the trust is exempt from paying income tax. This means the CRT trustee
can sell all the original assets you gave it, reinvest in other assets,
sell those assets and reinvest again, and to the extent there are gains,
avoid any income tax on the transaction.
While the income paid to you will be taxable, the income tax deduction
available can significantly reduce your overall tax burden.
While current law limits charitable deductions to either 30 or 50 percent
of your income, you can carry charitable deductions over for up to an additional five years — meaning this is a gift that can keep on giving. For
more information on the guidelines and tax implications of a CRT, consult
your accountant and tax attorney.

Donald F. White, CLU, ChFC, AEP, is the CEO of Treasure Coast Financial Services
in Stuart, Fla. His radio broadcast, God’s Money Minute, is heard daily on WAY-FM in
southeast Florida and on the Internet on www.tcfin.com/about/gods-money/. He is
also chairman of Love Without Boundaries, a nonprofit organization assisting orphans
in China.
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Spending
Strike Up a Relationship to Cut Your Checking Fees
With many banks raising checking account, ATM, and overdraft fees to recoup
revenues they lost via the Dodd-Frank Act, can consumers still avoid paying
for a checking account while getting the services they need?
Yes, experts say, provided they comparison shop — and are willing to move
their funds to another financial institution to get a fee-free environment.
To avoid monthly fees, U.S. bank customers must keep an average minimum
balance of $723 in checking accounts that pay no interest — up 23 percent
over last year, according to Bankrate.com, which analyzed checking accounts
at 247 banks and thrifts. In addition, the average monthly service fee on
non-interest checking accounts was up 25 percent from last year, reaching
a record $5.48.
Moving funds is precisely what small-business owner Marc Kruskol did when
his bank added checking account fees. “I had always heard that when you
have a small business, it’s important to have a relationship with a bank,”
Kruskol says.
However, because he’s the sole proprietor as well as the sole employee of
the public relations firm he launched five years ago, Kruskol found his
bank’s increased requirements so daunting that he elected to move all his
accounts to a credit union that did not require a minimum balance or charge
fees. “I get fine service and am very happy,” he says.
The fact that the bank has more branches than does the credit union didn’t
faze Kruskol because there’s an ATM less than a mile from his home and a
nearby service center in case he needs to speak with someone in person —
two critical components everyone should weigh before switching.
But a credit union isn’t the one and only answer. Charlie Crawford Jr.,
president of Private Bank of Buckhead in Atlanta, says most banks with a
high-touch service model are looking for a total relationship that includes
all of a customer’s accounts and offers the opportunity to lend them money.
“Rate shoppers who have a CD (certificate of
deposit) at one bank, a checking account at
another, and a mortgage at yet another may not
actually save money because they are not taking
advantage of a total banking relationship. [That’s
one] in which a banker who actually knows them
tailors a menu of services just for them,” Crawford says. “If a banker can
work with a client on that total relationship, they may be more apt to waive
fees.” The key? Ask.
Charlie Crawford Jr. is
the president, CEO and
chairman of Private Bank
of Buckhead in Atlanta. He
has been in the banking
business for 25 years.
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Your Best Bets in Las Vegas
Whether you’re no stranger to a slot machine or you’re taking your first
foray to the decadent desert oasis, no one goes to the gambling capital
of the world with the mindset, “I’d like to lose a lot of money here.” Of
course we all go to Las Vegas hoping to hit the big one, walk away a little
richer than we arrived, or at the very least, break even. So how best to
make that happen?
Seasoned gambler Kevin Blackwood, author of Casino Gambling for Dummies
(For Dummies, 2006), says his main piece of advice would be to walk right
past the alluring symphony of slots. “With slot machines, the game goes so
fast and you can go through a lot of money. You might go through $100 in
five minutes.” Instead, he says, take a seat at one of the tables.
Your best bets are craps or blackjack; the latter has odds as low as half
a percent, meaning if you were to wager $100, the house will only wind up
with an average of 50 cents of it over time. “The problem there, though,
is you need to learn a strategy to get the odds down to that,” Blackwood
says. The author’s advice, not shockingly, is to buy a book. Reading up
on the ins and outs of this pretty simple card game before heading to the
casino is a sound investment, Blackwood suggests, raising your odds you’ll
walk out a winner.
Michael Shackleford seconds the advice to skip the slots. He runs the
gambling advice website WizardofOdds.com. “Slots are a lousy bet,” he says.
“They have a high house advantage.” But if you’re set on an electronic
gambling challenge, Shackleford says video poker holds some of your best
odds. “If the player has the willingness to do the homework on proper poker
strategy, they can make a profit at video poker,” he says.
On that note, Shackleford also recommends Pai Gow poker, or double-handed
poker, another table game. Instead of attempting to make one poker hand,
this game requires you to make two. He calls it a “medium difficulty” game,
but your odds are good and the game goes slowly, so your money won’t disappear quite as quickly as it will on, say, roulette.
That popular — and mesmerizing — spinning wheel game is one that both
gambling experts agree is your worst bet in Vegas. Shackleford says roulette
has a 5.26 percent house advantage. “For every dollar you bet, you can
expect to lose 5.26 percent of it,” he explains. “The worst blackjack game
is better than roulette.”

The Best Medicine While You’re Away
No one plans to get sick while on vacation. Such an eventuality is often
the last thing on your mind, as you instead focus on sightseeing, shopping,
and decadent dinners out.
All the worse then if you come down with an ailment or suffer an injury
12
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during your trip. It pays to be prepared, says Carolyn Paddock, founder of
the website InFlightInsider.com, where she shares the latest luxury travel
trends and practical insider tips. “Not only will a bit of preplanning
save you a lot of potential anxiety, it can also save you a lot of money
if you do need medical help,” she says. She recommends a handful of things
to handle before you pack your suitcase, some
of which are also touted by UnitedHealthcare’s
Carolyn Paddock is the
founder of the website
Golden Rule Insurance Co.
InFlightInsider.com,
providing insider tips and
advice aimed at achieving
the best travel experiences.

1. Review what your medical insurance plan covers
when you’re away and whether it differs internationally versus in the U.S., if applicable. What
would your out-of-pocket expenses be if you needed to go to a doctor or
an emergency room or if you were hospitalized? You need to be sure to have
that information on hand and available.
2. If you are going abroad, find out what kind of documentation you need to
have with you and what the process is for filing claims. You may find that
you need a short-term international health insurance policy.
You also may want to join the International Association for Medical Assistance
to Travellers. Membership is free for one year and renewable after that
with a donation. Membership gives you access to doctors and mental health
providers who have been vetted by the organization, speak fluent English,
and adhere to international health standards.
3. Note which urgent-care centers, hospitals, and pharmacies in the city
you’ll be visiting participate in your insurance plan’s network.
4. Bring at least a two-week supply of any prescription medication with
you, even if you’re not planning to be away from home that long.
5. Find out whether your insurance provider would pay for transportation
back to the United States, if necessary in an emergency, or whether that
cost is on you. If it’s the latter, consider joining MedjetAssist.
For an annual membership fee $260, MedjetAssist will transfer anyone hospitalized anywhere that’s more than 150 miles from home to the hospital of
his or her choice (wherever that may be), whether or not the transfer is
considered medically necessary. While you certainly don’t want to have to
use its services, you should know that a medical transfer between Europe
and the U.S., if you had to pay for it yourself, could cost as much as
$70,000 (or more) and a transfer from Asia could cost more than $100,000.

Ben’s Good Cents
“But dost thou love life, then do not squander time, for that is the
stuff life is made of.”
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Insurance
What’s the Cheapest Midsize Car to Insure?
When you’re kicking the tires of a new vehicle in a dealer’s parking lot,
the sticker prices and options tend to preoccupy your thoughts. Yet, the
amount you’re going to pay to insure your vehicle is an oft-forgotten yet
important consideration.
Take midsize cars. Even though the sticker prices and options are all relatively the same, car insurance rates can vary by $150 or more a year on
similar midsize models.
“Car insurance rates are highly dependent on the sticker price of the car,
the location it’s kept, the insurance company, and several other factors,”
says Brian P. Boak, CLU, LUTCF, an insurance broker in Teaneck, N.J. Boak
points out four components that help determine the cost of a car insurance policy: Collision history of the car model (not only how often it’s
involved in accidents but also how it survives a crash); the car’s size and
safety features (such as anti-lock brakes and a theft-deterrent system);
and the theft history of the model.
That, combined with the usual insurance quote suspects — your ZIP code,
credit score, the age and driving record of the drivers in your home, and
annual mileage you put on a vehicle — coalesce into a premium.
Wondering just how much car insurance rates can vary for cars with similar sticker prices and safety features, with all other non-vehicle factors
being equal? Billy Van Jura, an insurance broker in Poughkeepsie, N.Y.,
calculated the average annual premium for the top 10 most affordable
midsize sedans for Franklin Prosperity Report (see chart below).

Insurance Rates for the Top 10 Midsize Sedans
Sedan
Make/Model
Average Sticker Price
			
2013 Ford Fusion
$20,943 - $28,599
2013 Hyundai Sonata

$20,095 - $27,668

$1,219

2013 Honda Accord

$20,570 - $30,486

$1,219

2013 Toyota Camry

$21,686 - $29,055

$1,219

2013 Chevy Malibu

$22,591 - $30,174

$1,219

2013 Suzuki Kizashi

$19,460 - $28,019

$1,251

2013 Nissan Altima

$21,924 - $30,171

$1,251

2013 Toyota Camry Hybrid

$25,502 - $29,055

$1,251

2013 Mazda Mazda6

$20,412 - $29,386

$1,289

$28,126

$1,360

2013 Ford Fusion Hybrid
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Average Annual
Insurance Rate
$1,209
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Your Home
An Audit That Can Actually Save You Money
The word “audit” strikes fear into the hearts of most Americans. It conjures
visions of an Internal Revenue Service agent drilling you for information
while poring over every last inch of your personal financial records. But
taken in another context — that of your household appliances’ annual energy
usage — the concept of an audit takes on a whole new meaning. “It sounds
like a negative, but it’s a good thing,” says Samuel Rashkin, chief architect with the U.S. Department of Energy’s Building Technologies Program. He
helps us identify the top appliances to target for energy savings:
1. Your Dryer: When it comes to clothes washers, even those meeting minimum industry requirements are very efficient these days, Rashkin says. But
clothes dryers are a different story. He explains that because the drying
process is inherently inefficient — constantly pulling in room-temperature
air and conditioning it again to dry clothes — any changes you make to your
habits will yield some energy savings. Yearly Cost: $62 to $251
Get Your Money Back: Wash and dry full loads. Use your dryer’s moisturesensor setting (if it has one) to automatically turn off when clothes are
dry. Try the cool-down cycle, which uses the heat remaining in the dryer
rather than pulling in new air to warm. To save even more money, air-dry
your clothes on a drying rack or clothes line.
2. Your Hot Water Heater: Hogging 14 to 25 percent of the average household’s energy, your hot water heater is likely the appliance costing you
the most each year. Rashkin says that hot water heaters aren’t as efficient as they could be, with most operating at just 60 percent efficiency
or lower. Yearly Cost: $143 to $575
Get Your Money Back: Try these three easy steps: Insulate your hot water
heater, turn down its temperature to the warm setting (120 F), and install
low-flow shower heads and faucets.
3. Any Old Appliance: Have an old fridge or freezer in the garage to store
food? Rashkin says you should take a close look at what it’s costing you
to operate compared with the convenience it provides. It may make sense to
eliminate it altogether or replace it with a newer model. Plus, some local
utility providers provide rebates for replacing an old fridge — and some
pick up and recycle it for free. Yearly Cost: varies by appliance
Get Your Money Back: You can save more than $135 a year by replacing a
decade-old clothes washer with a new Energy Star-qualified model. A dishwasher made before 1994 could be costing you an extra $40 a year compared
with a new, efficient model. As for refrigerators, find out your exact
savings if replacing it with a free calculator from Energy Star — Google
“Energy Star Refrigerator Retirement Savings Calculator” to find it.
January 2013
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Dr. Franklin’s Mailbag
Every month, we ask readers for their best tips on making and saving money.
The amounts don’t matter; it’s about little changes anyone can make to keep
more cash in their pockets to save, invest, or spend better elsewhere.
Roth to the Rescue
Social Security as we know it may not be there for the teenagers of today,
and they likely won’t see a traditional pension either. But everyone can
help the teens in the family (whether children or grandchildren) prepare
for retirement by taking some or all their summer or after-school earned
income and opening a custodial Roth individual retirement account for them.
If financially feasible, take 100 percent of every penny they earn. Even if
it’s simply baby-sitting or grass-cutting, have them keep a record of hours
worked and cash earned, which can then be put toward a Roth IRA.
This strategy is a triple win: They likely will not owe any taxes in the
earning year, they won’t owe any taxes on the back end when it is eventually withdrawn — that’s the magic of a Roth — and this money will sit for
at least 45 years with dividends and capital gains compounding along with
the net asset value increases.
I would recommend the least-expensive growth stock index fund. The small
fees of an index (versus an actively managed fund) will go a long way to
magnify the power of compounding. To illustrate: Every $1,000 that sits
for 45 years at a very conservative 6 percent will equal roughly $15,000.
A still reasonable 8 percent return puts that $1,000 at more than $36,000!
Your kids will thank you (eventually), and they won’t be dependent on an
inheritance or the government for their golden years.
— Tom S., Pittsburgh
How One Reader Beats the Super-Low Interest Rate Blues
The theme of this tip is to obtain an above-average return on regular
savings while avoiding federal income taxes.
For my required minimum distribution money that I must withdraw from my
individual retirement account after reaching the age of 70½, here is my
strategy for minimizing taxes. I keep some cash in savings (six to 12
months of living expense), and I invest the rest in municipal bond mutual
funds and exchange-traded funds.
You can choose from a variety of these funds. I have chosen two that I have
been using for several years. One is the USAA Tax-Exempt Short-Term Fund
(USSTX), which is a short-term municipal bond mutual fund. It has a current
yield of about 2.2 percent and a very stable price over time.
The second fund is an ETF, the Managed Duration Investment Grade Municipal
Fund (MZF). MZF is more volatile than USSTX, but it does focus on invest16
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ment-grade bonds and still manages to achieve about a 6 percent yield
fairly consistently. As a retiree, I want to minimize volatility in my
regular accounts, so I allocate part of my money to each account.
Having a mix of cash, USSTX, and MZF gives me a nice balance of decent
return and minimum volatility for my risk profile. Plus, none of the municipal bond dividends are taxable by the federal government, so there is a
savings there. You can vary the mix of USSTX and MZF money to achieve your
own balance of return versus your risk profile.
This strategy is the best I have found for my regular savings. I don’t see
it discussed in the news or in investment newsletters much, but for me, it
is a no-brainer.
One caveat to watch for is if bond rates start to rise. One could argue
that municipal bonds will be less affected than regular bonds because of
their exemption from federal income tax. But in my opinion, it probably
would be best to exit them quickly if rates start to rise, let these funds
stabilize at the new higher rates, and then buy back into them. For me, the
strategy to use these is fundamentally sound until the tax laws change in
regard to municipal bonds.
— James R., Hakodate, Japan
Turn Down the Heat, Turn Up the Savings
The hot water tank in your home constantly recycles. All night and day,
it cools when not in use and then turns on to reheat the water, consuming
energy.
Instead, by turning it off at night when sleeping and during the day while
at work, you can save considerably on your electric or gas bill — up to 30
percent in my experience. Most of the time, you don’t need maximally hot
water, and the water will stay warm enough to be sufficient for most uses.
When needing hot water for a shower or washing dishes, turn the tank back
on 45 minutes to an hour ahead of time. If you can’t turn the tank on and
off manually, you can install an inexpensive timer to do the job for you.
— Maurice L., Lynnwood, Wash.
A Key Solution
Many of us (especially retirees) have experienced the aggravation and
expense of accidentally closing the car door with our keys inside and
having to hire a locksmith to get the door open. As a solution, I had a
single flat door key made at the local hardware store for less than $2, and
I keep it tucked away in my wallet. That way, I always have a spare. So if
I jump out of the car in a hurry and lock the keys in behind me, there’s an
easy remedy. It has saved me time and money on a few occasions.
— Bob S., Carpentersville, Ill.

SHARE YOUR SUCCESS! SHARE YOUR MONEY-SAVING ADVICE AND GET $50! Send your
tips on saving, spending wisely, and investing to saving@franklintips.com
or by regular mail to Franklin Tips, P.O. Box 20989, West Palm Beach, FL
33416. If we publish your idea, we’ll send you a $50 Walmart gift card.
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Franklin Matters

Franklin on
Entrepreneurial Spirit
By Mark Skousen

Entrepreneurship — innovation, creation of new businesses, products and
processes, and risk taking — is the kind of activity Ben Franklin flourished in as a printer, inventor, and public servant.
Entrepreneur comes from the French word meaning “to undertake” and was
first used by Richard Cantillon to describe a speculator who pays a certain
price for a product to resell it at an uncertain price, and Jean-Baptiste
Say, who defined such a person as an economic agent (business owner or
capitalist) bringing together the right amount of land, labor and capital
to produce goods and services at a profit.
Franklin lived after Cantillon and before Say, but was caught up in the
spirit of the French laissez faire school while American ambassador in Paris
from 1776-1785. At the time, Franklin was taken with the “new” political
economy of the French physiocrats Condorcet, Colbert, and Turgot. Franklin
wrote favorably about these economists and how the government could best
serve and promote commerce: “Laissez nous faire: Let us alone … Pas trop
gouverner: Not to govern too strictly.”
Franklin was probably the most prominent example of successful entrepreneurship in America. He was innovative in business, science, charities,
and public causes. He began his career as an apprentice under his older
brother James in Boston. But he learned early in life that he hated working
for others, especially his brother. He sought independence and at the age
of 17 ran away to Philadelphia, where he began working for printer Samuel
Keimer. His wanderlust took him to London in 1725-26 where he was a journeyman printer. Upon returning to Philadelphia, he began his own printing
business and purchased the Pennsylvania Gazette in 1729.
In his booklet, “The Way to Wealth,” he preached diligence and hard work
as an important key to success. Franklin himself often worked past 11 p.m.
to get a job done, and if necessary, he would stay overnight to redo it.
The townspeople took notice of his extra efforts, and Franklin’s growing
reputation lured customers away from his rivals.
He believed in the importance of public relations. Walter Isaacson, author
of Benjamin Franklin: An American Life, called Franklin “the country’s
first unabashed public relations expert.” The publisher extraordinaire
worked at his reputation, and “took care not only to be in reality indus18
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trious and frugal, but to avoid all appearances of the contrary.” He wrote,
“I drest plainly; I was seen at no Places of idle Diversion; I never went
out a-fishing or shooting; ... and to show that I was not above my Business,
I sometimes brought home the Paper I purchas’d at the Stores, thro’ the
Streets on a Wheelbarrow.”
He continually sought ways to improve his printing business, and always
made a point of purchasing the latest equipment from
London. Networking was critical to his success. He
“He that would
organized weekly meetings of a small group of other
catch fish must
tradesmen and artisans, called a Junto. They constantly
sent business each other’s way. Franklin also franventure his bait.”
chised his printing business throughout the colonies,
— Poor Richard’s
multiplying his wealth. He was so successful that he
Almanac
was able to retire in 1748 at the age of 42 and devote
the rest of his life to civic duties and science.
As a scientist and technologist, Franklin favored practical inventions:
the Franklin stove, the lightning rod, the odometer, and bifocals, to name
a few. Franklin was also a social entrepreneur, creating new organizations
and clubs that benefited society. These included the Junto; the Library
Company; the American Philosophical Society; the Academy for Education of
Youth (now University of Pennsylvania); the Fire Insurance Company; and
the City Hospital.
Regarding the latter, he came up with the idea of matching funds and working closely with the government to achieve his goals. To build the first
hospital in Philadelphia, he asked the Assembly to help with the expense
to the tune of £2,000. But the legislature thought the amount too much and
refused to contribute. Franklin then proposed that if he could raise an
equal amount from private collections, would the Assembly support it? They
agreed, not thinking that Franklin would raise the funds. They were wrong.
“The subscriptions soon exceeded the requisite sum,” wrote Franklin, “and
we claimed and received the public gift.” He wrote in his Autobiography, “I
do not remember any of my political maneuvers, the success of which gave me
at the time more pleasure, for having made some use of cunning.”

Be free,

Mark Skousen, Ph.D., is a sixth-generation grandson of Benjamin Franklin and holds
the Benjamin Franklin Chair of Management at Grantham University. An economist
and monetary historian, he’s the author of The Compleated Autobiography of Benjamin
Franklin, which draws on Franklin’s papers to chronicle the 33 years of his life subsequent to the publication of his autobiography at age 51.
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Ask Franklin
I’m 49 and returning to the workforce
after being laid off for a year and a half.
Unfortunately, being a one-income family, we
burned through our savings to stay afloat,
so now we’re starting from scratch. What
would be your recommendation to rebuild a
retirement nest egg at my age?
— Jerry L., Boca Raton, Fla.
Colleen Betzler, principal, chief operating officer, and senior financial adviser at
Brinton Eaton, an investment advisory firm
in Madison, N.J., says the first thing to do
is take advantage of any employer-sponsored
retirement plan you may be offered, especially if it includes an employer match, and
max out your contribution.
“If there’s not a formal plan available at
your job, look at setting up an IRA,” Betzler
advises. “And if you’re self-employed, SEP
IRA plans allow higher levels of annual
contribution — just under 20 percent of your
net earnings — and are very inexpensive to
set up.” For more information on simplified employee pension IRAs, visit the U.S.
Department of Labor’s website, www.dol.gov/
ebsa/Publications/SEPPlans.html.
In addition, for advice on ways to slice
expenses and provide yourself more money to
sock away in an emergency savings account,
which you also need to restock, keep reading
The Franklin Prosperity Report. A good place
to start may be the main article that leads
off the September 2012 issue, which focuses
on money-saving tips for the home.
As for an emergency savings goal, you should
strive to eventually put away three months
minimum, and up to a year’s worth of income,
in a very liquid account.

NEED

EXPERT ADVICE? Email your questions to askfranklin@franklintips.com or
send by regular mail to Ask Dr. Franklin,
P.O. Box 20989, West Palm Beach, FL 33416.
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What word would you use to fill in the
blank above? Would it be your aching
back . . . your knees . . . your hands . . .
your hip . . . or another body part?
If you’re over 40 or 50, odds are you already experience
pain, stiffness, or restricted motion in one or more of your
body’s joints. You’re not alone — 21 million American adults
suffer from these common but painful “wear and tear” joint
concerns.
And unfortunately, these problems make it hard to enjoy life.
Hard to bend over or climb stairs, clean house, open a jar; hard
to golf, travel, or stay active.
Most doctors will claim your joint pain is an inevitable part
of aging. They’ll just tell you to “live with it.” But luckily, one
doctor didn’t follow this closed-minded approach.

Doctor Says Don’t Settle for Constant
Joint Symptoms
Renowned holistic doctor David Brownstein, M.D., counsels
you don’t have to live with persistent joint pain and stiffness.
After seeing numerous patients suffering from these common
joint concerns, Dr. Brownstein searched beyond mainstream
medicine for new approaches to help those with painful joints.
He discovered a simple three-pronged method to help soothe
and comfort your joints. And what’s even better, he wants to
share it with you with a FREE OFFER!

Take the 30-Day “Healthy Joint Challenge”
— Judge for Yourself
In his Doctor’s Guide to Happy, Healthy Joints, Dr.
Brownstein reveals the three simple ways you can help stop
joint concerns from wreaking havoc in
your life. And this Special Report, a $20
value, is your gift from Dr. Brownstein
when you sign up for a FREE OFFER
as part of his 30-day “Healthy Joint
Challenge.”
Plus, you’ll also get a 30-day supply
of Limbex™, a new breakthrough
joint health formula Dr. Brownstein
DR BROWNSTEIN:
personally developed after seeing many
“You don’t have
of his patients taking handfuls of
to live with
expensive but ineffective and unproven
joint concerns.
joint supplements.
Take my 30-day
This all-natural dietary supplement
Healthy Joint
contains 11 special ingredients chosen
to help improve and maintain your
Challenge.”

normal joint and connective tissue function.
In fact, Limbex™ specifically targets
your joint concerns simultaneously,
with nutrients like the next-generation
Boswellia extract ApresFlex™,
chondroitin, glucosamine, and eight
other joint-loving ingredients.

Now Try Limbex™ with FREE
OFFER for a Full 30 Days!
Dr. Brownstein is so confident
that Limbex™ and his three-pronged
approach will help soothe and comfort
your joints that he’s made arrangements
to let you try it with a FREE OFFER!
Yes — for a limited time, you can
get a FREE 30-day supply of Limbex™ (a
$44.94 value) and FREE Doctor’s Guide to Happy,
Healthy Joints (a $20 value). You just cover a low
shipping fee of $4.95. That’s a total
value of almost $65 — yours for only
$4.95. You will also be enrolled in our
convenient smartship program (don’t
worry, you can easily cancel at any
time).
For complete details on how
to receive your Limbex™ FREE
BOTTLE OFFER and Special
Report, please sign up online, or call
our representatives toll-free at the
number below.

Get Limbex™ and Your Special Report Today!

Go Online:

www.LimbexJoint.com/StopthePain
Call Toll-Free:

1-800-500-4325
and mention special offer code “StopthePain”
These statements have not been evaluated by the Food and Drug Administration. This product is not intended to
diagnose, treat, cure, or prevent any disease.

