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KEYS TO THE BEGINNING OF A RECOVERY:
. The Real Estate market must stabilize. If not rever sing, at least not

continuing to fall. NEW HOUSING STARTS UP this Spring and Summer
because of seasonal factors but inventory still hug e! The Nationwide

COMMERCIAL COLLAPSE IS JUST BEGINNING!

. Unemployment must stabilize. If not reversing, at |  east not continuing to
rise. Last report was lower! IT'S ACTUALLY NOT WORSE as a "%,” Back

10 9.4% - BUT IT CONTINUES TO MOUNT @ OVER 300,000+ weekly.

. Corporate Earnings (profits) must stabilize. If not reversing, at least not
continuing to fall. A FEW POSITIVE SIGNS but mainly in TECHNOLOGY.

. Banks must begin to make loans again (especially to small businesses and
potential home owners...albeit under ancient premises of buyers being
qualified and of all things, a down-payment ! Lots of “hoopla” from the
mega banks, but it appears that there’'s no real pro gress. They're
“hoarding” any cash they can get their hands on. And now here comes the
Regional problems compounded by PRIME loan and Alt- A resets!

. The DOLLAR has to decline. Maybe it’'s started !
. Auto sales must stabilize at some NEW level. Maybe started!

. The consumer must get “back in the game of consumin’ ” NO WAY!
ANALYSIS OF THE ABOVE: No Real Hope YET ! -10/6/2009

Social “InSecurity”

Ethan Roberts, A contributing editor of The Tycoon Report has sent me a
tremendous analysis of the pending Social Security debacle. Yes, we
know...here comes more Gloom and Doom from those guys at Feddern Financial.




But frankly, we can’t help it. It doesn’'t matter w  hat the stock market is doing on
the upside, the basic fundamentals of the US are si  mply deteriorating!

The Associated Press carried a story last week that the Social Security system is
now being heavily strained by Baby Boomers in their early 60s, who have been
laid off from their jobs within the past year.

This new pressure on the system will force Social S  ecurity to pay out more in
benefits than it collects in taxes over the next tw o years. This has not happened
since the 1980s.

“The high unemployment rate and "recession” is not o nly pushing more people
to take Social Security at 62 rather than waiting a few more years to receive the
larger check, but it's also generated about 500,000 more applications than usual
for disability benefits this year.

Bernanke prays that his 'recession is over' callwa s not
premature...

With the unemployment rate not expected to improve in the near future, and
especially for persons over age 60, there are two s cenarios that are likely to
occur.

The first is that "Boomers" taking Social Security early is a trend that will likely
continue over the next few years. The second is th  at our pals in Washington will
be sure to raise our Social Security taxes again to make up for the increased
pressure on the system.




Of course, the government has also been "borrowing" from the system for years.

Social Security Never Intended to be a Sole Solutio n

The sad thing is that anyone in America has to sole ly rely on Social Security at
all. Social Security was never designed to support a middle-class lifestyle.

Its intent is simply to provide seniors with suffic ient money to purchase the
necessities of life. The rest needs to come from o ur savings and investments.

Work a job while receiving the benefits, and the So  cial Security Administration

will deduct $1 for each $2 you earn above $14,160 ( if you are younger than full

retirement age), or $1 for each $3 you earn above $ 37,680 (if you reach full
retirement age during 2009).

But if you don't go to work, it becomes difficult t o live on what you receive in
benefits. The chart below shows what you can expe  ct to receive, according to
your average annual earnings (over a 35-year time s  pan):

Social Security monthly benefit chart...
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For those of you who are still younger than 50, | w  ant you to set it into your mind
that there will be NO Social Security for you by th e time you reach age 62 .

That's right, forget it.




I know it's unfair, as you've been paying into the system for your whole working
life, but there's a good chance that they will eith  er raise the minimum age for
receiving benefits, or -- depending on your age -- the system may not even exist
anymore, at least in its current modus operandi.

No Social Security for me at all?

So, What Can Be Done About It?

Now you can sit in your room and rant and rave, or even cry about how unfair it
is, like our little friend above, OR you can go out and do something about it NOW.

You see, when | was younger, | always dreamed about retiring with a million
dollars. | thought that would make me "rich." "R ich" guys sailed on their yachts,
drove luxury cars, and played polo or had lunch at the country club every day.

WRONG!

Do you realize that, even if you have a million doll  ars at retirement age, in order to
not run out of your principal, that amount is only likely to safely generate $40,000-
$50,000 per year of income for life?

That's a 4%-5% annual return, and | know many of yo  u will correctly say you can
get a better return than that, but with how much Rl ~ SK to blowing through all or a
large chunk of your principal at some point before the end of your life?




Now, you may point out that one can live on $40,000 -$50,000 during retirement
years, especially since there are fewer costs (e.g. , paid off-mortgage, children
launched, no more commuting to work, etc).

However, remember that $40,000 in 2039 is not going  to be worth the same as
$40,000 in 2009! There's this little thing called inflation that erodes the value of a

fixed income over time. So that $40,000 will buy a  whole lot less in 30 years than

it does now!

In addition, $40,000 a year in Wyoming or Idaho goe s a lot further than it does in
San Francisco, Boston or New York City. So, where one chooses to live can have
a huge effect upon their lifestyle when living on a fixed income.

So one needs to prepare for retirement a long time before reaching age 65. The
chart below shows you how much you will need to inv est each month, starting
from zero at various ages to reach $1,000,000 or $2, 00,000 by age 65.

You can clearly see from this chart that, the earli  er one begins investing, the less
money they need to contribute every month.

As we get older, it becomes more and more difficult to reach these goals by age
65:

Money Invested Toward Retirement
Amount You Need to Invest |Amount You Need to Invest
AGE  |Per Month to Have $1 Million |Per Month to Have $2 Million
by 65 by 65
25 '$ 160 | $320
30 '$ 265 | $550
35 '$ 440 | $880
40 '$ 750 | $1500
45 $1310 | $2620
50 '$ 2400 | $4800

Having a matching 401(k) helps you get there faster , as the money matched by
your company will augment the annual returns on the money that you are
contributing.

A Road Less Traveled, But Equally as Profitable




For myself, the main road to building wealth for re tirement has been through real
estate investing. But here's an interesting fact: Over a long time frame, real
estate price appreciation is only about 4%-5% pery ear.

When people see that, they often thumb their nose a t real estate investing as an
inferior way to achieve wealth. Others look at the last two years and think that
nobody can make money when real estate prices fall.

Yet, nothing could be further from the truth. What they fail to realize, is that the
appreciation on the home is not the same as the app  reciation on the money you
have invested. That would only apply if all rental property was purchased with
100% cash.

Because when you have a mortgage, and you take that appreciation and factor it
versus the down payment made, now the return on inv estment becomes far
greater. In addition, the principal that tenants p  ay off each month will typically

add to that return.

How much principal will depend on the amount, term, number of months already
paid, and interest rate of the loan. A look at the chart below will explain that
better:

RETURN ON INVESTMENT FROM PRINCIPAL

TOTAL OF YEAR |TOTAL OF YEAR
TERM #1 PRINCIPAL #10 PRINCIPAL
PAYMENTS PAYMENTS

$2,234.23

AMOUNT  |INT
OF LOAN |RATE

100,000 | 6% (30  [$1,228.00 |
100,000 |[6% (15  [$4,241.72 | $7,717.36
|

100,000 | 7% |15  [$3,909.82 $7,857.41

On a $100,000 loan amount at 6% interest, fixed for 30 years, the first year's
Principal payment will be $1,228. Let us assume th e sales price for this house
was $125,000 and the investor put down 20%, or $25, 000.

At the end of year one, the value of the home was $ 131,250, as the home value
appreciated by 5%. But the appreciation amount ($6 ,250) divided by the down
payment of $25,000 is 25%!

And the $1,228 of principal payments made by a tena  nt adds another 4.9% to that.
So, our total gross return for the first year is ju st under 30%!

The return on principal paid by tenants in year 10 is even better, as $2,234.23
divided into $25,000 is 8.9%! Add that into the ap  preciation for that year, and you
begin to see why real estate investing is so lucrat  ive.




If we buy the real estate at a good price, and use  a 30-year mortgage, we may also
have additional return from our rents as well. A c¢c  ash flow of $200 per month
($2,400 per year) will add an additional 9.6% to ou r total gross return (before
vacancies, repairs, etc.).

However, depending on their age, some investors may prefer to take a 15-year
mortgage instead. Doing so will undoubtedly wipe o ut your rental cash flow, but
will add to the return given off by the principal p ay-down.

For example, the return on principal pay-down for t he first year of the $100,000
loan above was $4,421.72. On a $25,000 down paymen t, that is a return of 17.6%!

So | believe that real estate is a fantastic way to build up one's wealth by
retirement age. But | am not trying to compare it to stocks, bonds, options, gold,

mutual funds or ETFs. | believe that one's investm  ent portfolio should be well-
diversified among many types of assets, with real e state being just one of those.

So, no matter what your age, don't let the news abo  ut Social (In) Security get you
down. Stop your crying and get out there and inves  t all you can.

As David Bach writes in "The Automatic Millionaire, " your should always pay
yourself first, then pay your bills and necessities , and then spend whatever
money is left over on fun or frivolous items.

Bach contends that most people never obtain wealth because they do just the
opposite -- they pay themselves last after spending money on bills and the fun
stuff. Then they have no money left to invest.

The bottom line: If you want to sleep well at nigh  t, begin to rely on yourself and
do not look to Social Security to protect you in yo ur golden years!

Retired investors COULD sleep well...”




So what do you think? Do you agree? How much long er will Social Security
remain solvent? Do you think the minimum age will be raised soon and to what
age? What about decreased benefits? If so, towha t?

YOU have elected bozos to represent us in Washington for more years than you
can count! Their party has made NO DIFFERENCE!! They have s-p-e-n-t your
social security on “do-good, feel-good” projects with no accountability for the
future. It's all coming home to roost!

What are YOU doing instead of relying on just Socia | Security for your golden
years? | truly would love to hear it! - END

All of our past Newsletters are available on our We  Dbsite at:

www.fedderngroup.com

We continue to receive more and more inquiries abauDown-side Risk Management disciplines aloriidp wur
group of recommended money managers. We appreaaiatereferrals.” It's the main way we continueliaild
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