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YOUR MONEY

Investing for life
Four Orange County families get free financial advice for a year - and tell us their stories.

by Jennifer hieger 

and diana mccabe
The Orange County Register

__________

T

hese are scary economic times. 

It's tempting to hide your money under the mattress. But spending, saving and investing must go on. 

Sometimes, though, you need a little help. 

In the first of a four-part series, we introduce you to four Orange County families striving to make the right financial decisions. 

The families - the Domers, Elefantes, Lopezes and Garrisons - range from a young household with a new baby to a couple in their 60s on the cusp of retirement. Each is grappling with challenges that many people face, whether it's devising a budget, paying off mounting bills, saving for college or planning for retirement. 

Throughout this year, the four families are working with local financial experts who are volunteering their time. In exchange, the families are sharing their stories with Register readers. As their stories unfold in coming months, readers will learn not only about planning and investing, but also what it's like to work with a financial planner.

Ken and Kim Domer 

Getting started: The Domers are new parents. They wonder how they will buy a larger house, save for their daughter's education and invest for retirement -- while they pare down debt. 

Ages: 32 and 34 

Home: Orange 

Work: Ken Domer is community development manager for Orange County's Housing and Community Development Department. Kim Domer is a primary school teacher in the Garden Grove Unified School District. 

Family: The couple's first child, Cassie, was born Dec. 30, 2001. 

Income: $69,000 and $56,000 (although Kim won't have a full salary this year) 

Investments minus debt: $86,290 

GOALS 

The Domers' biggest concern is whether they can afford to buy a larger home for their growing family. Right now the three are squished into a cute 1947 two-bedroom cottage that is a mere 950 square feet. When they move, the Domers want to wring as much as possible out of the sale of their current home, which they estimate is worth about $270,000. Both also want to retire early - before or at age 60. They wonder if they are positioned correctly in their retirement plan. "We just want to know if we are doing the right things,'' says Kim Domer. 

Saving for their daughter's education (with an eye toward saving for a second child's education) is important to them, too. Both Domers still have student loans they are paying off. 

"We don't want our children to be paying off student loans in their mid-30s," Kim Domer said. 

Finally, the Domers want to get a firmer grasp on their budget, so they can tackle the student loans and credit-card debt. 

Financial snapshot (start of year) 

What they have 

(Cash on hand: $6,692 

(Two Roth IRAs: $1,019 

(Retirement plans (457 and 403-b accounts): $27,246 

(529 plan (education savings): $430 

     Portfolio total: $35,387 

Also 

The Domers have about $100,000 of equity in their home (its $270,000 value minus the mortgage balance of $171,467). Ken Domer bought the cottage in 1998 for $140,000 and made about $40,000 worth of improvements to it. 

What they owe 

(In addition to the mortgage, they owe: 

(Credit-card debt: $7,311 

(Student loan debt (total for both): $28,786 

(Car loan: $13,000 

    Debt total, excluding mortgage: $49,097 

Other considerations 

The couple has only $50,000 each in life insurance - a concern, especially now with Cassie. 

They want to keep their new monthly mortgage payments to no more than $2,000. They do not want to buy outside the city of Orange. 

Kim Domer plans to return to teaching in September but only part time, which means her income will be $9,000 for 2002. Going forward, if she continues to work part time, her annual income would be about $28,000. 

They must figure out how much Cassie's day care will cost when Kim Domer returns to work. 

The Domers would like to have a second child in the next two years. 

A CLOSER LOOK 

For a couple doing all of their retirement planning on their own, the Domers' portfolio has a nice mix of different types of investments, or asset classes, says Bart Zandbergen, a certified financial planner with Financial Management Network in Laguna Hills. "They followed the basic rules. But when you work with an adviser, you can home in on the proper calculations for the different asset classes," he says. 

For example, while the portfolio has diversification, it doesn't have any inflation hedges, like natural resources. And almost 45 percent of their money is invested in large-cap growth stock funds. "That's pushing overweighting,'' Zandbergen says. It also doesn't reflect their risk tolerance, since they are basically moderate-growth, moderate-risk investors. Also missing from the portfolio is any significant position in foreign stock. 

Experts' opinion 

The Domers are actually ahead of the mark. "A lot of people in their age group have done much less and have less of a vision. They have some firm goals in mind," Zandbergen says. 

However, there are a few holes in their current plan. 

Aside from the retirement money, considered long-term investments, the Domers have nothing in-between. "There is a definite shortage of short-term and midterm buckets," Zandbergen says. 

The couple should establish an emergency cash fund (for short-term needs) and also consider a midterm fund for things like a special vacation or their daughter's wedding. 

But the couple is on track to retire comfortably at or before age 60 - even with Kim Domer working only part time. Before Kim Domer took maternity leave, she was saving about $400 a month in her retirement plan. Ken Domer continues to save about $500 a month. In addition to their long-term investments (Roth IRAs, 457 plan and 403-b plan), Ken Domer would receive a good pension from the county that would amount to roughly $5,300 per month at retirement. As a part-time teacher, Kim Domer would reap about $1,150 monthly in benefits from her pension. So even without contributing the maximum to their retirement plans, the pensions put them in a good position to retire early, Zandbergen said. 

As for buying a larger home, the Domers could easily afford something in the $350,000 range, Zandbergen estimates. The question is where. The Domers want to stay in the city of Orange, where the median price of a home is $332,000. But supply is very tight. If they can't find that home in Orange, they might have to consider looking elsewhere, even outside the county, Zandbergen said. 

The Domers have done a good job getting their credit-card debt down. About nine months ago, the debt stood at almost $16,000. It's now roughly $7,000. They'd like to wipe it out by September, when Kim Domer will return to work. 

"If they don't have the discipline, the debt can get out of control,'' says Lisa Tatman, also a certified financial planner at Financial Management Network. "Eventually, it will compromise their financial security ... the long-term view starts to fade," she says. 

Recommendations for the next few months 

Establish an emergency cash fund of $15,000. The Domers already have some cash savings, so they're not starting from scratch. This can be built up over a period of time. 

Pay off the credit card debt. 

Keep paying down the student loans. Even if they buy a new house and Kim Domer is not working, they should not try to defer the student-loan payments. 

Track their personal cash flow, using a program like Quicken. This will help them see where they are spending their money, and where they might be able to save more. 

Rebalance the overall portfolio to get more in line with their moderate-growth risk profile. The biggest changes would include paring the 45 percent large-cap growth into smaller chunks such as 15 percent growth and 15 percent growth-and-income. Zandbergen would also add 15 percent in foreign stock, 10 percent in small-cap and 10 percent in corporate bonds. 

Re-examine their insurance. Both are underinsured. 

Continue to fund Cassie's 529 education plan at $50 a month. But open an education savings account for her, too, at $100 a month. This gives them extra education dollars. The education savings account could be used for secondary education, too. If the Domers start saving about $150 a month now for Cassie, and assuming a 9 percent annual rate of return on their investments and a 6 percent annual rate of inflation for tuition (2002-2022), the family would be able to pay for four years at a school such as California State University, Long Beach (about $20,258 in tuition, fees and other miscellaneous expenses). 

Reaction from the Domers 

The Domers were nervous. "It is scary having your whole finances opened up and critiqued," Ken Domer said. "Your whole life is based on your finances. We were worried that they'd say, 'You need to live with your parents.'" 

But both left with a feeling of relief. Their plans to buy a larger house didn't raise any red flags, and overall they were in better shape than they expected. 

"Had we not known, I would not look for the house I wanted. I might have compromised and gotten something in-between,'' Ken Domer said. 

However, figuring out how to pay off debt, save for Cassie's education and stash cash for an emergency fund is a pretty big task right now because Kim Domer isn't working. 

"How are we going to do that all at one time?" she asks. "There's no way to build up the emergency fund until I go back to work." 

LOOKING AHEAD 

The Domers must decide if they will buy a bigger home. They also need to track their spending to see where they can start saving more. 

-- DIANA McCABE

· Contact McCabe at (714) 796-5081 or dmccabe@ocregister,com
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