
Forget short-term pleasure, put tax refund to good use 

By PAMELA YIP / The Dallas Morning News 

I f  you're planning to  use your tax refund to  snap up that big-screen TV, stop for a moment. 

You can either blow this money or use it to  start yourself on the road to  better financial health. 

"While it's realistic to  treat yourself every now and then, these windfalls only come once a year," said Mary 
McCarthy, a financial consultant with Strong Advisory Services. 

"Investors should really think carefully about how to  best use this money." 

With the filing deadline on Tuesday, about a fourth of tax refunds have not been sent yet, the Internal 
Revenue Service says. The average refund as of April 4 was $1,997, up 2.2 percent from last year. 

Whether you're due a refund or you're anticipating some other windfall, putting some thoughts down on 
paper will help solidify what you want to  do with the money. 

"Have a definite plan," advised Michael Busch, a certified financial planner and president of the Dallas-Fort 
Worth chapter of the Financial Planning Association. " I f  you don't have a definite plan, you are much more 
likely to  blow your refund on something frivolous or fritter it away." 

The best thing you can do with your refund? Pay off your consumer debt. 

When you're paying 16 percent or 19 percent interest on a credit card, where can you put your money that 
will return as much or more? 

"The market historically does about 10 percent a year," said Jim Lacamp, senior vice president at RBC Dain 
Rauscher in Fort Worth. "That's using historical numbers, not bear-market numbers like we've been dealing 
with the last three years." 

Paying off a credit card will yield a remarkable return. 

"If you have credit card debt, apply your refund to  the card with the highest interest rate," Mr. Busch said. 
"Paying off a 15 percent credit card debt is equivalent to  earning a 20 percent return, for someone in the 27 
percent tax bracket. This is because you would have to  earn a 20 percent return to  net 15 percent after 
taxes." 

I f  you can't pay off your card, at  least pay it down. You'll also reap benefits. 

Let's say you have a $10,000 balance on a credit card with a 19 percent interest rate, and you were making 
monthly payments of $200. 

I f  you applied a $2,000 refund to  the balance and kept making the $200 monthly payments, it would take 
you a little over five years to  pay off the debt and would save you about $3,200 in  interest, according to  
Bankrate.com, which tracks consumer interest rates. 

However, if you didn't use the refund to  whittle down your balance and continued to  pay $200 a month, it 
would take a little over eight years to  pay off that $10,000 balance. 

More than half of all Americans expecting refunds this year plan to  spend them on everyday purchases or to  
pay bills, according to  the Cambridge Consumer Credit Index. 
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Of those surveyed, 27 percent plan to  save their refunds in a bank account, while only 4 percent will invest 
the money in stocks, bonds or mutual funds. 

Saving up? 

"A lot of Americans use tax withholding as a forced savings program, because a lot of Americans just don't 
have the discipline to save on their own," Ms. McCarthy said. 

While it's not the ideal way to  save, if you can use it to  jump-start a savings program, do it. 

Financial advisers typically recommend that you sock away cash reserves equal to  three to  six months of 
expenses - more, if you can. 

The trick is to  sustain that level of savings. 

" I f  people are having trouble managing their cash flow and they have exposure to  credit card debt, typically 
the emergency fund becomes a spending account," said Ricky Grunden, a certified financial planner and 
chief executive of Grunden Financial Advisory Inc. in Denton. "They continue to run up the credit cards, take 
the emergency fund and pay off the debt and then run up the credit cards again." 

Guess where that gets you? I n  a deeper hole, aggravated by the fact that you've just sliced off a chunk of 
your rainy-day money. 

"Do not put the refund in an emergency fund if your emergency fund is really a spending account," Mr. 
Grunden said. 

Retirement 

I f  you've already got a stout emergency fund and have little or no debt, use your refund to  beef up your 
retirement savings. 

"Add to  the pleasure of getting a refund from Uncle Sam by investing that refund in an account that will 
never pay taxes again, like a Roth IRA," said Mr. Busch, who's also president of Vogel Financial Advisors LLC. 

" I f  you haven't contributed the maximum amount that your employer matches in your 401(k) plan, use the 
refund as a cash buffer that will allow you to  increase your 401(k) contribution by the amount of the refund. 
Besides saving for retirement on a tax-deferred basis, your tax refund will be matched by your employer." 

Here's how it would work. I f  you get a $2,000 refund and are paid every two weeks, you would increase 
your 401(k) contribution by $77 each pay period. That's $2,000 divided by 26 pay periods. 

Over a year, you would have contributed the equivalent of the $2,000 refund. 

Education 

While you're in  the saving mode, don't forget your children. Your refund could be a starting point for their 
college fund. 

"Begin or add to  an education fund for your children or grandchildren," Mr. Busch advised. "College costs are 
continuing to  increase, even during this difficult economic period. Use your refund to  open a 529 plan, which 
will allow your college savings funds to  grow tax free." 

A 529 is an investment plan operated by a state to  help families save for college. It got its name from 
Section 529 of the Internal Revenue Code, the federal tax law that provides special tax benefits for savings 
that satisfy certain requirements. 

For more information on the Texas plans, check out www.texas tomorrowfunds.org or call toll free, 1-800- 
445-4723. 
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I f  you want to invest the money, choose a diversified mutual fund. Just don't throw the money in  all a t  once, 
considering the volatility of today's investment markets. 

"You can put in $25, $50 a month and you can spread out your purchases," said Mr. Lacamp of RBC Dain 
Rauscher. "It's not a bad time to  phase in and do it steadily and not try to  outguess it, because nobody 
outguesses a market that's news-driven like this." 

Finally, readjust your tax withholding so you don't get as big a tax refund next year. 

" I f  you're getting a refund, that means you overpaid your taxes and gave the government an interest-free 
loan," Mr. Busch said. 

"Next year, keep the same total amount coming out of your paycheck, but have the amount of the tax 
overpayment direct-deposited into a savings account. Your net pay will be the same as you have been used 
to  receiving, but a t  the end of the year, you will have your 'refund' plus interest already sitting in your 
account." 
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