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PayIng oFF debT Isn’T savIng

S

ave your money or pay off
debt? It probably comes as no
surprise that the answer varies.
But one thing is certain: paying off
debt is not the same as saving. Here’s
why.
The rational objective for all
sound financial planning is to increase your net worth, which is the
true measure of your financial
health. Calculating your net worth is

simple: total up the value of everything you own and subtract from
that all of your debt.

neT WorTh = asseTs – debT
When you pay off debt, it feels
good. And, in fact, it almost always
improves one aspect of your financial wellbeing: it lowers your
monthly bills, which means you can
either spend or save more. But if you

Money PersonalITIes and savIng

E

veryone approaches their finances differently, but there are
common mistakes that certain
money personalities make. The following highlights five different
money personalities, the mistakes
they make, and how they can improve their financial picture.

enTrePreneur
Because they put all their financial resources and energy into their
business, entrepreneurs may make
mistakes such as cashing out their retirement plans to fund their business,
holding too much debt, or even getting behind on self-employment
taxes.
Entrepreneurs would be best
served by developing a business

plan with income and expense projections to ensure they use debt wisely to fund their business. They
should also make contributions to a
retirement plan annually, even if it’s
only a few thousand dollars. And
finally, entrepreneurs should work
with a tax professional to help reduce
their taxes as much as possible, while
making sure quarterly tax payments
are made.

The saver
This is the person who follows
all the rules and does it just right.
They fully fund their retirement accounts each year, don’t carry much
debt, and have plenty of savings in
the bank for any unexpected
Continued on page 3

look carefully at the formula for net
worth, it’s clear that paying off debt
doesn’t immediately increase your
net worth, because it reduces your
assets by as much as it reduces
your debt. So, by itself, paying off
debt doesn’t advance your goal of
building wealth. It only helps if you
save the amount you no longer have
to send to your creditor.

hIgher PrIorITIes should
CoMe FIrsT
Paying off debt can also make
your financial situation more precarious. For example, if you deplete
your savings, you may be in a worse
position to cover your expenses in
the event of an emergency. In fact,
it’s one of the principles of good
planning to maintain an emergency
savings account equal in value to
your living expenses for three to six
months. So unless you already have
enough tucked away in your emergency fund, you should think twice
about using any free cash to pay off
debt. And if you have a partner and
dependent children, maintaining a
life insurance policy sufficient to
meet their needs should also be a
higher priority than paying off debt.
But let’s say that you have both
Continued on page 2
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PayIng oFF debT
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of these objectives covered. Does it
make sense to be aggressive in paying off your debts? It can. It generally
(but not always) comes down to
comparing the potential return on
your investing choices to the effective
interest rates you’re being charged
on your loan.
CoMPare InTeresT raTes. If
you’re paying a higher rate of interest on a debt than you could earn on
an investment, it makes sense to pay
off that debt as quickly as you can.
Such is typically the case with credit
cards, where it’s rare that interest
rates are less than double digits.
Making only the minimum required
payment is generally a bad idea, because interest and fees can grow
faster than you pay down the principal. At the very least you should try
to pay more than the minimum —
even if you’re not trying to be aggressive in paying down the balance.
If you have money left over at
the end of the month, you should
consider trying to save and paying
down your debt simultaneously. This
is especially true when it comes to
tax-advantaged savings plans, like
individual retirement accounts
(IRAs) and 401(k) plans. Contributions to these are often made on a
pretax basis, which adds to the effective total return you receive. If your
employer matches your contributions, you should do all you can to
contribute to the maximum match
before taking an aggressive stance toward reducing your debt load.
don’T

ForgeT The PoWer oF

CoMPoundIng.

The biggest reason to
save and pay down debt at the same
time is that saving, even relatively
small amounts, puts time on your
side by harnessing the power of compounding. When you reinvest your
returns — whether it’s interest, dividends, or capital gains — your
money makes more money, and you
can reach your long-term goals
faster.
be

CareFul abouT PayIng oFF

6 sIgns you need a FInanCIal Plan

A

clear financial plan helps
you prepare for the future,
brace yourself for the unexpected, and positions you to pursue your goals. Below are six signs
it may be time for you to get a financial plan.
y ou ’ re

( or jusT
New job.
New baby. New house. All of those
milestones and more are signs you
should take a big picture look at
your finances. Take this opportunity to put your financial house in
order.
PlannIng

had) a bIg lIFe Change.

y ou ’ re WorrIed abouT your
FInanCes — and your FuTure . If
money worries keep you up at
night, a financial plan can help
ease your mind. Whether you have
immediate worries or are just feeling uneasy about what tomorrow
may hold, you can regain control
over your life by having a clear direction. Your comprehensive financial plan will not only help you see
where you stand today, it will also
help you plot a path to where you
want to be.
you’re

MakIng good Money,

buT you ’ re noT sure Where IT
MorTgages. Owning a home free of
mortgage debt remains a fond dream
that influences the decisions many
Americans make. It explains why 15year mortgages seem more appealing to some than 30-year mortgages:
not only are the interest rates for 15year mortgages generally lower, but
it takes less time to pay them off, and
the accumulated interest you pay is
much less.

But it’s not necessarily a smart
idea to take out a 15-year mortgage
because the required monthly payments are generally 20% to 30% higher than the payment on the same
principal amount for a 30-year loan.
That means that you have less free
cash flow to devote to saving in a retirement plan, and if you lose your
income for an extended period of

goes. If you want to turn today’s
income into tomorrow’s wealth,
you need a financial plan. Planning
helps you assess what you’re
spending today and then shows
you how you can save and invest
some of what you earn.

y ou

have FInanCIal goals ,

buT you’re noT sure hoW To Make
TheM a realITy.

With a financial
plan, you’ll know what you need
to do financially to make those
dreams a reality.
y ou

and your ParTner are

FIghTIng abouT Money.

Meeting
with an objective third party, like a
financial planner, can help you
both recognize where you stand
when it comes to your finances,
and then negotiate a path forward
that works for both of you.
y our

InvesTMenTs and FI -

nanCes are geTTIng so CoMPlICaTed, IT’s dIFFICulT For you To keeP
TraCk oF everyThIng.

A financial
plan, developed with the assistance of your financial advisor, will
help you identify the best ways to
save, find ways to reduce taxes,
and protect yourself against risk.
mmm

time, it’s harder to keep up with the
payments.
On top of that, mortgage interest
is generally tax deductible. Finally,
the interest rates on mortgages are
among the lowest consumers face.
All of this means that paying off a
mortgage more aggressively is one of
the last spending options you should
consider.
In summary, paying off debt has
its advantages, but whether it’s the
right choice for you depends on your
broader financial picture, what kinds
of debts you have, what interest rates
they carry, and what your saving
opportunities are. It can take some
careful analysis to make the best decisions. Please call if you’d like to
discuss this in more detail. mmm
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Money PersonalITIes
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expenses. While this money personality may get to retire early, they may
want to stop and smell the roses once
in a while.

The hIgh-InCoMe earner
Professionals, such as doctors
and lawyers, fall into two groups:
savers and spenders. Those who
fund a large lifestyle may find they
have trouble funding their retirement
because they’ve spent too much.
Big earners need to develop a financial plan so they understand how
much money they will need to fund
their retirement based on the lifestyle
they want to live. They should also
pay themselves first with a predetermined amount to saving, before buying nicer cars or bigger houses, as
well as considering setting monthly
spending limits.

I need To save?
This money personality spends
their paycheck as soon as it hits their
account, and in some cases, live beyond their means. They have no savings if an unexpected emergency
comes up, and they are likely carrying too much debt. To be able to retire, this person needs a financial
plan with a strict budget to help pay
down debt and develop both longand short-term savings.

doIng FIne and enjoyIng lIFe
This person saves and spends.
They want to enjoy life experiences
along the way to retirement, such as
vacations, maybe a boat, or a cabin.
While they contribute to their 401(k)
plan, they may not have a financial
plan that includes short-term financial goals and how much they need

dIsCussIng your esTaTe WITh your FaMIly

H

aving this conversation before your death, when
choices can be explained,
will help avoid the potential relationship damage that can happen if
no one is aware or understands
your decisions.

Choose The rIghT Person
For The rIghT job
While you are likely to consider the feelings of your family members, try to take the emotion out of
your decisions and select the people who will be best at certain
tasks. Once people understand the
various roles and what they entail,
they tend to understand why a particular person was selected. The
roles can range from being the executor of the estate, to the guardian
of your children, to making medical decisions on your behalf.

PrePare The aPProPrIaTe
doCuMenTs
Once you have determined
who will handle the key roles in
your estate, you will want to get
the proper paperwork drafted and
notarized to officially document
your wishes. These documents
may include: your will, trust,
durable power of attorney, healthcare power of attorney, and
guardianship designations. Before
you have the conversation, you
should have the proper paperwork
with copies for all involved individuals, so there is no room for
misinterpretation and everyone
understands the parameters of
your decisions.
to save for retirement.
While it is great that this money
personality saves, they need to ensure that their spending isn’t outpacing their savings. By developing a
solid financial plan, this money personality can create a more balanced
approach to saving and spending.
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PrePare For The
ConversaTIon
You’ll want to take the time to
think through this conversation
and anticipate the questions people
will have. You will want them to
understand what your goals are for
the estate plan, what the various
roles are and what they entail, and
why certain people were chosen for
certain roles.
It is important to think through
your family dynamic in approaching this conversation. Should it be a
more formal conversation that includes an attorney or financial advisor to help explain the roles and
your choices? Should it be more casual discussion around the dinner
table with only family?
Either way, you will want to
make sure you set ground rules to
avoid confrontation. You will want
people to express their thoughts,
but if it becomes argumentative, let
them know the meeting will be
canceled until it can be discussed
rationally.

keeP The ConversaTIon
goIng
Let your family know that this
will be an ongoing discussion as
circumstances change, such as new
marriages, new children, divorce,
etc. By having regular conversations, you can avoid the “Mom
would have wanted this” argument. Setting this expectation can
help prevent future family tension.
mmm

WhaT’s your Money
PersonalITy?
You should determine where
you fall on the spectrum of money
personalities so you can develop a
financial plan that suits your personality, but also helps you secure your
future. Please call if you’d like to discuss this topic in more detail. mmm
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% Change
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Dow Jones Industrials 33874.85 34529.45 34502.51 12.7% 33.7%
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Past performance is not a guarantee of future results.

essenTIal TIPs For savIng For reTIreMenT
For many people, saving for retirement is an anxiety-producing process. Some struggle just to pay for monthly expenses, so saving for retirement can seem difficult. Here are four essential tips for saving for retirement.
sTarT early — This is perhaps the most important point
about saving for retirement. Many people think that starting to
save once they’re age 30 is a good idea, but the only way to ensure a stress-free future is to start when you’re in your 20s if
possible. Why start this early? You’ll benefit significantly from
compound growth, you’ll get more out of employer contributions, and you’ll be able to save a fair amount of money on
your tax bill. Years and years of this can result in a significant
retirement fund.
sTICk To your savIngs goals — A common saving mistake people make when getting started is putting money away
for a few years and then slowing down with their contributions. Family emergencies, tuition bills for children, and every-
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thing in between can add up to create a load of stress that
makes saving for retirement seem like less of a priority. Do
whatever you can to stick to your savings plan.
geT a MaTChed 401(k) Plan — A 401(k) plan can be a
good tool for helping you to save significant amounts of
money for retirement. Why? In many cases, your employer
will match a portion of your 401(k) plan contributions. It’s
without a doubt one of the most effective ways to quickly
build a retirement fund, especially if you’re able to contribute
the maximum amount each month. If your employer offers a
401(k) plan, you’ll benefit from getting set up in the program
as soon as possible.
Work WITh a FInanCIal Planner — The job of a financial
planner is to help get you set up for retirement in as swift and
effective a manner as possible. mmm
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