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How to Double the Power of Your Tax Refund
Filing your taxes may be a dreaded chore, but
receiving your refund is a wonderful reward.
What you do with a refund is up to you, but
here are some ideas that may make your tax
refund twice as valuable.
Double your savings

Dear Friends,
We are pleased to welcome two
Chartered Financial Planners,
Nancy Hairsine and Chal Daniels,
to our team. These two individuals
have been carefully selected to
help our clients with fee-based
financial planning, mutual funds
and variable asset allocation
programs. Should you wish to
meet either of them, please contact
our offices so we can refer you to
get special pricing.
With tax season just around the
corner, we have provided an article
in this issue, with tips that may
allow you to increase your tax
refund. Should you need
assistance with funding IRAs or
other financial matters, please feel
free to contact my office.
Sincerely,
Randhir S. Judge

Perhaps you'd like to use your tax refund to
start an education fund for your children or
grandchildren, contribute to a
retirement savings account for
yourself, or save for a rainy
day. A financial concept
known as the rule of 72 can
give you a rough estimate of
how long it might take to double what you initially save.
Simply divide 72 by the annual rate you hope that your money will earn.
For example, if you expect an average annual
rate of return of 6%, your invested tax refund
may double in approximately 12 years. Of
course, this is a hypothetical estimate, and
doesn't account for taxes, inflation, or the actual return you may receive.
Split your refund in two
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If you like to think of your tax refund as a welldeserved bonus, you may be less than enthusiastic about saving it or using it for something
practical. If stashing it away in a savings account or using it to pay off bills sounds like no
fun, go ahead and splurge on something for
yourself. But remember, you don't necessarily
have to spend it all. Instead, why not make
the most of your tax refund by putting half of it
toward something practical and spending the
other half on something more fun?
The IRS has even made it easy for you to do
this. When you file your income taxes and
choose direct deposit for your refund, the IRS
allows you to have it deposited among two or
even three accounts. Qualified accounts include savings and checking accounts, and
other accounts such as IRAs, Coverdell edu-

cation savings accounts, health savings accounts, Archer MSAs, and TreasuryDirect
online accounts. To split your refund, you'll
need to fill out IRS Form 8888, Direct Deposit
of Refund to More Than One Account, when
you file your federal return.
Be twice as nice to others
Giving to charity has its own rewards, but Uncle Sam may reward you too by allowing you
to deduct contributions made to a qualified
charity from your taxes if you itemize. You can
also help your favorite charity or nonprofit
reap double rewards from your gift by finding
out if it benefits from any matching gift programs. With a matching gift program, individuals, corporations, foundations, and employers
offer to match gifts the charitable organization
receives, usually dollar-for-dollar. Terms and
conditions apply, so check with the charitable
organization or with your employer's human
resources department to find out more about
available matching gift programs.
Make your refund do double duty
A great way to increase the value of this
year's tax refund is to spend it on something
that might offset your overall tax bill and potentially increase your tax refund next year.
For example, this year you might want to consider spending your refund on improvements
that will increase your home's energy efficiency because you may be eligible for a tax
credit worth up to 30% of what you spend
(capped at $1,500 for certain improvements).
Qualifying improvements include certain highefficiency heating and cooling systems, and
water heaters, windows, doors, and insulation
that meet strict energy-efficiency standards.
You can find out more about this tax credit
and other credits and deductions you may be
entitled to by consulting IRS Publication 17,
Your Federal Income Tax.
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College Debt: How Much Is Too Much?
According to a recent survey by the nonprofit
College Savings Foundation, the confidence
of parents in their ability to save for college
dropped significantly over the past year (go to
www.collegesavingsfoundation.org to read the
survey). That's not entirely surprising, considering the economic climate. But what is surprising is that, of parents surveyed, a whopping 41% reported having saved nothing at
all, and 28% reported having saved less than
$5,000 per child.
The loan factor

The trend of not
saving enough
makes families
heavily dependent
on borrowing to
fund college. ...The
result is a new
paradigm for
millions of young
adults--a crushing
amount of student
loan debt that
stretches from early
to middle adulthood
and can affect all
major life
decisions.

The trend of not saving enough makes families heavily dependent on borrowing to fund
college. In the survey above, 47% of parents
said they expected to utilize student loans to
pay for college. And parents seem inclined to
borrow whatever it takes: 76% don't expect to
narrow their children's college choices.
The cost factor
Loans matter when you consider the cost of
college. According to the College Board's
Trends in College Pricing 2009 report, even
though the Consumer Price Index declined
2.1% between July 2008 and July 2009, college costs rose across the board--a disturbing
but familiar pattern (to read the report, go to
www.trends-collegeboard.com).
For the 2009/10 school year, the average cost
of a public college increased 5.9% to $19,388,
while the average cost of a private college
increased 4.3% to $39,028, with elite private
colleges topping out at over $50,000 per year.
The College Board also noted that about twothirds of students receive grants, with the average private college student receiving
$14,400 in total grant aid and federal tax
benefits for 2009/10, and the average public
college student receiving $5,400. But this still
leaves approximately $25,000 for private undergraduates and $14,000 for public undergraduates to fund. Absent additional college
merit aid and/or outside scholarships to make
up the difference, parents and/or their children
must fill the gap.

National Postsecondary Student Aid Study).
And this doesn't include private student loan
debt, which has exploded in recent years due
to the inability of federal loan borrowing limits
to keep pace with skyrocketing college costs.
The result is a new paradigm for millions of
young adults--a crushing amount of student
loan debt that stretches from early to middle
adulthood and can affect all major life decisions, from what career path to choose, to
where to live, whether to go to graduate
school, when to marry, have children, buy a
home, begin saving for retirement, and so on.
And it doesn't end there. Parents who engage
in "extreme borrowing"--routinely taking out
large home equity loans, federal PLUS Loans,
or other private loans to fully fund the gap
without regard for the consequences--can
hamper themselves financially for years.
How much is too much? Obviously, the answer is different for every family. But waiting
until spring of your child's senior year--as you
review individual financial aid awards--to think
about college affordability can be a mistake.
To avoid falling into the "I guess we'll just borrow whatever it takes" trap, families should
start thinking about costs much earlier.
Before filling out a college application...
•

Get an idea of how much federal aid your
family can expect by using the calculator
at www.fafsa4caster.ed.gov.

•

For each college, research the total cost
of attendance and the average merit aid
award given to students with similar academic credentials as your child.

•

Know what a particular loan amount
today will end up costing tomorrow (e.g.,
$40,000 in PLUS Loans at 8.5% with a
10-year repayment term will cost you
$496 per month; $27,000 in Stafford
Loans at 6.8% and a 10-year term equals
$311 each month for your child).

•

Consider your child's career aspirations,
earning potential, and job prospects after
graduation. Will this school be a good
return on your investment? Also, is
graduate school likely?

•

Talk to your child about how any debt
taken on might impact your or your child's
future goals and dreams.

How much borrowing is too much?
The gap is where families can get in over their
heads. Is there such a thing as borrowing too
much for college? In the iconic words of the
Magic 8 Ball®, "signs point to yes."
The average student now leaves school with
$23,186 in federal student loans (Source:
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Special Needs Trusts
A special needs trust (SNT), sometimes referred to as a supplemental needs trust, is a
trust that is established to benefit a disabled
person, or a person who has special needs,
while still allowing such persons to qualify for
and receive governmental health-care
benefits.
Background

resources. Generally, Medicaid and SSI will
look back 36 or 60 months to see if assets
have been transferred to someone else in
order to qualify for benefits, and if so, a penalty is imposed. The penalty will be that the
person who is enrolling won't be able to receive benefits for a certain amount of time.
Transferring assets to an SNT, however, does
not trigger these look-back provisions.

Some government programs aimed at assisting the disabled, such as Medicaid and Supplemental Social Security Income (SSI), are
needs based. That means that if the disabled
individual has access to more than a specified
level of resources (generally $2,000), he or
she will not be eligible to receive such benefits. In 1993, Congress officially approved the
use of SNTs to maximize the use of all available resources, both private and governmental, to provide more fully for the needs of the
disabled.

The other benefit of this SNT, of course, is
that assets in the trust will not be countable as
resources for eligibility purposes.

For persons of limited means, government
programs may constitute the primary, if not
the only, source of funding for their current
and future needs. However, government assistance is also available to families who have
resources available to meet their loved one's
basic needs. These families may be fortunate
enough to be able to use their personal resources to provide for non-basic needs as
well. With an SNT, the disabled person is able
to first tap into any government benefits to
which he or she is entitled, and then can
spend personal resources as a secondary
source for additional support and comfort.

A pooled SNT is a trust that is managed by a
nonprofit organization. Funds are pooled for
investment purposes, but separate subaccounts are maintained for each disabled
beneficiary. A pooled SNT works in the same
way as a self-settled or first-party SNT. However, with a pooled SNT, the disabled individual can create the account for himself or
herself.

Types of SNTs

Third-party SNT

There are three types of SNTs: a self-settled
or first-party SNT, a pooled SNT, and a thirdparty SNT.

A third-party SNT is a trust created by a disabled person's parent or other third party, but
this type of SNT has no payback requirement.
The person establishing the trust must not
have a duty to support the disabled child, so
the child must be age 21 or older, depending
on your state's laws. There is no requirement
that the disabled person be under the age of
65. However, transfers to a third-party SNT
may or may not trigger the Medicaid or SSI
penalty period. Again, it depends on your
state's laws.

Self-settled or first-party SNT
A self-settled or first-party SNT is created for
the sole benefit of a disabled person who is
under age 65. The trust must be established
by the disabled person's parent, grandparent,
guardian, or by the court, but it cannot be created by the disabled person. However, the
disabled person can fund the trust. For example, the disabled person could fund the trust
with money that has been inherited or received in settlement of a lawsuit, or as a result
of a divorce.
As previously stated, in order to qualify for
Medicaid or SSI, the person who is enrolling
must have a limited amount of income and

One disadvantage, however, is that upon the
disabled individual's death, any money or assets remaining in the trust must be used to
reimburse the government for Medicaid benefits extended to the individual during his/her
lifetime.
Pooled SNT

Further, any funds remaining in the account
upon the individual's death can be used to pay
back Medicaid, or they can remain in the
pooled SNT to help others in the pool,
depending on state law.

Conclusion
An SNT requires careful drafting and administration to avoid disqualification for government benefits. Be sure to consult a specialist.

In 1993, Congress
officially approved
the use of SNTs to
maximize the use of
all available
resources, both
private and
governmental, to
provide more fully
for the needs of the
disabled.
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What's an exchange-traded fund?
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Like a mutual fund, an exchange-traded fund (ETF)
pools money from investors
to buy a group of securities.
Though diversification alone
can't guarantee a profit or protect against potential loss, such an investment helps you
spread your risk over many individual
securities.

closing price. By contrast, ETFs are priced
throughout the day. Also, they can be bought
on margin or sold short; in other words, they
can be traded just like stocks. As a result,
investors may use ETFs to actively trade a
particular sector or industry.

Most ETFs are passively managed. Instead of
having a portfolio manager who uses his or
her judgment to select specific stocks, bonds,
or other securities to buy and sell, ETFs try to
approximate the performance of a specific
index, which can be either broad-based or
narrowly focused. In this, they are somewhat
similar to an index mutual fund.

ETFs typically have no minimum investment
requirements or redemption fees for brief
holding periods. And because most ETFs are
based on an index, the administrative costs
can be relatively low. However, ETFs must be
purchased through a broker. Since you'll pay
a brokerage commission with every transaction, ETFs may not be well-suited to a systematic investing program such as dollar cost
averaging--transaction costs could quickly eat
up any cost efficiencies.

However, there are some substantial differences between mutual funds and ETFs. Perhaps the biggest is the ability to trade ETFs
throughout the day. Mutual funds are priced
once a day after the market closes. If you buy
or sell after that, you'll receive the next day's

Because the differences between one ETF
and another can be dramatic, you should
carefully consider a fund's investment objectives, risks, charges, and expenses, which are
included in the prospectus available from the
fund. Read it carefully before investing.

How can I use exchange-traded funds?
There are many ways an exchange-traded
fund (ETF) can be used to help round out or
supplement an existing investment portfolio.
Investing in a sector rather than an individual
stock. An ETF allows you to invest in an industry or sector without relying on the fate of
an individual company. If you have broadbased stock funds, you can give more weight
to a particular sector by also investing in an
ETF that focuses on a relevant index.
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Minimizing taxes. ETFs can be relatively taxefficient. Because a passively managed ETF
trades relatively infrequently, it typically distributes few capital gains during the year. That
means you won't incur the same tax liability as
if you received significant capital gains. However, make sure you consider just how an
ETF's returns will be taxed. Depending on
how the fund is organized and what it invests
in, returns could be taxed as short-term capital gains, ordinary income, or even as collectibles, all of which are generally taxed at higher
rates than long-term capital gains.
Staying invested after selling stock for a tax
loss. If you have sold a large stock position to

realize a capital loss for tax purposes, but still
believe that industry as a whole will soon experience a big short-term move, you can use
an ETF to try to take advantage of that volatility. If you buy the same stock within 30 days,
the tax-loss deduction will be disallowed.
However, buying an ETF based on a relevant
index as a proxy for that investment until you
are able to buy the stock again allows you to
preserve the tax deduction on the stock loss
while staying invested in that industry.
Limiting losses. With an ETF, you can set a
stop-loss limit on your shares. A stop-loss
order instructs your broker to sell your position
if the shares fall to a certain price. If the ETF's
price falls, you've minimized your losses. If its
price rises over time, you can increase the
stop-loss figure accordingly. This strategy lets
you pursue potential gains while setting a limit
on the amount you can lose.
Be sure to carefully consider a fund's investment objectives, risks, charges, and expenses, which are included in the prospectus
available from the fund. Read it carefully before investing.

