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It's hard to know when the economy will truly 
recover, although there are signs that things 
are headed in the right direction. But if you 
want your own finances to stabilize over the 
long term, you'll need to evaluate what you've 
been doing right...and wrong. There's no 
magic bullet, but avoiding these four money 
mistakes may help you survive and ultimately 
thrive in any turbulent economy. 

Mistake 1: Expecting things to stay the 
same 

It's a familiar tale. Economic times were good. 
The stock market 
went up, up, up. 
Home values (and 
real estate prices) 
soared, credit was 
flowing, and the 
job market was 
robust. And 
then...the bottom 
fell out.  

At the heart of all economic bubbles is the 
euphoric, yet ultimately mistaken, idea that the 
good times are here to stay. And when the 
economic news is bad, it's just as easy to as-
sume that the tough times will remain. But 
your own financial recovery will ultimately de-
pend on you not jumping on any bandwagon. 
Instead, take a proactive, rather than reactive, 
approach to financial planning, no matter what 
economic news you're hearing. Prepare your-
self for a variety of financial scenarios and 
avoid basing money decisions on emotion, or 
you may find yourself making the same finan-
cial mistakes over and over. 

Mistake 2: Only saving your leftovers 

Do you worry that you're not saving enough? 
Do you routinely rely on credit rather than 
cash to pay for the things you want or need? 
Rather than blame your financial inertia on 
your income, look a bit deeper, because the 
real culprit may be the lack of financial priori-
ties. If you don't know exactly how you're 

spending your money and 
you haven't set financial 
goals, it's unlikely that you'll 
see much financial progress. 

Go back to basics by prepar-
ing (or reviewing) your 
budget. If you tend to save 
only what you have left over 
every month, you can put 
yourself on a more disciplined course by hav-
ing a fixed amount taken out of your paycheck 
automatically for retirement. Or, you can set 
up automatic transfers from your checking 
account to a savings or investment account. 

Mistake 3: Not having an emergency fund 

One of your savings priorities should be an 
emergency fund. An emergency fund isn't 
glamorous, but this underappreciated work 
horse really pulls its weight during hard times. 
Having cash on hand that you can use for an 
unexpected expense, or to pay bills if you lose 
your job or become disabled, is vital because 
it can help you avoid having to rely on credit 
or tap your retirement savings. Without emer-
gency savings to fall back on, worse financial 
trouble may lie down the road. 

Mistake 4: Not asking for help 

Even if your finances are in good shape right 
now, you may be overdue for a checkup. A 
close look at your financial plan will help you 
identify potential strengths and weaknesses. If 
you're already in financial trouble, don't let 
fear or shame prevent you from asking for 
help. Facing financial problems early may help 
you make a full recovery. Many creditors are 
willing to work with you, but this may be much 
easier while your credit is still good, and while 
you still have time to turn things around. 

"Success does not 
consist in never  
making mistakes 
but in never making 
the same one a  
second time." 
George Bernard 
Shaw 
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Hi Friends,
     I would like to take this
opportunity to wish all of you a
very happy and prosperous
New Year.
     With the start of a new year, it
would be wise to ensure that
your finances are in good
order.  Inlcuded in this issue
are some money mistakes that
you might want to avoid.
     Also included is an article on
factors that might
be contributing to an increase
in your homeowners
insurance.  We have a P&C
wing in house that can
evaluate your existing policy. 
     As always, please feel free to
contact our offices should you
need any further information.

Sincerely,
Randhir S. Judge

Jan 2010
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ARMed and Dangerous? 

  

Remember how adjustable rate mortgages 
(ARMs) were all the rage when the housing 
market was a boom town? Especially the 
more exotic ones, like interest-only and pay-
ment-option ARMs? Well, now that the hous-
ing market looks more like a ghost town, are 
ARMs still a good idea, or is being ARMed a 
dangerous place to be? 

A short ARM review 

Unlike a mortgage with an interest rate that's 
fixed for the term of the loan, an ARM has an 
adjustable interest rate that's tied to a pub-
lished interest rate index. The index, plus a 
margin set by the lender, will determine the 
interest rate charged on your mortgage's prin-
cipal balance. At periodic intervals (often an-
nually), the interest rate will be adjusted, up or 
down, in response to changes in the index. 

ARMs also have interest rate caps. The peri-
odic adjustment cap limits the amount the 
interest rate can fluctuate from one adjust-
ment period to another; the lifetime cap limits 
the total increase in the interest rate over the 
life of the loan. 

The allure of exotic ARMs 

Some ARMs, particularly payment-option 
ARMs, include payment caps that limit the 
amount your monthly payment may increase 
at the time of each periodic adjustment. If the 
increase in the loan's interest rate would make 
the monthly payment higher than the payment 
cap increase allows, the payment cap limits 
the monthly payment increase--and the differ-
ence (unpaid interest) is added each month to 
the principal balance due. This can lead to 
negative amortization, which is when your 
loan balance gets larger. 

Payment-option ARMs also offer the alluring 
choice of a fixed monthly payment  (for a 
specified period) that's often less than the 
amount of the monthly interest charge, guar-
anteeing negative amortization on the loan 
from the beginning. The allure of this is the 
initial low payment. In the past few years, 
many people were lured into taking these 
mortgages, often to buy more house than they 
could ultimately afford, thinking they could 
refinance once the expanding equity in the 
property gave them room to do so. 

But that allure doesn't last forever. At some 
point (as of a specified date or when the 
negatively amortizing principal due reaches a 
certain percentage above what was originally  

borrowed), the loan is "recast." At that point, 
the loan must be scheduled to amortize both 
principal and interest (at the specified rate as 
of the recalculation) over the remaining term 
of the loan, and any payment caps that have 
been in place no longer apply.  

As a result, the monthly payment may well 
increase dramatically. If (as has recently 
proven to be the case) the borrower's equity 
hasn't increased as hoped, refinancing may 
be an impossibility, and what was once allur-
ing may become dangerous. 

Should you disARM? 

Not necessarily. If you have an ARM that's 
now fully amortizing both principal and inter-
est, then you may be in good shape--for now. 
Conventional wisdom indicates that the risk 
associated with having an ARM occurs when 
interest rates are rising. But the rates for 
ARMs are currently low, and are traditionally 
lower than comparable fixed-rate mortgages. 
So you may want to stay with the ARM you 
have for the moment. 

But if you are in an interest-only or payment-
option ARM, you may want to get out of it be-
fore the loan recasts--especially if your pay-
ment-option ARM is negatively amortizing. If 
you still have equity in your property, conven-
tional refinancing may be an option for you. 
But if that's not the case, contact your mort-
gage servicer about any restructuring opportu-
nities available to you. 

Homeowners with current Fannie Mae or 
Freddie Mac mortgages may be able to take 
advantage of the Making Home Affordable 
Refinancing plan; those with delinquent mort-
gages may qualify under the Modification 
plan. The new mortgage balance cannot ex-
ceed 105% of the home's current value and 
must be under $729,750. Call (888) 995-
HOPE for more information, or visit 
www.makinghomeaffordable.gov. 

If your lender agrees to write down your Fed-
eral Housing Administration (FHA) insured 
mortgage's balance to the current value of the 
property, the HOPE for Homeowners program 
may help you. The new loan you obtain can 
be no more than 96.5% of your home's cur-
rent value, and the loan limit is $550,440. Visit 
www.hud.gov for more information, or call 
(800) 225-5432. 

 

 

Don't be  
bushwhacked 

If your ARM is close to 
an interest rate  
adjustment and you're 
thinking of refinancing, 
keep a close eye on 
fixed mortgage  
interest rates. Also  
check out your  
mortgage's terms for 
any conversion fees or  
prepayment penalties. 
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Hardship Withdrawals from 401(k) Plans 

  

In these challenging economic times, you may 
be considering taking a hardship withdrawal 
from your 401(k) plan. Here are some points 
to think about before you pull the trigger. 

What is a hardship withdrawal? 

When discussing 401(k) hardship withdrawals, 
we're generally talking about withdrawing your 
own elective contributions to the plan. This 
means your pretax contributions and your 
Roth contributions to the plan. A hardship 
withdrawal generally can't include any earn-
ings on your contributions.  

In order to qualify for a hardship withdrawal, 
you have to have an immediate and heavy 
financial need, and your withdrawal can't ex-
ceed the amount necessary to meet that fi-
nancial need (including any taxes and penal-
ties resulting from the hardship withdrawal 
itself). But there's an important restriction: you 
can't take a hardship withdrawal at all until 
you've taken all other non-hardship distribu-
tions and loans available to you from the  
401(k) plan, and any other deferred compen-
sation plans maintained by your employer. 

Plans have a number of ways of administering 
the hardship withdrawal rules, but most rely 
on a "safe harbor" rule that automatically 
treats the following as constituting an immedi-
ate and heavy financial need: 

• Medical care expenses for you, your 
spouse and dependents, and your plan  
beneficiary 

• Costs directly related to the purchase of 
your principal residence (but not mort-
gage payments) 

• Payment of tuition, fees, and room and 
board expenses for up to the next 12 
months of post-secondary education for 
you, your spouse and dependents, and 
your plan beneficiary 

• Payments necessary to prevent eviction 
from your principal residence or foreclo-
sure of your mortgage 

• Payments of burial and funeral expenses 
for your parents, spouse and dependents, 
and your plan beneficiary 

• Expenses to repair casualty damages to 
your principal residence 

Why you should think twice ... 

In general, you should take a hardship  

withdrawal from your 401(k) plan only as a 
last resort, for the following reasons:  

• Hardship distributions are includible in 
your gross income except to the extent 
they consist of your own after-tax 
(including Roth) contributions to the plan. 

• The taxable portion of your withdrawal will 
be subject to a 10% early distribution 
penalty unless you're 59½ or another 
exception applies. 

• If your plan uses the safe harbor rule de-
scribed earlier, when you take a hardship 
withdrawal, you'll be suspended from 
participating in the plan (and any other 
elective plan maintained by your em-
ployer) for at least six months. 

• Unlike plan loans, you generally can't pay 
a hardship withdrawal back to the plan. A 
hardship distribution permanently reduces 
your account balance, reducing the 
amount that can work for you on a tax-
favored basis until you retire. 

• You can't roll a hardship distribution over 
to an IRA or another employer plan. 

And keep in mind ... 

A 401(k) plan doesn't 
have to allow hardship 
withdrawals at all. And if 
it does, the plan may 
limit the reasons that 
qualify as a hardship, or 
may limit the amount 
you can withdraw. 
Some plans may not 
permit hardship with-
drawals that are based 
on the need of your 
plan beneficiary. And in 
some cases, the plan may require that you 
prove you have no other resources available 
to meet your hardship need.  

Your 401(k) plan may also permit withdrawals 
of other amounts in your account--for exam-
ple, your employer's contributions to the plan--
but these withdrawals may be subject to differ-
ent rules. 

You need to review your specific plan's terms 
to see what options are available to you. Your 
plan's withdrawal rules should be clearly de-
scribed in the plan's summary plan description 
(SPD). If you don't have one, request it from 
your plan administrator, and discuss your op-
tions with your financial professional. 

Unlike plan loans, 
you generally can't 

pay a hardship 
withdrawal back to 

the plan. A hardship 
distribution 

permanently reduces 
your account 

balance, reducing the 
amount that can work 

for you on a  
tax-favored basis 
until you retire. 
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What can affect the cost of homeowners insurance? 

There are many factors that 
can affect the cost of home-
owners insurance. Here's a 
description of some of the 
more common factors. 

Generally, as your home gets older, the cost 
of insuring it may increase. Older homes have 
more things that can go wrong, often related 
to outdated wiring, older plumbing, or lead 
paint.   

The location of your home also can affect your 
insurance premium. Insurers generally regard 
homes located in urban areas to be at a 
higher risk of burglary than comparable subur-
ban homes, translating to a higher premium 
cost for metropolitan area houses. Insurance 
may cost more if your home is located in an 
area prone to a specific peril, such as floods, 
or in a rural area far from a fire station or fire 
hydrant. 

Living in an area prone to claims for mold 
damage can increase your premium. In fact, 
excessive mold damage can be so costly to 

repair that some insurers either are signifi-
cantly increasing premiums to insure mold 
damage, or they're eliminating coverage  
completely.              

Rising repair or construction costs in your 
area also will increase your insurance  
premium. If it'll cost more to repair or replace 
your home, it'll cost more to insure it as well.  

Sometimes, you can cause your insurance 
rates to increase. Swings, trampolines, and 
other backyard equipment can add to your 
premium. Owning a swimming pool, sauna, or 
hot tub may increase your property's value as 
well as the risk of injury or property damage, 
which will be reflected in your insurance bill.  

Based on the breed and temperament of your 
dog, an insurer may consider it an increased 
risk of causing injury, resulting in a higher 
premium. If the breed of your dog is on the 
insurer's "bad dog list," you may not be able to 
get coverage for injuries caused by the dog, 
or your current insurance can be cancelled 
altogether. 

How can I reduce the cost of my homeowners insurance? 
locking gate around your pool.  

Before you get a dog, check with your insurer 
to be sure your new pet won't increase the 
cost of your insurance--or cause it to be can-
celled. Also, advise your insurer that you've 
properly trained your pet and that you've  
obtained all required vaccinations and tags.  

Some insurers will raise your premiums if you 
file frequent (more than 2-3) claims of rela-
tively small value. Try to use your insurance 
for major claims and consider self-insuring the 
rest. 

Another way to save on your insurance costs 
is to buy your homeowners insurance and 
auto insurance from the same insurer. Most 
companies will discount the cost of insurance 
if you buy two or more policies from them.   

You may receive a discount from your insurer 
by improving your home's security. Ask your 
insurer if adding an anti-theft system, flood 
lights, or even dead-bolt locks will lower your 
premium.  

You may not have control over all of the fac-
tors that affect the cost of your homeowners 
insurance. But there may be some things you 
can do to save some money. 

If your home is older, your insurer may lower 
your premium if you upgrade your heating, 
plumbing, or electrical systems to reduce the 
risk of fire and water damage. Let your insurer 
know when you've made these changes.  

Selecting a larger deductible is another good 
way to lower your cost of insurance. You 
might want to put your premium savings in an 
emergency fund to pay the deductible, if 
needed. 

Review your policy. You may be adding to the 
cost of insurance by carrying extra coverage 
for things that have declined in value or you 
no longer own, like furs or jewelry.  

Swimming pools can add to the cost of  
insurance. However, many insurers may not  
increase your rates if you show them that you 
have safety features such as fencing or a 
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