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Dear Friends,
With summer just
around the corner, I
hope you are all
enjoying the
wonderful weather.
Investment decisions
should be based on
your individual goals.
This issue addresses
the advantages of
financial planning and
how you can work
toward achieving your
goals.
As always, should you
have any questions,
please feel free to
contact us.
Sincerely,
Randhir S. Judge
In this issue:
Six Reasons to Work with a
Financial Professional
Beyond 401(k)s and IRAs
Don't Let This Year's Family
Vacation Wreck Your Budget
Ask the Experts

Six Reasons to Work with a Financial Professional
If you're like most people,
you probably bring your
automobile to a professional mechanic for
routine maintenance. You
see a doctor when you
have concerns about
your health, and for
regular exams. When the
need for legal counsel
arises, you consult an attorney. All of us rely
on the expertise of others. It's no different
when it comes to personal finances--most
people could benefit from working with a financial professional. Here are six good reasons to do so:
1. You don't know what you don't know
No one can be an expert on every subject.
Managing your finances on a day-to-day basis
is one thing; implementing a comprehensive
investment plan to fund your retirement while
setting aside funds for your child's education
is something else. That doesn't mean that
you're not capable of doing it, only that you
shouldn't underestimate the expertise needed
to put together an effective plan. If you're going to go it alone, you'll need to educate yourself, and that brings us to the next point...
2. You have good intentions, but never set
aside the time
There's an entire industry built around providing individuals with the tools they need to do
their own financial planning. Books, magazines, websites, calculators, worksheets, and
videos all empower individuals to take a more
active role in their financial future, whether
they're working alone or with a financial
professional. Not one of these tools, however,
will help unless you set aside the time to learn
to use the tool, and the time to apply the tool
to your own situation. Working with a financial
professional forces you to stop procrastinating
and shifts the time commitment from you to
the professional.

3. Doing it all yourself isn't efficient
There's a long list of things that we could do
ourselves but instead choose to pay someone
else to do for us. For example, you could paint
your house, but you may be happy to pay
someone else to do it. Why? It's more efficient. You can spend the time working on
other things and, if you choose the right professional, it will probably be done faster and
better than if you did it yourself. The same
goes for working with a financial professional.
4. You're not objective
It's hard to look at your own situation objectively. Having someone else with experience
analyze your financial condition can be extremely helpful. And, in cases where you and
your spouse aren't on the same financial
page, a financial professional can listen to
both of your concerns, identify underlying issues, and help you find common ground.
5. Keeping up with change is a full-time job
Last year, there were four major pieces of tax
legislation signed into law. Even seasoned
financial professionals have had a difficult
time keeping up with the changes. Not understanding how these changes might affect your
financial plan could be dangerous, but understanding the changes takes time and effort
(see reason number 2).
6. You see the trees, but not the forest
A good financial professional can help you
see the big picture. He or she can show you
how your financial goals are related--for example, how saving for your child's college
education might affect your ability to invest for
retirement. He or she can work with you to
prioritize your goals, implement specific strategies, and choose suitable products or services. A financial professional can also stay
on top of your plan to make sure it remains on
track, recommending changes when conditions, or your circumstances, dictate.
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Beyond 401(k)s and IRAs
You're contributing as much as you're allowed
to a 401(k) or other employer-sponsored
retirement plan. You're also contributing the
maximum annual amount to your Roth or
traditional IRA. But you want to set aside still
more money to make sure your retirement is
everything you hope for. What options do you
have? Here are some things to consider:
Before moving beyond--are you really
maxing out your 401(k) and IRA?
IRAs and employer-sponsored retirement
plans like 401(k)s have some real advantages
when it comes to saving for your retirement.
So, before you go any further, make sure
you're really contributing all you can.

IRAs and
employersponsored
retirement plans
like 401(k)s have
some real
advantages when
it comes to saving
for retirement. So,
before you go any
further, make sure
you're really
contributing all
you can.

In 2007, most individuals can contribute up to
$15,500 to a 401(k) plan, and up to $4,000 to
a traditional or Roth IRA. If you're age 50 or
older, though, you can make up to an
additional $5,000 in "catch-up" contributions to
your 401(k) for 2007, and you can contribute
an additional $1,000 to your traditional or Roth
IRA. What's more, if you file a joint tax return
with your spouse, your spouse may be able to
make a full IRA contribution, even if he or she
has little or no taxable compensation (see IRS
Publication 590, Individual Retirement
Arrangements, for details).
Looking at deferred annuities
If you are looking beyond 401(k)s and IRAs,
one option you may be aware of is a deferred
annuity. Deferred annuities are generally
funded with after-tax dollars, but earnings are
tax deferred; you don't pay tax until you take a
distribution from the annuity (you pay tax on
the portion of each distribution that represents
earnings). There's also no annual limit on
contributions to an annuity.
The tax deferral offered by a deferred annuity
is a nice feature, but it comes with some
tradeoffs that you'll need to weigh carefully:
•

There are associated fees and costs,
including annual fees, investment
management fees, and insurance
expenses

•

A surrender charge may be imposed if
you withdraw funds within a certain period
of time

•

A 10% federal penalty tax (in addition to
any regular income tax) may apply if you
withdraw funds from an annuity before
age 59½

•

Investment gains are taxed at ordinary
income tax rates, not at lower capital
gains rates

Annuities do have some unique benefits
beyond tax deferral. With annuities, you can
elect an annual payment amount that is
guaranteed for the rest of your life (the
guarantee is subject to the payment ability of
the issuing institution)--this relative degree of
certainty can be psychologically and
financially comforting. In addition, annuities
may offer some creditor protection under state
law.
Taxable investment accounts
Your other basic option is to invest through a
taxable investment account. The lower federal
income tax rates that apply to long-term
capital gains and qualifying dividends go a
long way toward taking the bite out of holding
investments outside of a tax-advantaged
retirement account like a 401(k) or IRA. And, a
taxable investment account offers one
enormous advantage: You gain a tremendous
amount of flexibility. You can choose from a
virtually unlimited selection of specific
investments, and there's no federal penalty for
withdrawing funds before age 59½.
Investment options worth mentioning:
•

Mutual funds or separately managed
accounts (SMAs) managed for tax
efficiency intentionally minimize current
taxable distributions

•

Index mutual funds and exchange-traded
funds (ETFs) trade infrequently and
therefore tend to have low annual taxable
distributions

•

Tax-free municipal bonds and municipal
bond funds generate income that is free
from federal and/or state income tax

Always keep the big picture in mind
Your investment decisions should be based
on your individual goals, time frame, risk
tolerance, and investment knowledge. You
should evaluate every investment decision
with an eye toward how the investment will fit
into your overall investment portfolio, and
whether it will meet your general asset
allocation needs. A financial professional can
be invaluable in helping you evaluate your
options.
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Don't Let This Year's Family Vacation Wreck Your Budget
With today's busy
lifestyles, many
people view a
nice family vacation every year as
an entitlement,
even if it means
going into debt to
pay for it. They rationalize that they work hard
all year and deserve it, or they become wistful
after hearing about the fancy vacation plans of
friends, co-workers, or neighbors. Sure, everyone needs a break, and parents naturally
want their kids to have fond memories of endless summer days spent romping on the
beach, but how can you prevent your vacation
costs from spiraling out of control?
Can you really afford it?
First, assess honestly whether you can afford
the vacation you're thinking about. If you have
to borrow most of the money to pay for it, then
you probably can't afford it. If you do borrow to
pay for your trip, you might find yourself financially strapped later on if the roof starts leaking or one of the kids needs braces. At the
very least, you'll inherit the stress that comes
with trying to pay off that debt.
Think outside the vacation box
Not being able to take a dream vacation doesn't mean you can't take a vacation at all. Everyone needs time away from their job and
normal family responsibilities to recharge. If
you simply don't have the budget for the vacation you want, think of other creative ways to
spend your time off. Here are some ideas:
•

•

•

Let older kids pick an activity. It might not
be Disney World®, but what about a trip to
an amusement or water park, a day or
two at the beach, an afternoon canoeing
or fishing, a movie and dinner outing, or a
ballgame? Instead of lamenting the fact
that you can't take an exotic vacation,
focus on what you can do and enjoy the
time with your family.

•

Consider house swapping. If you're willing to trade houses with other like-minded
families to save on room-and-board
costs, there are several websites where
you can find more information.

Plan now for next year (or the year after)
It's never too early to start thinking about next
year, or the year after that. Start saving now
for that future getaway by making a budget
and seeing where you might be able to
squeeze a few dollars. Then consider opening
a separate vacation account for those funds;
otherwise, the money may get "lost" in your
regular savings account and used for other
purposes. Where you put your money will
depend on your time horizon and other factors. A financial professional can help you
examine your options.
If you can contribute monthly to your vacation
fund, great. If you can't, consider adding small
windfalls like your tax refund, year-end bonus,
or cash from birthdays and holidays. Knowing
that you're setting aside money for a planned
"dream" vacation can go a long way to making
you feel less deprived in the years you can
only afford to stay close to home.

Try a few long weekends instead of one
or two consecutive weeks. Perhaps you
can afford a couple of nights at a hotel or
bed and breakfast instead of all week. Or
maybe you can camp for a few nights at a
state or national park, where rates are
very reasonable.

And when it comes time to actually planning
your big vacation, keep cost-cutting tips in
mind. For example, you might consider less
convenient flights or a night or two at a less
fancy hotel.

Vacation from home. Take day trips into a
nearby city and visit museums, restaurants, and other attractions. Or head out
to the country for a hike, swim, and picnic. Doing things out of the ordinary, like
eating breakfast three times a day or setting up a tent in the living room to play
games and sleep in, can be a big hit with
kids. Young kids usually just like being
with their parents and are mostly happy to
go along with what you have planned.

It's tempting to want to take grand vacations
every year when everyone else seems to be
doing so. But don't fall into the trap of thinking
that you or your family will somehow be
scarred if you can't. The important thing is to
relax in a way that you can afford, and then
enjoy that time with your family. You will have
taught your children an important lesson--how
to live a financially sound life, without worrying
about what the Joneses are doing.

Forget about the Joneses

Keeping it simple
When asked by one
family magazine
about their favorite
vacation memories,
most kids listed the
simple things--eating
ice cream, swimming,
staying up late,
jumping on the hotel
bed, fishing, lying in a
hammock, picking
blueberries. So don't
feel bad about
keeping things
simple!

Ask the Experts
Can reducing my credit card debt actually lower my
credit score?
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Most lenders use an automated credit scoring system
to help determine your
creditworthiness. The
higher your credit score, the more creditworthy you appear.
One of the factors built into credit scoring systems is your credit card balance-to-limit ratio
(the amount of debt you owe compared to
your total credit limit for all cards). Lenders
like to see ratios indicating you're indebted for
balances approximating only 30% of your total
limit. Generally, if your balance-to-limit ratio is
higher than that, then reducing your debt will
improve your credit score. But how you reduce your debt can make a difference.
You may have heard that you should consolidate several credit card balances on one card
with a low interest rate, then close the paid
(usually higher-rate) accounts. Doing so, the
claim goes, not only minimizes the risk that
you'll "dig the hole" of indebtedness even
deeper, it also reduces your exposure to

identity theft through the fraudulent use of
inactive open lines of credit.
But if you do this, you could:
•

Lower your total credit limit available without lowering your total debt, thus raising
your balance-to-limit ratio--and potentially
lowering your credit score in the process.

•

Make your credit history appear shorter
by canceling accounts you have had
open longest--and a shorter credit history
also may lower your credit score.

While it makes sense to transfer balances
subject to high interest rates to accounts with
lower rates (and then concentrate on paying
down what you owe), consider waiting to
close the paid accounts. Keeping them open
may actually improve your credit score by
lowering your balance-to-limit ratio (since
you'll have the same amount of debt, but a
higher total credit limit) while maintaining the
longevity of your credit history.

How can I tell if I have too much debt?
It may sound like a bad joke to say that you
have too much debt when you find you're unable to borrow more, but there is more truth
than humor in the flippancy.
In determining your ability to repay debt, lenders will examine your debt-to-income ratio.
Calculating this ratio can involve a couple of
different variations. Your "debt service ratio"
compares your total monthly debt payments
(including your mortgage payment) to your
gross monthly income. Your "debt safety ratio" compares your monthly consumer debt
payments (not including your mortgage) to
your take-home income.
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You will generally qualify for a conventional
mortgage if your debt-to-income ratio
(including the potential mortgage payment) is
36% or less. Federally guaranteed mortgage
programs may allow debt-to-income ratios of
up to 41%. And unsecured lenders (like credit
card companies) allow even higher debt-toincome ratios--and then charge you higher
interest rates to compensate themselves for

the potential risk you represent to them.
To be on the safe side, however, your debt
service ratio should ideally be around 25%
and no greater than 35%, while your debt
safety ratio shouldn't exceed 20% and should
preferably be around 15%.
While it can be difficult to live in today's society without incurring debt, it also can be difficult to live with too much debt. Here are some
warning signs indicating that you may be too
close to the edge:
•

You can't maintain an emergency fund to
cover 3 to 6 months of normal expenses

•

You make only minimum monthly
payments on your consumer debt

•

You're at or near your credit card limits

•

You use credit cards to pay for things you
used to buy with cash

•

You take cash advances against your
credit cards to pay other bills

