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What’s Better: Saving or Paying Down Debt?

Debt can be dangerous to your fi-
nancial health. Thus, is it better
to save or pay down your debt first?

The answer depends on a lot of
factors that are unique to each indi-
vidual, such as your age, how much
you've already saved, what rate of
interest you're paying, and more.

A review of the basics of finan-
cial planning is a good way to ap-
proach the subject. Here we outline
how you should use income not
dedicated to day-to-day expenses, in
order of priority.

First Priority: Insurance

One of the best routes to finan-
cial ruin is to not have adequate in-
surance, so your first priority should
be to have the right kinds of policies
in the right amounts to protect you
and your family.

If you're young and unmarried,
this means having basic health
insurance. Beyond that, if you have
a family, you should have life
insurance as well as short- and long-
term disability insurance. In each
case, you're looking to provide
yourself or your survivors with a
replacement for income you and
they count on.

The bottom line: if you have
debt, consider making only the min-
imum payments until you're prop-
erly insured and you have the next
two priorities covered as well.

Second Priority: An Emergency
Fund

Even if you don’t have a family,
you need to protect yourself against
a job loss or major unexpected ex-
pense. The rule of thumb is to create
an emergency savings fund equal to
three to six months of your income.
Not only does this give you breath-
ing space against hardships, it also
affords you the flexibility to move in
connection with a job change you
might want to make.

You should make creating an
emergency savings fund a priority.
If you can’t take care of priorities
one and two while also paying

for basic necessities, like groceries
and gasoline, you're living beyond
your means and should cut back on
your spending.
Third Priority: Retirement Savings
Finally, it's imperative to start
saving for retirement as soon as pos-
sible. Time is both the best ally and
worst enemy of the saver. Start sav-
ing too late, and it’s possible that
you’ll need a rate of return you can
only achieve in your dreams to ac-
cumulate enough for a worry-free
retirement. On the other hand, even
small amounts — as little as $25 a
month — put away early enough
Continued on page 2

How to Improve Your Credit Rating

Credit scores are important be-
cause they determine your abili-
ty to get a loan, which most people
need to buy a house or a car and
maybe even to send a child to col-
lege. Credit scores also impact the
interest rate and fees you will pay
on that loan. Additionally, it can af-
fect whether a landlord will rent to
you, an employer will hire you, an
insurance company will cover you,
and if utility companies will turn on
services. While you need credit to
get credit, having healthy credit is a
balancing act.
What Is a Good Credit Score?
While creditors use different

credit scoring models, the following
provides a good example of score

ranges:
750 and above Excellent
700-749 Good
650-699 Fair
550-649 Poor
550 and below Bad

The scoring models use five key
factors in determining your credit
score, including;:

* Payment history determines
how much of a risk you are to
creditors in your ability to
make timely payments.

* Amount of debt shows how

Continued on page 3
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Continued from page 1

can grow to sizable amounts by the

time you're ready to retire.

With these three priorities cov-
ered, if and when you have money
left over, it’s time to consider
making extra payments to tackle
your debt.

Guidelines for Debt Reduction

There are a number of factors to
consider when you're ready to start
accelerating the pace at which you
pay down debt:

* Start with the highest interest-
rate debt. Instead of paying more
on every one of your debts, con-
centrate on the one that charges
the highest interest rate. In gener-
al, these will be store credit cards,
followed by bank credit cards like
Visa and MasterCard. Use all
your spare cash flow to pay down
one at a time.

* Is it tax deductible? Debt that
you can write off against your
taxes is generally considered
good debt. In effect, the tax de-
duction reduces the interest rate
by your marginal tax rate. In
most cases, this means home
mortgage interest.

* What rate of return can you ex-
pect? The most important consid-
eration is whether you can earn
more by investing your money
than the interest rate you're being
charged on your debt. If you can
earn more in the financial mar-
kets than your interest rate, you
should invest your money instead
of paying off debt. If not, it's
worth it to pay off debt.

* How long until you retire? This
is a key consideration when
you're thinking of paying off
your mortgage, especially if it’s
near the end of its term. At that
point, the tax benefits are mini-
mal because most of your pay-
ments consist of principal, not
interest. In addition, if you're 50
or older, the monthly cash flow
you'd free up could be devoted to
the extra $5,000 a year you can
contribute, pretax, to an IRA or

Paying Off Your Mortgage

here are advantages and disad-

vantages to paying off your
mortgage. On the positive side,
any extra money sent with your
mortgage payment is applied to
the outstanding principal, which
can significantly reduce your total
interest cost. This reduces your in-
terest expense deduction on your
tax return, but you are paying most
of the cost anyway. For instance, if
you're in the 24% tax bracket, you
save 24 cents in taxes for every dol-
lar of interest, but you're still pay-
ing the remaining 76 cents.

When paying down principal,
you are effectively earning a pretax
return equal to your mortgage in-
terest rate, which is a guaranteed
return with no risk. Most mort-
gages allow you to add as much to
the payment as you like.

On the other hand, instead of
prepaying your mortgage, you
might want to use additional funds
to invest in investments with the
potential to earn higher returns.

Consider the following factors
before prepaying your mortgage:

e Are all components of your fi-
nancial plan in place? Before
prepaying your mortgage, make
provisions for things like dis-
ability insurance, life insurance,
and an emergency reserve fund.

e Is all your consumer debt paid
off? Consumer debt typically
carries interest rates that are
higher than your mortgage rate,
and interest payments are not
typically tax deductible, unless
it's a home-equity loan. Thus,
you should probably pay off
your consumer debt first.

* Are you maximizing contribu-
tions to qualified retirement
plans? Make sure you are con-

tributing the maximum to your
401(k) plan, especially if your
employer matches funds, or are
fully funding other qualified
plans and individual retirement
accounts.

e Have you investigated other
investment alternatives? Look
into other investments whose
potential returns may exceed
the return from prepaying
your mortgage. However, make
sure you actually make those
investments. You don’t want
to just spend any money
that could have gone toward
your mortgage.

¢ Are you nearing retirement?
As you approach retirement
age, the idea of entering retire-
ment with no debts may make
prepaying your mortgage a
more attractive alternative. Or
you may like the certainty of
positive returns that comes from
prepaying your mortgage.

If you decide to prepay your
mortgage, consider these strategies:
e Switch from a 30-year to a 15-

year mortgage. By paying the

mortgage off 15 years sooner,
you save a significant amount
of interest.

e Pay half your mortgage pay-
ment every two weeks. Over
the course of a year, that equals
26 payments or 13 monthly in-
stallments. Check with your
lender to make sure this option
is offered.

e Add additional amounts to
your monthly mortgage pay-
ment. This option is the most
flexible since you decide on a
monthly basis how much to
add to your payment.

401(k). On the other hand, if you
have 10 years or more to go on
your mortgage, it could be
smarter to keep making the mini-
mum payments to retain the tax
advantages.

Smart debt management is often
overlooked as a way to improve
your finances, yet it can be as pow-
erful as smart investment manage-
ment. Please call if you’d like to
discuss this in more detail. Wl
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How to Improve
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much credit you have available
and how much you are using.
If you are holding a lot of debt,
creditors worry about your
ability to take on more and
where they will fall on your
payment priority list.

e Age of accounts provides cred-
itors with a good understand-
ing of how you manage debt.

* Account mix shows lenders
how you handle different types
of credit; so if you only have
credit cards, this may keep
your score from rising.

* History of credit applications
shows how often you are ap-
plying for credit and if you are
overextending yourself.

If your credit score falls into the
fair, poor, or bad range, it's probably
time to work on improving that score.
Look at Your Credit Report

The first step to improve your
credit score is to review your credit
reports from all three of the major
credit bureaus. If you find inaccura-
cies on any of your reports, contact
the bureau to find out their process
for disputes and resolution.

If your credit reports are accu-
rate and your score is suffering, the
following steps can help bring your
score into the healthy range:

Pay on Time, Every Time

If you are late or missing pay-
ments, you need to set up a plan
to make sure your payments are
made on time. If your bill comes
in at a time during the month
when you are low on cash, most
lenders and creditors will allow
you to change the due date.

Ask for Forgiveness

If you are late with a pay-
ment, call your credit card issuer
or lender to see if they will for-
give the late payment. If you have
a consistent track record of on-
time payments, they will most
likely work with you.

If you have an ongoing debt on
your report, contact the lender or
creditor to see if they will stop re-
porting the debt to the credit bu-
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Do You Have Too Much Debt?

arious rules of thumb exist to

help determine when debt lev-
els are excessive. For instance, one
rule of thumb states your total debt
payments, including your mortgage
and credit card bills, should not ex-
ceed 36% of your gross monthly in-
come. The problem with rules of
thumb, however, is they don’t take
into account your unique circum-
stances. Look for these signs that
your debt level may be getting too
high:

* You have no money left over at
the end of the month. If you
have nothing left to save after
paying your bills every month,
your debt may be too high. Be
especially concerned if you have
to dip into savings to pay bills.

* You've reached your maximum
credit limit. If you've maxed
out your credit card limits or are
considering obtaining new cards
for additional credit, your debt
may be getting out of hand.
Credit cards should be used as a
convenience, not to finance an

unaffordable lifestyle.

* You're only making minimum
payments. Required minimum
payments on credit card debt are
so low that it can take decades to
pay off the debt. It will be diffi-
cult to get your debt under con-
trol if you are only making
minimum payments.

* You don’t have an emergency
fund. Ideally, you should set
aside three to six months of liv-
ing expenses in case of emergen-
cies, such as a job loss or major
home or car repair. If you can’t
maintain that due to debt pay-
ments, your debt level is proba-
bly too high.

* You're not comfortable. The ul-
timate test of whether your debt
level is too high is your comfort
with that debt and the payments
that must be made.

If your debt level is too high,
take steps now to get your debt
under control. Please call if you'd
like help with your debt. Wl

reaus if you pay the debt in full.
Consider Your Credit Mix

If you only have one type of cred-
it, it will impact your score. If you've
never had a credit card, it may be
time to get one. Just make sure you
pay your balance off on a monthly
basis or make on-time payments.

If your poor credit score is pre-
venting you from getting a credit
card, see if you can get a secured
credit card from your financial insti-
tution. With this type of card, you
can secure a line of credit based on
deposits into a checking account. For
example, if you open a checking ac-
count with a $500 deposit, they will
extend a line of credit for $500.
Adding a new account with a posi-
tive payment history goes a long
way in improving your score.

Not Too Many Cards

Don’t go overboard, because the
more credit you apply for in a short
period of time, the greater damage it

will do to your credit report. Also, it
can be very attractive to get a dis-
count for signing up for a store credit
card, but realize your credit score
will take a hit. When you apply for
credit, it is considered a hard inquiry,
which will impact your score regard-
less if you get approved or not; and
it will remain on your report for 12
months. So if your score is in be-
tween tiers, too much credit can put
you in a lower tier.
Watch How Much You Use

Your score will suffer if every
month your credit card balances
are more than 30% of your limit.
Even if you pay off your balance
each month, a higher utilization
rate will negatively impact you. If
you know your balance is going to
be above 30% in a given month,
prepay some or all of the balance
so you will be in the safe zone.

Please call if you would like to
discuss this in more detail.  Hlll
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Business Data

Month-end

Indicator Aug-24 Sep-24 Oct-24 Dec-23 Oct-23
Prime rate 850  8.00 8.00 850 850
3-month T-bill yield 498 454 449 526 533
10-year T-note yield 391 381 428 383 488
20-year T-bond yield 428 419 458 420 521
Dow Jones Corp. 506 487 522 517 634
GDP (adj. annual rate)# +1.60 +3.00 +2.80 +340 +4.90

Month-end % Change
Indicator Aug-24 Sep-24 Oct-24 YTD 12-Mon.
Dow Jones Industrials ~ 41563.08 42330.15 41763.46 10.8% 26.4%
S&P 500 5648.40 5762.48 570545 19.6% 36.0%
Nasdaq Composite 17713.62 18189.17 18095.15 20.5% 40.8%
Gold 2513.35 2629.95 273415 32.2% 36.9%
Unemployment rate@ 4.30 4.20 410 108% 7.9%
Consumer price index@ 31454 31480 31530 27% 24%

# — 1st, 2nd, 3rd quarter @ — Jul, Aug, Sep Sources: Barron’s, Wall Street Journal
Past performance is not a guarantee of future results.

3-Month & 20-Year Treasury

18-Month Summary of Dow Jones
Industrial Average, 3-Month T-Bill
& 20-Year Treasury Bond Yield
May 2023 to October 2024
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News and Announcements

Borrow Wisely

Use debt only for items that have the potential to
increase in value, such as a home, college educa-
tion, or home remodeling. Avoid incurring debt on
items like clothing, vacations, or other luxuries.
Consider a shorter term when applying for loans.
Even though your monthly payment will be high-
er, you will incur much less interest over the life of
the loan.

Make as large a down payment as you can afford.
If you can make prepayments without incurring
a penalty, this can also significantly reduce the
interest paid.

Consolidate high interest-rate debts with lower-
rate options. It is typically fairly easy to transfer
balances from higher-rate to lower-rate
credit cards. Another option is to obtain a home-
equity loan to pay off your consumer debt. In

many cases, home-equity loan interest rates are
lower than other forms of personal loans; and as
long as the loan is used to buy, build, or substan-
tially improve your home, interest payments are
tax deductible.
Compare loan terms with several lenders, since in-
terest rates can vary significantly. Negotiate with
the lender. Although most lenders have official
rates for each type of loan, you can often convince
them to give you a lower rate if you are a current
customer or have outstanding credit. Review all
your debt periodically, including mortgage, home
equity, auto, and credit card debt, to see if less ex-
pensive options are available.
Review your credit report before applying for a
loan. You then have an opportunity to correct any
errors that might be on the report. Wl
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