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1. Credit Card Debt
Credit card debt is the enemy
of financial success. Not all
debt is created equal and there
are no set standards as to what
is considered too much debt.
What is manageable for one
may not be for another. If you
want to succeed financially,
you need to break the cycle of
credit card debt.
To be fair, credit cards aren't the problem. Nor am I suggesting that
debt is bad. In fact, taking out a loan or using various types of
financing is critical to starting or expanding a business. Even buying
a home requires debt. What is critical is how we manage it.
Credit is inherently a good thing but racking up the credit card debt
can get ugly quick. The first thing we need to do is change how we
perceive credit cards. So from now on, instead of calling them credit
cards (which sounds so harmless) we should call them 'debt traps.'
This is similar to calling cigarettes 'cancer sticks.' Let's call these
things what they are.
Credit cards, I mean debt traps, should be used with caution. My
suggestion is that you become the credit card company's worst
customer. Their worst customer uses the card and pays off the
balance each month. Do you like 0% interest? Well that's what you'll
pay when you pay off the card each month. Do you know who is the
credit card company's BEST customer? It's the person who racks up
the debt and pays the minimum payment each month. The credit
card company also loves it when you're late because they can charge
a late fee AND jack up your rate.
If you're serious about long term financial success, the first thing you
need to do is develop a plan to tackle your credit card debt. Be
honest with yourself. If you can't pay off the cards within 12 months
given your current income, you'll need to make some serious
changes to your budget. If doing it within 12 months isn't possible
and you feel you're in too deep, you may need credit
counseling which can be a way to help you develop a more
comprehensive plan in dealing with the debt.
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When your credit card debt is in the rear view mirror you can focus on
building up your savings and retirement funds. Getting out from under
credit card debt will allow you to devote more funds toward these
goals and most importantly will give you peace of mind. Instead of
making the credit card companies rich, make yourself rich. Credit card
debt is the enemy. Its defeat can bring financial success.

2. Student Loan Debt
Student loan debt is on the rise
and the numbers are staggering.
Total student debt is
approximately $1.2 trillion and is
second only to U.S. mortgage
debt. This level of debt is not only
a burden on students but it is a
burden on the economy as a
whole.
This type of debt is nearly impossible to discharge in bankruptcy. It is
critical to understand that bankruptcy laws have changed. If you find
yourself in that unfortunate situation, it is likely that you'll be stuck with
your student loan debt. According to an article in The Wall Street
Journal on 01/06/2014, fewer than 1,000 people try each year to have
student loan debt discharged in bankruptcy.
Student debt is on the rise. A report issued by The Institute for College
Access & Success (TICAS) states that in 2012 the average student loan
debt was $29,400. The average debt increased at a rate of 6% per year
from 2008 through 2012. This is roughly 3 times the rate of inflation
and is in line with increases in college costs.
Interest rates will impact borrowers. Interest rates on federal student
loans are now more closely aligned with market interest rates. While
rates are low now, they may not be in the future. The current rate for
undergraduates is 3.86%. New laws have put caps on those rates at
8.25% for future years. If rates were to rise to this level combined with
rising debt levels, the impact on borrowers and the economy as a whole
would be significant.
Using private loans (non-federal) can be risky. According to TICAS,
loans made by banks and private lenders typically have the highest
interest rates for those that can least afford them. The report goes on
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to state that private loans lack flexible repayment options that are often
found in federal student loans.
Don't borrow too much. Just because you CAN do something doesn't
mean you SHOULD. Banks and financial institutions are all too willing
to give students a loan. Don't borrow funds simply because the bank is
willing to lend it to you. Before you borrow, think beyond college
graduation. There will be other big purchases to make like homes and
cars. The more you shell out in student loan payments, the less you
can devote toward a mortgage or retirement funds.
As college costs continue to rise, the impact of borrowing is increasingly
significant both on the borrower and the economy as a whole. This
demonstrates the need to plan for education costs very early on while
making economical decisions on how, where and when to pursue an
education. Without minimizing the importance of a college education, it
isn't worth a lifetime of insurmountable debt.

3. Compound Interest
Don't under estimate the power of
compound interest. It can work
for you or against you. According
to Investopedia the definition of
compound interest is: Interest
calculated on the initial principal
and also on the accumulated
interest of previous periods of a
deposit or loan. This concept is
so powerful Albert Einstein is said
to have called compound interest
the "eighth wonder of the world" and that "he who understands it, earns
it... he who doesn't, pays it."
Most everyone has heard of this concept and it most often comes up
when thinking about the growth of savings or investments over the long
term. It's important to remember compounding works in reverse and
this is where it can work against you.
Most likely, if you take out a mortgage, the interest is compounded
monthly. When we're about to make a huge purchase like buying a
home, the primary concern is typically the monthly payment and
whether or not it fits within our budget. However, even with low interest
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rates, it can be downright scary when you can see how much interest
you will have paid over the course of 30 years.
How much interest will you pay? Let's take the following example: A
$250,000 30 year mortgage at 4% will result in a principal and interest
payment of $1,193.54 per month. This will cost you $179,673.01 in
interest over the 30 years! You will have borrowed $250,000 and paid
back $429,673.01. That is a huge number and you can thank
compound interest for that.
What can you do about it? Use compound interest to your advantage
and make it work for you by making small additional payments to
principal. Small steps now can make a huge impact down the road.
Make the following additional monthly payments at the start of your
loan for 15 years and see what happens:

Additional Payment

Interest Saved

Loan Paid Off

$50

$13,168

19 months early

$75

$19,231

28 months early

$100

$24,976

37 months early

Make sure you check first with your lender regarding their policy on
additional payments and how they're applied. There are other
considerations too. When you make additional payments they are no
longer available to make retirement contributions or other savings which
can also utilize compound interest. There are also numerous variations
on how and when to apply additional payments to principal for a
desired result.
Understanding compound interest and making it work for you can save
you thousands and thousands of dollars and help you get out of debt
quicker. Be smart like Albert Einstein and make compound interest work
for you.
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4. Tax-deferred vs. Tax-free
When planning for retirement, it's
important to understand how various
retirement accounts are taxed. At the
end of the day, retirement accounts
are either tax-deferred or tax-free.
Tax-deferred
Simply put, this method of taxation
means you'll pay the taxes later. In an
effort to encourage individuals to save
for their retirement, the government provides this tax incentive. Funds
you contribute to a retirement account won't be taxed until you withdraw
the funds. The most common type of retirement accounts with this
feature are IRAs, SIMPLE IRAs, 401(k)s, and 403(b)s to name a few.
There are two main concepts that make this attractive. First, shielding
funds from capital gains and dividend taxes will allow more of the funds
to remain invested and increase the effects of compounding returns.
The greater the number of years until retirement, the greater the benefit
of the tax deferral. This is yet another reason to start saving early.
Second, when you withdraw funds during retirement, the idea is that
you'll owe less in taxes on the distribution. This assumes you're in a
lower tax bracket during retirement than you were when you originally
made the contribution to the retirement account.
Tax-deferred is not to be confused with tax-deductible. For example, one
could make a contribution to an IRA and not be allowed the taxdeduction. However, you would still receive the tax-deferred status on
the investment's earnings from capital gains and dividends. It should be
noted however, that taking a deduction from income or reducing your
salary through a 401(k) or 403(b) will give you the biggest bang for your
buck.
Tax-free
Probably the least understood and most under-utilized form of taxation
for retirement accounts is the tax-free method. This form of taxation
allows one to make contributions to a retirement account and receive
the same benefits of tax-deferred accounts while the money is invested.
Most notably, these accounts are Roth IRAs and 401(k) and 403(b) plans
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with Roth features (tax-free). However, there is one huge difference.
With a tax-free account, you pay NO taxes when the funds are taken
out during retirement. This is in contrast to a tax-deferred account
where you pay income tax on whatever you spend from the account.
The key point to understand about tax-free accounts is that they don't
offer an immediate tax benefit like deductible IRA contributions and
salary contributions to a 401(k), 403(b), or SIMPLE IRA plan. With these
tax-deferred plans, you are reducing your income tax liability for the
year in which the contributions are made, thus reducing your tax bill.
With tax-free accounts like Roth IRAs and company retirement plans
with Roth features, contributions are made "after tax" so you don't get
an immediate income tax savings.
To make matters a little more complicated, company retirement plans
with Roth features (tax-free) will have a combination of tax-deferred
AND tax-free. This occurs because a 401(k) that pays matching and/or
profit sharing contributions is doing so under the tax-deferred method
while YOUR salary contributions are after tax and will be considered the
tax-free portion.
Tax-deferred and tax-free are both important components of a strong
financial foundation. Understanding these concepts will result in better
decisions about your retirement now and into the future.

5. Start Saving Now!
Waiting to start a retirement
savings plan can be hazardous to
your financial health. The longer
you wait, the harder it will be to
catch up. If you think it will be
difficult coming up with the funds
now, consider how hard it will be in
the future.
While this example assumes a $1 million nest egg by age 65, this
amount may not be appropriate for everyone. For some, it won't be
enough.
According to Morningstar, the following monthly amounts are needed to
accumulate $1 million by age 65 assuming an annualized 7%
compound return:
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Age 25: $381 per month to accumulate $1 million by age 65. This is a
big number for many 25 year old's especially considering the job market
and the level of student debt many graduates are faced with. To put
this amount in perspective, it is the about the same amount as the
average used car loan payment which is $352 (according to Experian as
referenced in an article on CNBC.com)
Age 35: $820 per month to accumulate $1 million by age 65. This is
very close to the average monthly house payment of $865 according to
an analysis by Realtytrac and reported in HousingWire.com. Of course,
depending on where you live, this amount could be much more.
Age 45: $1,920 per month to accumulate $1 million by age 65. This is a
little more than the expected monthly expense of $1,532 for tuition,
fees, room and board for a public 4-year school (in state) according to
CollegeBoard.com.
Age 55: $5,778 per month to accumulate $1 million by age 65. This is
equivalent to a gross annual salary of $69,336. This is a huge number
and very few could save this much. If this was your salary and you had
$0 expenses, it still wouldn't be enough because taxes would take a
huge bite.
The level of sacrifice increases with age when it comes to saving for
retirement. While many are under the impression that it will be easier to
start saving later when your income is higher, the reality is that it
becomes much more difficult. Despite the fact that our incomes
typically grow, so do our expenses and financial obligations in general.
If you think it's hard saving $381 at age 25, think of how hard it will be
trying to save $1,920 at age 45. It is never too late to start saving, but
the sooner the better. Starting a retirement savings plan now will make
it easier to afford the things you want in the future.

“The most important quality for an

investor is temperament, not intellect.”
- Warren Buffett
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disclaims responsibility for updating any and all information.
No portion of the content in this report should be construed as an offer
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programs are for illustrative purposes only and are not intended to be,
and should not be interpreted as, recommendations to purchase or sell
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Therefore, it should not be assumed that future performance of any
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accurate, reliable, verified, error free, or fit for any purpose.
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