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Paying Off Debt Isn’t Saving

S

ave your money or pay off debt?
It probably comes as no surprise
to hear that it depends. But one
thing is certain: paying off debt is
not the same as saving. Here’s why.
Calculating your net worth is
simple: total up the value of everything you own, and subtract all of
your debt from that.
Net Worth = Assets – Debt
If you look carefully at the formula for net worth, it’s clear that
paying off debt doesn’t immediately
increase your net worth, because it
reduces your assets by as much as it
reduces your debt. So by itself, paying off debt doesn’t do anything to
advance your goal of building your
wealth. It only helps if you save the
amount you are no longer sending
to your creditor.
Higher Priorities Should Come
First
Paying off debt can also make
your financial situation more precarious. For example, if you deplete
your savings, you may be in a worse
position to cover your expenses in
the event of an emergency. In fact,
it’s one of the principles of good
planning to maintain an emergency
account equal in value to your liv-

ing expenses for three to six months.
So unless you already have enough
tucked away in your emergency
fund, you should think twice about
using any free cash to pay off a debt.
And if you have a spouse and dependent children, maintaining a life
insurance policy sufficient to meet
their needs should also be a higher
priority than paying off debt.
But let’s say you have both of

these objectives covered. Does it
make sense to be aggressive in
paying off your debts? It can. It
generally comes down to comparing
the potential return on your investing choices to the effective interest
rates you’re being charged on your
loan.
Compare interest rates. If
Continued on page 2

Student Loans and Home Ownership

W

e’ve all heard the stories
about the crushing levels of
student loan debt among recent —
and not so recent — college grads.
Americans now owe more than $1
trillion in education-related debt,
with an average loan balance of
roughly $30,000 (Source: U.S. News
& World Report, November 13, 2014).
All that debt is making it difficult for young people to become financially independent and move
forward toward major financial
milestones. In fact, many experts are
concerned that high levels of student loan debt are actually causing
people to delay home ownership
(Source: The Federal Reserve, 2014).
Studies by the Federal Reserve seem
to suggest that people with student
loans are more likely to put off buying a home until their 30s.

Yet other experts say that while
high levels of student loan debt may
be one factor in causing young people to delay home ownership, it’s
not the only one. A tough job market
and low wages are big problems as
well. So is the fact that young people are delaying key milestones like
getting married and having children, which tend to be associated
with home ownership. Even those
with high levels of debt may not be
shut out of home ownership. While
big monthly payments and steep
debt totals can be an obstacle to
buying a house, that’s not always
the case, especially when big student loan totals are associated with
advanced education that leads to
higher earnings (like law school or
medical school).
Continued on page 3
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Paying Off Debt
Continued from page 1

you’re paying a higher rate of interest on a debt than you could earn on
an investment, it makes sense to pay
off that debt as quickly as you can.
Such is typically the case with credit
cards. Making only the minimum
required payment is generally a bad
idea, because interest and fees can
grow faster than you pay down the
principal. At the very least, you
should try to pay more than the
minimum.
If you have money left over at
the end of the month, you should
consider both trying to save and
paying down your debt at the same
time. This is especially true when it
comes to tax-advantaged savings
plans. Contributions to these are
often made on a pretax basis, which
adds to the effective total return you
receive. If your employer matches
your contributions, you should do
all you can to contribute to the maximum match.
Don’t forget the power of compounding. The biggest reason to
save and pay down debt at the same
time is that saving even relatively
small amounts puts time on your
side by harnessing the power of
compounding. When you reinvest
your returns, your money makes
more money, and you can reach
your long-term goals faster.
Mortgage interest is also generally tax deductible. Finally, the interest rates on mortgages are among
the lowest consumers face. All of
this means paying off a mortgage
more aggressively is one of the last
things you should consider doing
with your money.
Please call if you’d like to discuss this in more detail. zxxx

5 Rules for Buying Your First Home

B

uying your first home is a big
step, both emotionally and financially. Once people decide to
buy a house, it’s easy to get caught
up in all the details. Rushing into a
home purchase without paying attention to some basic rules can
lead to future trouble. Here are five
guidelines to keep in mind when
you’re buying your first home.
Know How Much You Can Afford
Before you even start looking
at listings, sit down and crunch
some numbers. You may want that
$500,000 dream home; but in reality, you can only afford a $250,000
home. Generally, the rule of thumb
is that you shouldn’t spend more
than 28% of your gross monthly income on your mortgage.
Get Preapproved
Most people don’t get preapproved for a mortgage before they
start shopping for a home. Just
10% take this extra step, according
to some estimates. Yet a preapproval can help smooth the homebuying process, since sellers can be
more confident that you’ll be able
to get a loan and are serious.
Remember, however, that a
preapproval isn’t a guarantee that
you’ll get a mortgage — it just confirms how much the lender would
be willing to let you borrow.
Find an Agent You Can Trust
Finding a good real estate
agent involves more than a simple
Internet search. This is the person
who will be guiding you through
the entire home-buying process, so
you want to find someone you
trust and with whom you’re comfortable. Not only do you want to
check into their credentials, but
you should also talk to former
clients. A referral from a friend,
family member, or neighbor may
be a good place to start. Don’t hesitate to interview a couple of agents
to find the one who’s best for you.
When looking for an agent,
watch out for signs that he/she
might not be a good fit. For example, you probably want to work

with an agent who has experience
helping other people in your price
range and is familiar with the area
in which you hope to buy.
Don’t Skimp on the Down
Payment
The days of no-down-payment
homes are largely gone. But there
are still loans out there for buyers
who don’t have big savings, like
FHA loans and VA loans. These
aren’t necessarily a bad deal — in
fact, they can be a big help for firsttime buyers. But generally, you
want to put as much down on your
home as you can reasonably afford
without jeopardizing your other financial goals. Twenty percent is the
number most often recommended.
Show up with a down payment
that’s less than 20% of a home’s
value and you’ll have to get private
mortgage insurance (PMI), which
protects your lender in case you
default and means a larger monthly
mortgage payment for you. However, the FHA recently cut the insurance payments it requires for lowdown-payment loans to 0.85%.
Always Get a Home Inspection
A house that looks pictureperfect on the outside could be rotten to the core (literally). Getting a
qualified home inspection will help
you have the confidence that the
home you’re buying is a solid investment. If you have an inspection
clause in your offer, you can back
away from a deal if the inspection
reveals problems with the home
that the seller is unwilling to fix.
If you’re prepared to make a serious offer on a home and the seller
wants you to waive the inspection,
run, don’t walk, away. It could be
that there’s a serious problem with
the property the seller doesn’t want
you to know about.
Are you ready to buy your first
home, but aren’t sure where to
begin? Please call if you’d like to review your finances, so you can turn
your home ownership dreams into
reality. zxxx
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Student Loans
Continued from page 1

Whether or not high levels of
student debt are affecting the broader housing market, it’s likely having
at least some impact on individual
borrowers and homebuyers. People
with high monthly student loan
payments may struggle to save
enough for a down payment, especially if their income is relatively
low. Also, if they have a mountain
of student loans to pay back, they
may be hesitant to add a mortgage
on top of that, even if they can technically afford it.
People who are overwhelmed
by their educational debt — a small
but significant share of total borrowers — are in an even worse spot.
Student loans are virtually impossible to discharge in bankruptcy. That
debt will follow you around for life,
even if you’re unable to pay. And
defaulting on your student loans
will wreak havoc on your credit
score, making it extremely difficult
to buy a house, especially in an environment where lending standards
are far higher than they were a
decade or so ago. Even if you’re diligent about paying that bill every
month, mortgage lenders may still
think your debt levels are too high
relative to your income and deny
your application.
In fact, their debt-to-income
ratio is one key number that
prospective homebuyers need to understand before they even start
looking through real estate listings.
It’s a number that’s determined by
dividing your total monthly liabilities (including student loans, credit
card payments, auto loans, and your
anticipated mortgage amount) by
your total monthly income. Lenders
generally want to see a debt-toincome ratio of 43% or less. More
than that, and your loan application
is likely to be denied.
Say you earn $4,000 a month,
and you have a $300 monthly student loan payment, a $150 monthly
car payment, and a $75 monthly
payment on your credit card. To buy
the home you want, you’ll need a
FR2015-0515-0132

Should You Own or Rent?

O

wning a home is still part of
the American dream. Certainly, there are significant financial and
tax reasons for owning a home.
While you typically only make a
down payment of 10% or 20% of the
home’s cost, you retain all price
appreciation on the home. Part of
each mortgage payment builds equity in your home. In the beginning,
that may only be a small portion of
each payment, but significant equity
can be accumulated over a period of
years. Historically, homes have
provided a good hedge against
inflation.
There are also significant tax advantages to home ownership. Mortgage interest and property taxes can
be deducted on your tax return as
itemized deductions, reducing the
cost of home ownership. When you
sell the home, a significant amount
of capital gains can be excluded
from taxes. If the home was your
primary residence for at least two of
the preceding five years, you can
exclude $250,000 of gains if you are
a single taxpayer and $500,000 of
gains if you are married filing a joint
return.
But despite these advantages,
you should still evaluate whether
owning a home makes sense for
your particular situation. Some factors to consider include:
• How long will you live in the
home? Besides the purchase
price of the home, you must pay
t
mortgage of $250,000, which translates to a monthly payment of about
$1,500. Your total monthly debt payments including the mortgage will
be $2,025. Divide that by your
$4,000 in monthly income and you
have a debt-to-income ratio of 51%.
That’s higher than many mortgage
lenders want to see, and you may be
denied when you apply for a loan.
But what if you didn’t have that
student loan payment? Subtract the
$300 from your liability and your
monthly payments fall to $1,725.
That gives you a debt-to-income
ratio of 43%, low enough to increase

closing costs. There are also
costs involved in selling, which
typically include the real estate
agent’s commission. Thus,
you’ll usually need to live in
the home for at least five to
seven years to make it a worthwhile financial decision.
• Can you afford to take on the
debt? Generally, lenders prefer
that your total debt payments,
including your mortgage and
other consumer debts, not
exceed 43% of your gross income. Make sure you’re comfortable with the amount of
debt you are incurring and
you’ll still have enough disposable income to save for other
goals, such as your retirement.
• Do you have a large enough
down payment? If possible,
strive to make a down payment of at least 10% to 20% of
the home’s purchase price. If
your down payment is less
than 20%, you’ll have to pay
private mortgage insurance.
• Have you considered all costs?
Besides the mortgage payment
and property taxes, there are
other costs involved with owning a home. You’ll be responsible for all utilities, insurance,
repairs, and maintenance on
the home.
If you’d like to review whether
it makes financial sense to own a
home, please call. zxxx
your chances of qualifying for a
mortgage.
Of course, financial matters are
rarely as simple as in the example
outlined above, and a $300 monthly
student loan obligation doesn’t
mean that you won’t be able to buy
a house. The person above could try
to eliminate his/her other debts,
save for a larger down payment,
earn more money, or look for a
cheaper house. But the fact remains:
How much you owe today is going
to affect how much you are going to
be able to borrow in the future. zxxx
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News and Announcements
From the Thurman Household

pendants, which are quite beautiful.

Levi is gearing up for his first semester in college. Feels surreal to me. He will be attending
OCCC and has a full load including Success in
College and a Nutrition class that’s supposed to be
a bear. Another course is Personal Finance. Hopefully, I can help out some here (I taught this class for
many years).

With some difficulty, our sons selected their
favorite objects. Jackson’s (age 10) was a bookmark
with diamonds and rubies and Luke’s (age 8) was a
miniature sailor — the only human figurine in the
exhibition. Luke was intrigued because the sailor
had traveled from Russia to London then back to
Russia and New York City.

He is working for the YMCA, picking up
sweaty towels, cleaning off exercise machines, racking weights, etc. Working for minimum wage, he
shared, sure has given him a different perspective
on money.

We are fortunate to have the opportunity to see
objects from around the world close to home. Take
time to explore the treasures in our own backyard.

He is also a certified fitness trainer and has
taken on several clients. He has a passion to help
people in this area, so it may be his niche in life. Between work, school, and his clients, he will be a
busy young man.
I am running again, but it has been tough coming back from an injury. It seems to take longer to
heal, but I’m not sure why. It can’t possibly be age.
My book, The All-Weather Retirement Portfolio,
has a five-star rating (29 reviews) on Amazon and
will occasionally hit number one in its category
(wealth management). Life is good.
Make it a great month,

Randy Thurman, CFP®, CPA/PFS
From the Alexander Household
Have you been to Russia? On a recent trip to
the Oklahoma City Museum of Art, we visited the
Fabergé: Jeweler to the Tsars exhibition. It was fascinating! There are more than 240 objects, ranging
from the iconic Imperial Easter Eggs to animal
sculptures, photograph frames, flower ornaments,
jewelry, and an ornate table that was most likely
designed to be used for tea. We are grateful to the
museum and donors who brought this exhibition to
us. (It closes around September 27.)
We learned that although normally the OKCMOA employees set up displays, in this case no one
but Virginia Museum of Fine Arts employees are
allowed to touch the artifacts. The House of Fabergé
produced about 50 Imperial eggs between 1885 and
1917, of which 43 have survived. There were four
of these eggs in the Exhibit, in addition to many egg

Carol Ringrose Alexander,
CFP®, AIF®, CDFAT M
From the Bolander Household
We welcomed several changes this fall. After
six years of teaching night classes for Seminole
State College, my husband, John, has made the leap
to full-time instructor at SSC and Director of the
Communications Department. His master ’s
degrees and all those years spent teaching high
school speech and debate have well prepared him
for this role in higher education. Additionally, he
will put to use his high school counseling experience since he has been appointed as a mentor for a
group of SSC students. He will be motivating and
inspiring their continued education and eventual
matriculation at this four-year university.
However, John is learning a few new things
along the way, such as how to operate a classroom
with IETV (talk-back-TV) with multiple remote
locations. Although the drive is a little further, it’s
still manageable and less than my commute. John
says he will miss his friends and colleagues at the
high school, but he is happy to have this opportunity to help students prepare at a high level for their
careers. Best of all, now he will have more time to
get to my “honey-do” projects!
“An investment in knowledge pays the best
interest.”
~ Benjamin Franklin
Have a great month!

Brenda C. Bolander,
CFP®, CPA/PFS

