The Average Cost of a The High Cost
Wedding: $26,327 of Higher Education

Average Annual Cost of College Education

Tuition Room & Board Total
Public $5,836 $6,960 $12,796
Private $22,218 $8,149 $30,367

College tuition increases at an average rate of 6.3% per year for public schools
Life has many roads. To make the most (5.9% for private). Although a great expense, it is also a great investment.
Of your future, plan now to achieve your College graduates averag.;(.a a much higher salary than people with only a high
goals . d realize your dreams : school diploma/GED certificate (men—69%, women-73%).

The most common methods of paying for an education are:

 Student loan: Enables the student to pay back the loan after graduation.

 Pay-as-you-go: Eliminates the obligation and added expense of repaying a
loan, but generally involves a strong financial sacrifice at the time.

* Advance investment: Parents invest money in a program dedicated to college
expense. It involves advance financial commitment but generally appreciates
in value. IRAs may be used to pay for education without early withdrawal
penalties, though taxes may still be due.

Don’t overlook another method of defraying educational expense—scholarships.
A surprising variety of academic, athletic and other scholarships exist, some
with quite reasonable qualifications.
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Plan out your paycheck. Deposit a specific amount into your savings account or other Last, be sure to investigate the tax deduction possibilities:
instrument dedicated to savings. If you have difficulties with this, your bank or employer * School expenses: Up to $4,000 per year, depending on tax bracket
can set up a method of depositing it automatically. This is a convenient method of saving and * Student loans: Up to $2,500 in interest

keeps your contributions continuing on a regular basis. Even if you start with a small amount, be  Employer assistance: Employer can deduct up to $5,250 per employee

diligent and establish a routine. You can increase your contribution as your income grows. (Section 127)

www.salliemae.com/get_student_loan/interest_rates_fees/#Global_health

Individual Retirement Accounts (IRAs) come in several . .
forms that can fit almost any need. A traditional IRA The Price Tag on the American Dream

allows for tax-deductible contributions and earnings that

have no tax impact. Withdrawals at retirement are taxed The Median Northeast

as income. Roth IRAs are made with after-tax assets so Sales Price of $276,800
withdrawals are typically tax-free. A SEP IRA allows a U.S. Homes National Trends: Purchasing a home is a good investment
el b LS OWREL OF s'elf—em ployed individual to 1990 | $95,500  because it builds equity over time. However,
est.abhsh A ACCOURE 1 his or l_1er OWILAHIE rathe’r than 1995 | $112,900 to base spending on perceived equity is a bad
using a pension fund account in a large companys name. PIIIME  $139,000 idea—equity is not tangible until it is released!
There are also SIMPLE IRAs that function much like I $219,600 You should never refinance your home for the

a 40}(!() Pl‘?}n but are less expensive due to lower 2007 $222,600 purpose of making any type of investment.
administration costs. ) S

g 1 e

There are several advantages to contributing to your employer-sponsored 401(k) plan.

If you make salary contributions on a pre-tax basis, your contribution is deducted before
taxes are computed so you are not taxed (immediately) and your taxable income is less.
You can defer your income tax payments on saved money until you withdraw them.

You have the additional benefit in a participant-directed plan because you can specify
your stock, bond and money market investments to diversify your portfolio. Many
companies will match a percentage of your contributions, which is in effect a high-yield
interest on your investment.

When evaluating life insurance plans, consider that many companies offer a participating policy
(also called “with profits”). This allows the insured to participate in the insurance company’s
profits while maintaining an active life insurance policy. This is a wise way of having life
insurance coverage while making long-term capital growth.



Start Budgeting

The sooner you start, the sooner

.....

I Od ay ' you will start taking control of
|

your finances. Follow these six
steps and you'll soon find extra

money to invest.

Figure out your income by averaging together your last several com pou nd I“tereSt
paychecks.

Tip> If you recently got an annual bonus or worked unusual hours, try to exclude The most prevalent form of interest is compound interest
el

which calculates interest accrual not only on the principal
but on the unpaid interest as well. As a result, an account
with compounded interest will grow faster than the less
common simple interest account. Naturally, an amount
will increase faster the more frequently the interest is
compounded.

those numbers from your estimate.

Step A Track your expenses, which include monthly bills and
everyday purchases.

Tip> Minor expenditures can be hard to track, especially if you pay in cash, so
bring along a notepad to write them down.

Many consumers will be familiar with compound interest,
which is used by credit card companies and financing
agencies. However, compound interest can also work for

you in the form of a savings account or money market
account, which will reward more the longer your funds
remain untapped. For additional information regarding
compound interest, check with your bank or financial adviser.

Step B3 Do the math to figure out what your bottom line is.

Tip> It is easiest to fill out a budget worksheet, which will include all the
expense categories.

Step 4 Repeat the process over the next three months and compare
your results. A general theory called the Rule of 72 can be used to figure
out roughly how long it will take to double your original
principal. If you divide 72 by your average interest rate, your
answer will be the number of years it will take to double the
principal. However, this does not take into account several

factors such as taxable growth (if applicable) and inflation.

Tip> One month may have a large, one-time incidental expense, but plotting it out
over three months will eliminate these abnormalities.

Step B3 Pick out the month with the lowest amount of expenses and

replicate it.

Tip> To get even more involved, try charting another three months with the lowest Use this example to figure out what it will take for you
amount to attempt to lower it even further. to double your money with compound interest.

Start with $100 and 9% compound interest from the bank.
With 9% compound interest, your money will double in 8 years.

Step (3 Once your ideal monthly budget has been documented, put it
in place as your budget. 72 =9 (%) 8 (years) $100 doubled to $200

72 + _ (%) =__ (years) $ doubled to $

Tip> Don't forget to revisit this process often to check on your progress and allow
for adjustments in your income or necessary expenditures.

Resources on the Web:

Compound Interest Calculator — www.moneychimp.com/calculator/compound_interest_calculator.htm
A handy form that will compile your compound interest, given principal, interest rate and length.

World’s Simplest College Cost Calculator — www.savingforcollege.com/college-savings-calculator
Will help determine the optimum amount to put away based on your child’s age and targeted tuition price range.

Envelope Budgeting — www.envelopebudgeting.com
An entire site devoted to the art of envelope budgeting, which involves setting aside money on a regular basis to be used for a
specific purpose.

Roth vs. Traditional IRA Calculator — www.planningtips.com/cgi-bin/roth.pl
Here you can crunch numbers to compare the most popular two IRA plans and help determine your best option.




