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Okay, maybe you're not drowning in con-
sumer debt, but the water level is just too high 
and seems to be getting deeper. The interest 
charges are steep, and you know that if you 
start falling behind in your payments, the late 
fees will just add insult to injury and make 
your balances even higher. You'd like to get 
out of the situation you're in before you get 
soaked. What's the best way to go about it? 

First, plug the hole 

Are you still using credit? If so, attempting to 
get out of debt while you're still incurring more 
of it is like trying to bail out a boat that's still 
leaking.  

Review your expenses 
and compare them to 
your income. If you're 
spending more than 
you're earning, you're 
probably using credit, 
even if only for the 
occasional 
"emergency." In order 
to bail out of debt, 
you'll first have to plug 
the leaks in your 
budget. 

As you go about making your budget more 
seaworthy, look for ways to reduce your ex-
penses to the point where you create a cash 
surplus. You can then use this surplus to ac-
celerate your debt repayment. This is a key 
element to any strategy that accelerates re-
payment of consumer debt. 

Line up your ducks 

List all your unsecured debts (don't include 
your mortgage, student loan, and/or car loan); 
rank them from the one with the highest inter-
est rate charged to the lowest. Hopefully, 
you're current with all of them (including the 
unlisted ones); if not, first direct any surplus to 
getting current. 

Once all your debts are current, make the 
minimum payment on all of them and direct 
any surplus toward increasing the payment 
against the debt with the highest interest rate. 
As the minimum payments required on all 
your debts start to go down (as happens with 
credit cards), don't pay less on your total  
debt. Instead, make the minimum payments 
on all of them and keep shifting the "extra" to 
increasing the payment on the debt with the 
highest interest rate. 

Take your best shot 

Once that debt with the highest interest rate is 
paid off, add the amount of the payment you 
were making toward it to 
what you're paying on 
the debt with the next 
highest interest rate. 
Once again, as the mini-
mum payment require-
ments on other debts 
with lower interest rates 
decline further, put the 
"extra" created toward 
this highest-interest debt.  

Because the amount you pay toward each 
debt increases in size as you move down the 
list of your debts, this repayment strategy is 
often referred to as snowballing. 

An alternative approach 

Some snowballing methods recommend that 
you pay off your debts starting with the small-
est balance first, regardless of its interest rate, 
and also apply to this debt any surplus, while 
keeping your payments the same each month 
on all of the rest of your debts (regardless of 
their decreasing minimum requirements). 
While this approach offers the psychological 
satisfaction of paying off smaller debts quickly 
and paying extra against the principal on all 
your debts, it may not save you as much in 
total interest charges as the approach outlined 
above.  
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Due to the recent
market volatility, many
people are feeling
uncertainty about their
current financial
strategy. If you know
of someone who
would like a second
opinion regarding their
portfolio or financial
plan, please contact
us regarding a
personal introduction.
This is a time when
we fell that we can
truly add value to
those in need.
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Federal Protection for Bank Deposits 

  

In the wake of turbulence in the financial mar-
kets and recent legislation, it's worth reviewing 
the legal protections available for assets held 
by banks.  

What's protected? 

Bank deposits are 
protected by the Fed-
eral Deposit Insur-
ance Corporation 
(FDIC), an independ-
ent agency backed 
by the full faith and 
credit of the U.S. government. FDIC insurance 
covers both demand deposits, such as check-
ing, NOW, savings, and money market de-
posit accounts, and time deposits, such as 
certificates of deposit (CDs). It covers both 
principal and any interest accrued as of the 
date that an insured bank closes.  

FDIC coverage 
does not include 
mutual funds, 
stocks, bonds, 
life insurance 
policies, annui-
ties, or other 
securities, even 
if they were 
bought through an FDIC-insured bank. It also 
does not cover U.S. Treasury securities, 
though these are backed separately by the full 
faith and credit of the U.S. Treasury. Finally, 
the FDIC does not insure safe-deposit boxes, 
though if a bank were to fail, the FDIC would 
typically either arrange for transfer to another 
bank or notify you to retrieve the contents. 

How much is insured? 

The Emergency Economic Stabilization Act of 
2008 temporarily increased the amounts that 
are FDIC insured at an individual bank or sav-
ings and loan. The legislation states that the 
increase in standard coverage is effective 
through December 31, 2009, though there has 
been widespread discussion of making the 
increased limits permanent. 

The previous limit of $100,000 per individual 
per bank was increased to $250,000. The 
$250,000 limit applies to single-owner ac-
counts, such as those held in one person's 
name, those established for another individual 
(e.g., an UTMA or escrow account), sole-
proprietor ("DBA") accounts, and accounts 
established for the estate of a deceased  
person.  

You can't increase your protection just by 
opening multiple accounts in your name at the 
same bank (for example, splitting money be-
tween a checking and a savings account, or 
opening accounts at more than one branch).  

What if I have more than $250,000? 

The simplest approach is to have accounts at 
more than one bank. However, your coverage 
at an individual bank depends on how ac-
counts are owned; different types of accounts 
are insured separately. You can exceed the 
$250,000 limit as long as the deposits repre-
sent different categories of ownership. For 
example, a joint account qualifies for up to 
$250,000 of coverage for each person named 
as a joint owner. That coverage is in addition 
to the $250,000 maximum coverage for each 
person's aggregated single-owner accounts at 
that bank. For example, a married couple with 
three accounts at one bank--they each have 
$250,000 in an individual account, and they 
also have $200,000 in a joint account--would 
qualify for insurance on the entire $700,000. 

The limit on the amount protected in one or 
more retirement accounts at one bank also is 
$250,000; this is separate from the $250,000 
coverage of individual accounts. (Remember, 
however, that FDIC insurance applies only to 
deposit accounts, not to any securities held in 
an IRA or other retirement account.) An online 
calculator at the FDIC website, www.fdic.gov, 
can help you estimate the total coverage on 
your deposit accounts. 
Additional safety nets  

In some states, a state-chartered savings 
bank is required to have additional insurance 
to cover any losses beyond the FDIC limits. 
Some banks also may participate in the Cer-
tificate of Deposit Account Registry Service 
(CDARS), which enables a bank to spread 
large CD deposits among multiple banks while 
keeping the amount at each individual bank 
within FDIC limits. Paying attention to your 
bank balances and account ownership can 
help protect you in a worst case scenario.  

 

How safe is it? 
According to the FDIC, 
no depositor has ever 
lost a penny of funds 
that were covered by 
FDIC insurance.  

Business coverage 
The $250,000 limit 
does not necessarily 
apply to non-interest 
bearing deposit  
accounts, such as  
payroll processing  
accounts used by  
businesses. The FDIC's 
Temporary Liquidity 
Guarantee Program, 
scheduled to expire at 
the end of 2009, gives 
banks the option of 
offering unlimited  
protection for such  
accounts. Check with 
your bank to find out 
what it provides. 

Credit union coverage 
The National Credit 
Union Share Insurance 
Fund (NCUSIF) offers 
protection, backed by 
the full faith and credit 
of the U.S. Treasury, 
for credit union  
accounts. The limits are 
similar to those of the 
FDIC: $250,000 per 
individual account per 
institution. 
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Rethinking Your Retirement Game Plan     

  

Periodic market downturns may result in sig-
nificant investment losses, particularly within 
retirement accounts. If you are faced with this 
situation, you may have to reconsider when, 
or even if, you can retire.  

The effects of a decline 

Historically, the stock market has had its ups 
and downs. How any substantial market 
change impacts your retirement outlook may 
depend on how close you are to retirement. If 
you plan on working and contributing to your 
retirement savings for many more years, you 
may have time to recoup losses to your ac-
counts due to poor investment performance. 
But if you're closing in on retirement or you're 
already there, a dip in your savings may affect 
how much you can safely withdraw and how 
long your savings can last.    

To demonstrate, assume you and your spouse 
have $1 million in retirement savings, expect 
an annual average rate of return of 7%, and 
estimate that you presently need $100,000 
annual retirement income for both of you to 
live comfortably, of which $30,000 will come 
from Social Security. Presuming withdrawals  
increase by 3% each year to offset the effects 
of inflation, your savings will last about 22 
years, as shown in the chart below  
(scenario 1).  

However, a decrease of 14% in the value of 
your savings in one year shortens the duration 
of your savings by over 4 years (scenario 2). 
(This example is hypothetical and does not 
reflect a specific investment or strategy.)  

What are your options? 

If you're fortunate, even a significant decrease 
in savings may not impact your retirement 
income dramatically. You may have other 
sources of fixed income such as company-
sponsored pensions, so you won't need to rely 
on your savings to provide much of your in-
come. Or you may be able to offset the effect 
of diminished savings by spending less --  
forgoing that planned cruise, putting off buying 
that new car, or making smaller gifts to chil-
dren and grandchildren, for example. But if 
you rely on your savings for most of your re-
tirement income, considerable investment 
losses of the magnitude recently experienced 
can require major lifestyle changes. Here are 
a few ideas to help you cope with the erosion 
of your retirement savings. 

Continue working  

You may have to delay the retirement party a 
little longer. Postponing retirement lets you 
continue to add to your retirement savings, 
which can offset losses caused by poor in-
vestment performance. Also, working allows 
you to delay withdrawing from your savings. 
That could allow more time for your retirement 
accounts to recover from investment-related 
losses.   

Delay taking Social Security 

Social Security may be the only source of 
fixed income you'll have in retirement. If you 
delay applying for benefits until your full retire-
ment age, you can get as much as 30% more 
in monthly payments compared to taking 
benefits early. And, for each year you defer 
benefits past your full retirement age (between 
65 and 67, depending on when you were 
born) to age 70, your benefit is increased by 
8%. That could mean an additional $500 or 
more in your benefit check each month--and 
that doesn't include annual cost of living in-
creases.  

Consider fixed income investments 

Investments such as single premium immedi-
ate annuities (SPIAs) provide an income for 
the rest of your life, or for the combined lives 
of you and your spouse. However, while the 
income is dependable (subject to the claims-
paying ability of the annuity issuer), you gen-
erally don't have access to the money you 
paid for the SPIA and you may not be able to 
change the amount of income payments or 
their duration once you've started. 

By 2016, the number 
of working people 
over age 65 is  
expected to increase 
by 80%.  
Source: U.S. Bureau 
of Labor Statistics 

If you delay your  
Social Security  
benefit, don't forget to 
sign up for Medicare 
at age 65. 
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Ask the Experts 
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Is my brokerage account protected? 

Most brokerage accounts 
are protected by the Securi-
ties Investor Protection Cor-
poration (SIPC). Unlike the 
Federal Deposit Insurance 

Corporation (FDIC), which protects bank de-
posit accounts, the SIPC is not a government 
agency. Though created by Congress, it is a 
nonprofit corporation funded by its member-
ship of broker-dealers registered with the Se-
curities and Exchange Commission (SEC).  

The SIPC helps return customer property, 
including securities and cash in brokerage 
accounts, should a broker-dealer or clearing 
firm experience bankruptcy, insolvency, or 
unauthorized trading in a customer's account. 
Should a SIPC member become insolvent, 
SIPC would ask a court to appoint a trustee to 
oversee transfer of customer securities to 
another firm, or act as the trustee itself. 

SEC regulations also apply 

The SEC also has provisions that can help 
protect investor assets. For example, the SEC 

requires brokerage and clearing firms to seg-
regate money and securities in customer ac-
counts from their own proprietary assets and 
funds. This helps protect customers from be-
ing harmed by a firm's own trading activity. 
Also, firms are required to maintain a certain 
level of capital reserves to enable the firm to 
return customers' securities and cash in case 
of a financial failure. Finally, the SEC specifies 
that customer claims take precedence over 
other claims on a firm's assets. 

What if a firm is liquidated instead of sold? 

Securities registered in a customer's name (as 
opposed to being held in "street name," the 
most common method today) are returned to 
customers first. Assets held in street name 
make up what's known as the "fund of cus-
tomer property." That fund is divided on a pro 
rata basis; assets are shared in proportion to 
the size of claims. Only if securities are still 
missing after the pro rata distribution would 
SIPC coverage be applied to make up the 
difference, up to the statutory coverage limit. 

How much coverage does SIPC provide? 
• Accounts held on behalf of a valid trust 

created by a written instrument (trust  
accounts are considered separately from 
those of an individual trustee) 

Each of your retirement accounts at a given 
firm also generally is eligible for up to an addi-
tional $500,000 SIPC coverage (including as 
much as $100,000 in cash) if securities are 
lost or stolen.  

In general, SIPC covers notes, stocks, bonds, 
mutual funds, and other shares in investment 
companies. It does not cover investments that 
are not registered with the SEC, such as cer-
tain investment contracts, unregistered limited 
partnerships, fixed annuity contracts, cur-
rency, gold, silver, commodity futures con-
tracts, or commodities options. Remember 
also that SIPC does not protect against mar-
ket risk or price fluctuations in securities. 

Additional information and a brochure titled 
"How SIPC Protects You" is available at 
www.sipc.org.  

SIPC covers a maximum of $500,000 per 
"separate customer," including up to $100,000 
in cash, at a given institution. As with banks, 
total coverage can be higher for multiple ac-
counts at one firm. As long as accounts are 
held by what the SIPC considers "separate 
customers," each account qualifies for sepa-
rate coverage. For example, a married couple 
could have two individual accounts with 
$500,000 of coverage each, plus a joint ac-
count that would bring their aggregated poten-
tial coverage for that firm to $1.5 million. 

Categories of separate customers include: 

• Individual accounts held by someone in 
his or her own name, or by an agent for 
another individual 

• Accounts held jointly by two individuals 
with equal authority over the account 

• Accounts held by executors, administra-
tors, and guardians in the name of a de-
cedent, an estate, or someone else (for 
example, a guardian for an UGMA  
account) 

• Accounts held by a corporation, partner-
ship, or unincorporated association 
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