Wise Ways to Use a Tax Refund

Source: Sue Badenhop

I f you expect to receive an income tax refund, it’s a good idea to think about wise uses for this money before you spend it.

Review your debt situation before buying something new. This may reveal substantial savings on interest payments by using the refund as a one-time extra payment on a loan or credit-card debt.

Say you have a $3,500 credit card debt at 16-percent interest with a minimum monthly payment of $50. It will take over 17 years, making the minimum payment, to pay the balance to zero. During this time, you will pay more than $6,700 in interest. However, if you receive a $750 tax refund and apply this as a one- time payment you can pay off the balance in eight and one-half years. The payment will save you $4,445 in interest changes.

If you’d like to know how much a one-time additional payment will save you on interest charges, visit the (County Name) to use its Power Pay Program.

When evaluating your debt situation, pay attention to credit card balances with the highest rates and focus on paying these down or off first.  If you receive a substantial tax refund, eliminate as many high-interest credit card balances as possible. 

As you pay off credit card balances, close out all accounts but one for extreme emergencies.  Start or add to an emergency savings account, putting money in each pay period, to keep from having to use the credit card. If you do use the credit card, set a goal to pay the entire balance before the grace period ends. Even better, develop a budget so you can pay cash for all purchases.

There are other wise uses for your income tax refund.

You could use it for major purchases or home repairs postponed due to poor finances. Invest the money in a savings or money-market account for an upcoming payment or possible emergency, or apply it to an Individual Retirement Account. This will help you become more financially secure now and in the future.

Another wise financial option is to invest in yourself by taking courses or other job training to improve your knowledge and skills at a community college or job-related trade association. This could lead to raises or promotions that would pay back your tuition payment many times over.

Review your withholding statement to determine if the refund resulted from excess withholding, or was a one-time refund due to unusual deductions. If it was from excess withholding, consider reducing the withholding and put the difference in a savings or money-market account.

For more information on personal and family finances, contact the (County Name) Cooperative Extension Service.

Educational programs of the Kentucky Cooperative Extension Service serve all people regardless of race, color, age, sex, religion, disability or national origin.
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