Using Your Tax Refund Wisely

by the Virginia Society of Certified Public Accountants

If you’re in a rush to file your taxes, chances are you’re getting a refund from the Internal Revenue Service (IRS). It seems like procrastinators tend to owe. 

As you’re waiting for your tax refund, visions of mega mall shopping trips and exotic vacations may be dancing through your head. But before you book a flight, take a step back and carefully consider the best way to use your refund.
Virginia CPAs offer the following six ways to use your tax refund wisely:

1. Pay more on debts.
It may not be glamorous, but paying down debt can ease your worries and save you money in the long run. Less debt means less money you’re charged in interest and a better credit score, which will help you lock in more favorable interest rates in the future. Plus, by paying off that credit card bill in one fell swoop, you can reallocate the monthly payment to another debt or to your savings account.

2. Contribute to an Individual Retirement Account (IRA) or other retirement savings vehicle.

With all the talk about a Social Security crisis and more and more companies turning away from pensions, retirement planning is falling more on employees’ shoulders. Your tax refund could be another step toward making retirement a reality. 

3. Build up your emergency fund.

CPAs recommend having three to six months of living expenses saved up in case of job loss, serious illness or another life crisis. How’s your emergency fund looking these days? If your savings account falls short of where it needs to be, consider saving your tax refund for a rainy day. 

4. Spend wisely for a home improvement project.

If your roof’s been leaking all spring or your exterior paint has peeled two colors back, maybe it’s time you play Mr. or Ms. Fix-It. Putting money into the home you own can be a good investment. By using your tax refund for a home improvement project, you’re also ensuring you don’t charge a needed home repair on a credit card. 

5. Donate to a charitable organization.

Contributing to a charitable organization not only helps hurricane victims, abandoned animals or whatever cause you champion — it feels good, too. Donating money can even help you save on next year’s tax bill. Just make sure you contribute to a qualified 501(c)3 charitable organization. The IRS has a list of qualified organizations on its Web site at www.irs.gov (search under Charities & Nonprofits). 

6. Adjust your withholdings.

Consider adjusting the amount of tax withdrawn from your paycheck. After all, you’re only getting your own money back from a tax refund. Besides giving the extra money to Uncle Sam, you could pay down debt or invest more in your retirement savings plan throughout the year. Talk to your supervisor or human resources department to adjust your withholdings.
Additional personal finance information is available online from the Virginia Society of Certified Public Accountants at www.FinancialFitness.org. 
