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NEW YORK — The IRS says the average tax refund for the 2011 filing season is a not-
too-shabby lump sum of $2,985. So what should you do with this new-found pile of 
cash? Treat it as mad money and blow it in an impulse-driven shopping spree or a 
once-in-a-lifetime trek on an African safari? Or does it make more sense to use the 
refund to fix your money problems or invest for the future? 

 

Not too surprisingly, given Americans' preference to "shop till they drop," 37% 
said they would spend all or part of their tax refund, a Capital One Bank survey 
found. A smaller number said they would save at least part of their refund 
(31%) or use it to pay down debt (19%). A much smaller percentage said they 
would stash the cash in a retirement account or fund a college account for their 
kid. 
 
But spending all the money rather than investing or paying down debt is a 
personal finance no-no, says Tony Ogorek of Buffalo-based financial advisory 
firm Ogorek Wealth Management. 
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Receiving a tax refund is a golden opportunity for Americans, many of whom 
are struggling with high debt and low savings, to "shore up" their finances, he 
says. 
 
"Everyone has financial weaknesses," Ogorek says. "People need to ask 
themselves, 'What are my weaknesses, and how can I use this money to 
strengthen my financial position?' " 
 
Getting more than just $3,000 
 
It is prudent to pay down credit card debt, plow more money into retirement 
and college-saving accounts, or enhance the value of your home. 
And with super-smart planning, Americans can get the most bang out of the 
bucks they receive back from Uncle Sam. Ogorek offers advice on how to get 
a double- or triple-whammy on this precious windfall of nearly $3,000. 
 
Say you have a $3,000 balance on a credit card at the national average 
interest rate of 14.43%, according to Bankrate.com. By paying off the debt in 
full you get not one but three or more distinct benefits. You lock in an instant 
return of 14.43%. That is a better return than the current 0.62% average yield 
on money market accounts. And you boost your credit score. And no use 
carrying credit card debt, as its interest is not tax deductible. 
 
Similarly, here's a clever way to use the money to bulk up your 401(k) and 
benefit in ways you might not have envisioned. When you get your IRS check, 
put the money in a money market account. Then increase your annual 401(k) 
payroll deduction by the same amount. (The money market savings will offset 
a smaller paycheck due to 401(k) payroll deductions.) 
 
You get the benefit of putting your money into the 401(k) a little at a time, a 
process known as dollar-cost averaging, which allows you to buy more shares 
when prices are low and fewer when prices are high. It will also increase your 
chances of getting a full company match, if you are not already receiving that 
perk. 
 
You also benefit from the pretax withdrawals coming out of your paycheck, 
which will lower your tax bill next year. 
 



What's even better: If you invest in an index fund that invests in large-company 
stocks, which have posted average gains of 9.8% over the long term, 
according to Morningstar, you will more than double your money in 10 years 
and end up with $7,603. 
 
Home, school can pay off 
 
Making key fixes to your home, such as making it more energy efficient with 
new windows, appliances or solar panels, might also mean bigger savings than 
meets the eye. You not only increase the value of your home, you also will 
benefit from lower energy costs as well as a possible subsidy from the 
government. 
 
If your career has been derailed by the financial crisis, using some of the cash 
to improve your education, upgrade skills or break into a new field will add up 
to a much bigger investment down the road. 
 
"It is essential to have a plan," Ogorek says. "Financial security doesn't happen 
by accident. It happens by design." 
 
You can also spread your money around. For example, put $1,000 in a 
retirement account, stash $1,000 in a college fund and set $1,000 aside for a 
rainy day or to spend on yourself, if you can't kill the urge to splurge, planners 
say. 
 
If your savings are low, you are risk-averse and you fear another financial 
shock might hit, it makes better sense to squirrel your refund away in a safe 
place, such as a money-market account, despite its puny yield, says Robert 
Cohen, a financial adviser at Financial Strategies & Wealth Management. 
 
Cohen fears that the political upheaval in the Middle East could cause energy 
prices to spike dramatically and push up gas prices sharply. "If you are paying 
$4 or $5 or $6 for a gallon of gas, maybe you will need your tax refund to pay 
for it," he says. 
 
An oil shock, he adds, could push oil near or above the prior peak of $147 a 
barrel. That would not only slow economic growth, it would also likely cause a 
stock sell-off. That's why he is reluctant to advise risk-averse investors to use 
their refund to invest in the stock market. 



"You will feel bad if the Dow goes down 1,000 points," Cohen says. 
 
Invest based on your age 
 
If you are dead set on investing your refund, spread your risk based on your 
age — and invest mainly in your retirement account, advises Michael Farr, 
president of money manager Farr Miller & Washington. 
 
For those under 30, invest two-thirds in a low-cost index fund that tracks large-
company stocks, such as the Standard & Poor's 500. Put the other third in an 
index fund that tracks developed foreign markets. 
 
"Thirty-year-olds want to be the most aggressive ," Farr says. 
 
Fortysomethings should invest their entire refund in an index fund that tracks 
the largest 100 stocks in the S&P 500. These big stocks, he says, have 
underperformed in the recent rally, are cheap and pay nice dividends. 
 
Retirees should put half of the $2,985 in a short-term bond fund and the rest in 
a stock index fund filled with large, dividend-paying stocks. 
"Take care of your retirement first," says Farr. 
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