TURNING POINTS n

Single Parenting

Keep Your Single-Parent
Family Financially Fit
by

Monica Steinisch

Whether you’ve chosen to be a single parent
or you’re becoming one through the loss of
your spouse or partner, you’re sure to face
unique financial challenges.
Many hurdles—building an emergency fund
and staying out of debt, for example—will
be the same for all families. Households
with two parents, however, typically have
more to work with: a second income, or a
nonworking parent who eliminates the need
to pay for child care. Without the financial
cushion that another adult family member
provides, single working parents must
master the art of doing more with less and
be careful long-range planners, too.

Questions

n Practice sustainable spending. Track your

how do I get my finances on solid

I’m becoming a single
parent—how do I get my
finances on solid footing?

footing?

In her book, “The Single Parent’s Money

add up, so do take advantage of free or low-

n How can I afford child care?

Guide,” author Emily Card urges newly

cost activities, borrow books and movies

single parents to go into a “holding pattern”

from the library, and eat out less often. But,

until you can get a sense of what your

advises Card, “Learn where changes will

new financial reality will be. “Maintain

make the biggest difference and concentrate

your monthly bills, and don’t spend

on those areas first.”

n What would happen if I die

extravagantly,” Card advises.

n Build sufficient credit and a good credit

or become disabled before my

During this time, take steps to assess your

record. Order your free credit reports

situation and prepare for a financially stable

at AnnualCreditReport.com. Follow the

future.

instructions to dispute errors. Work on

n I’m becoming a single parent—

n How do I save for retirement and
my child’s college education on a
single income?

children are grown—how would
they be taken care of?
n Do I need a will?

n Conduct a financial inventory. Determine

spending for at least a couple of months.
Scrutinize every expenditure, looking for a
less-expensive option. Small savings can

improving your credit, if necessary.

what assets you have and what your income

Since insufficient credit could put you in a

will be. Will you be receiving alimony or child

bind during an emergency, apply for new

support? Working fewer hours? Paying for

or additional credit now if you need it. The

child care? If your income will decrease or

professionals at your credit union can help

expenses will increase, you’ll need to make

you obtain a credit card with a reasonable

immediate adjustments.

interest rate and fees, or perhaps help you
refinance existing loans at better rates.
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n Prepare for financial emergencies. An

is often the biggest financial challenge a

emergency fund is a must for anyone, but it’s

single parent faces. She advises contacting

even more essential for single parents. If you

your local Child Care Resource and Referral

receive a divorce settlement or other lump

service to learn about child care financial

sum, establish your emergency fund with

assistance in the area.

this. Otherwise, immediately set up direct
transfer6s from your paychecks or checking
account into a savings account at your credit
union. Since you’re the only breadwinner,
make eight months’ expenses your savings
goal.
n Get a financial education. “Go to your
credit union and ask questions,” advises
Peggy Atkins Munro, a Vermont-based
enrolled agent and author of “Taxes 2009
for Dummies” and “529 & Other College
Savings Plans for Dummies.” You’ll need
enough money management and investment
knowledge to be able to make wise financial

The federal government gives nearly
$5 billion to states each year to provide aid
to low-income families. In addition, there
are private foundation grants earmarked
for specific groups, such as single working

Are there any tax breaks
for single parents?
In addition to the Child Care Credit and dependent care accounts, other
tax breaks can improve a single parent’s bottom line. For example, child
support is not included as taxable income. Here are some more ways to

choices for all the stages of your life.

save on taxes.

n Enlist your children as allies. “Share

Child Tax Credit

your economic realities with your kids in an
age-appropriate way,” says Munro. “In other
words, don’t throw your tax returns
at your three-year-old, but do
let kids know what your

Parents who meet income guidelines may be eligible for a tax credit of up
to $1,000 for each child younger than age 17. Lower-income parents or
those with a larger family may qualify for an additional child tax credit
that puts money in their pockets even if they did not pay any tax.
Learn more in IRS Publication 972, Child Tax Credit.

family can and can’t

Dependent exemption

afford.”

The IRS allows parents who meet income guidelines to
exempt $3,650 of income for each qualifying child younger

n Accept help. If

than age 19. The amount you save in taxes depends

you qualify, public

on your tax bracket. Learn more in IRS Publication 501,

assistance programs

Exemptions, Standard Deduction, and Filing Information.

such as food stamps,
free or reduced school

Earned Income Credit (EIC)

lunch, the Earned
Income Tax Credit, and
subsidized (Section 8) housing
help struggling families stay afloat. Visit
USA.gov and click on Benefits and Grants to
learn more.

The EIC benefits low- to moderate-income workers. When the
credit exceeds the amount of taxes owed, it results in a refund.
To qualify, taxpayers must meet certain requirements and file a tax
return—even if they owe no tax. Learn more in IRS Publication 596, Earned
Income Credit (EIC).
Head of Household filing status

How can I afford child care?

Parents who file as head of household benefit from a higher standard

Linda Smith, executive director of the

becoming a single parent through divorce and will be sharing custody,

National Association of Child Care Resource

Munro recommends that you specify in the settlement which of you gets to

& Referral Agencies (NACCRRA), Arlington,

file as head of household in which years. Learn more in IRS Publication 501,

Va., acknowledges that paying for child care

Exemptions, Standard Deduction, and Filing Information.

deduction and lower tax rates than single or married filers. If you’re
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mothers, and child care programs that offer

reason: You have other options for funding

scholarships. Special programs also exist to

higher education, such as financial aid,

assist military families.

student loans, scholarships, and work-study

To find the resource and referral office that

programs. That’s not the case for retirement.

serves your zip code, or to get military

When investing for either goal, take

You have other options

child care help, visit NACCRRA.org or

advantage of accounts that offer tax breaks.

ChildCareAware.org, a nonprofit initiative of

For retirement, these include IRAs (individual

for funding higher

the association.

retirement accounts) and employer-

education, such as

Another way to reduce the cost of child care

financial aid, student
loans, scholarships, and
work-study programs.

That’s not the case for
retirement.

is to take advantage of available tax breaks.
The Child Care Credit allows you to deduct
between 20% and 35% of up to $3,000 in
child care bills for one child younger than age
13, or up to $6,000 for two or more children

sponsored 401(k) or 403(b) plans that allow
you to put aside pretax dollars.
For college, consider a Coverdell Education
Savings Account or a state-sponsored
Section 529 plan in your name (see resource
box).

for the 2010 tax year. The exact amount of

If your income falls below certain levels, you

your credit will depend on your income.

can buy Series EE U.S. savings bonds. If you

A dependent care account is an employersponsored plan that allows you to set
aside pretax dollars to use to pay for child
care. Consult your employee benefits

meet certain income guidelines and use your
bonds to pay for college, you may be able
to forgo paying federal income tax on them.
Learn more at TreasuryDirect.gov.

manual or human resources office for more

There also are education-related tax breaks.

information.

For those who meet income guidelines,

Learn more in IRS Publication 503, Child and
Dependent Care Expenses, available free at
IRS.gov.

the Hope credit can save you up to $1,800
per year for the first two years of college.
The lifetime learning credit offers a credit
of up to $2,000 per family for any year of

How do I save for retirement
and my child’s education on
a single income?

postsecondary education, for an unlimited
number of years. You can only claim one of
these credits per student per tax year.
You may be able to take a tuition and fees

“If resources are limited, fund your

deduction instead if it will result in a lower

retirement first,” Munro advises. The

tax liability. This could reduce your taxable
income by as much as $4,000. Learn more

COLLEGE SAVINGS PLAN OPTIONS

about education-related tax breaks in IRS

Coverdell Accounts can be opened at almost any credit union and tend
to have more flexible investment options and lower fees than 529 plans.
Contributions are not tax-deductible, but earnings grow tax-free. You can
use funds for any educational expense, such as private high-school tuition,
whereas 529 plans are just for college-level education. However, Coverdell
Accounts also have lower contribution limits than 529 plans.

For more about federal student aid, visit

Publication 970, Tax Benefits for Education.

529 Plans offer the most tax advantages. Money in the account grows taxfree, and the assets won’t count against the child’s eligibility when applying
for financial aid.
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FederalStudentAid.ed.gov.

What would happen if I die
or become disabled before
my children are grown—
how would they be taken
care of?

and managed for your children. And try to

have serious consequences. Some of the

ensure that your child’s other parent also

issues that an experienced attorney can help

carries life insurance for the benefit of your

you with include ensuring your guardianship

child. You may be able to negotiate such a

instructions are within the laws of your

provision into your divorce settlement.

state, determining whether a trust or other

The best way to ensure your children would

Insurance Information Institute’s Web site.

be provided for even if you die or become
disabled is to make sure you have adequate
insurance coverage.
Disability insurance provides an income
when you can’t work due to illness or
injury. It’s critical coverage
when there’s only one

Learn more about all types of insurance on the

Do I need a will?
One of the most important things for a
single parent is to have an estate plan in
place, says Munro, including a will that
names your children’s guardians
if you die, and names the

breadwinner in the

Any change in status, such as remarriage,
having another child, or moving to another
state, requires updating your will and
beneficiary designations.

person.

term and long-term.

At the time you draft

If you don’t have

your will, you also

adequate coverage

should create a living
will/advance directive and
a durable power of attorney. A
living will expresses your wishes if you

author of “Let’s Get Real About Money,”

become terminally ill or incapacitated, and

recommends devoting your limited dollars

a durable power of attorney empowers

to long-term coverage, since that’s what can

someone you trust to pay the bills and make

be financially catastrophic. (Your emergency

financial decisions on your behalf.

short-term disability.)

child with special needs.

have to be the same

insurance: short-

fund should cover your expenses during a

custody of the children, or providing for a

children—they don’t

types of disability

Tyson, financial columnist and

have objections to the other parent taking

the money left for your

There are two

union, or other group, Eric

children, drafting a letter to the judge if you

person who will manage

family.

through your employer,

legal arrangement would benefit you or your

Estate planning can be extremely complex,
and a single seemingly small mistake can

Adequate life insurance also is a must, says
Munro. “You need to provide the resources
for a guardian to cover the costs of daycare
or college.”

Collecting child support

Experts recommend carrying life insurance

Federal child support laws authorize various methods of collecting child

equal to six to 10 times your salary. Because

support, including intercepting the nonpaying parent’s tax refunds,

you’re a single parent, however, you may

garnishing wages, seizing property, suspending a business or professional

need more. The actual amount and the term

license, denying a passport application, or, in some states, revoking the

(length of policy) will depend on a variety of

parent’s driver’s license.

factors, including the number and ages of
your children.

State Child Support Enforcement (CSE) offices locate noncustodial parents,
enforce support orders, set up payment plans, and collect and distribute

Consult an attorney for advice about how to

payments. Assistance is free or low cost. Visit the Administration for

designate beneficiaries on insurance policies

Children & Families online and click on Child Support to locate the CSE

so that the proceeds are properly passed to

agency in your state.
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Useful resources
“Parent Savvy: Straight Answers to Your Family’s Financial, Legal & Practical Questions,”
by Nihara K Choudhri, Esq., Nolo, 2005
Wills, Trusts & Estate Planning, Nolo
Top 10 Ways to Prepare for Retirement, Department of Labor
“Living Well as a Single Mom: A Practical Guide to Managing Your Money, Your Kids, and Your Personal Life,”
by Cynthia Yates, Harvest House Publishers, 2006
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