Paying Off Debt
Maybe you do not have lots of debt issues or are spending within a comfortable range. Knowing your debt to income ratio is vitally important to keep financial goals in line with your spending.
Credit Card Tips
¢ Beware of skip-a-month payment offers. Remember, you still pay interest on your outstanding debt, and your
total interest costs continue to rise.
¢ While cash advances can look attractive, keep in mind that interest usually accrues from the moment you accept the cash. If you add in transaction fees, the annual interest on cash advances can be more expensive than
you think.
¢ Be prepared for credit card theft. Keep a list of your credit card numbers in a secure place. The list should include the name and phone number of each card issuer. Report lost or stolen cards immediately. If you report the
loss before a thief uses the card, you cannot be held liable for any purchases made with the card. If a thief uses a
card before you report it missing, the most you will owe on each card is $50.
¢ What is a grace period?
The amount of time, usually 20 to 25 days, during which you don’t have to pay interest on purchases made with
a credit card, if and only if you have no outstanding balance on your card.
Credit cards usually offer consumers a grace period. But many consumers don’t realize that if you owe anything
at all from a previous bill, you start paying interest from the moment you make a purchase. If you were wrong,
don’t be embarrassed. Eight out of 10 consumers surveyed who
knew they had a grace period didn’t know how it worked.
¢ When is the minimum the maximum? If you pay the
minimum monthly payment when you pay your credit card bill,
you are paying the maximum interest. In fact, when interest is
compounded, you could end up paying interest on your interest! The minimum payment might be convenient if it’s all you
can afford. But, whenever possible, pay as much as you can. If
you have an 18.5% interest rate card, it will take you more than
11 years to pay off a debt of $2,000 if you only pay the minimum balance due each month. During this time, you will pay
interest charges of $1,934, almost doubling the cost of your purchase. This calculation is based on making a payment that is
1/36th of the outstanding balance or $20, whichever is greater.
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Your Credit Score
The information in your credit report is used to calculate a statistical
credit score, usually ranging from 350 to 850. Credit scores help
lenders decide who is most likely to repay in full and on time. This
reduces the risk of losing money. Consumers with higher scores may
qualify for loans with the best terms and lowest interest rates. Scores
below 620 may mean higher loan costs. To improve your score, concentrate on these points:
 Pay ALL your bills on time.
 Keep balances low on credit cards and other revolving credit.
 Use a few credit cards consistently over time, rather than switching to a new card often.
 Apply for and open new accounts only as needed.
Are you in over your head? Are you spending more than 17% of your
net income on non-mortgage debt? If you are at 20%, any minor financial crisis could send you over the limit and you may begin to use
credit cards to purchase everyday necessities.
You can read more about credit scores at http://agrilifecdn.tamu.edu/urbantarrantfcs/
files/2010/06/Know-Your-Score.pdf
Getting out of debt takes a lot of self-discipline, but you can do it. You can solve most credit problems in two to three years if you are patient and stick to your plan until you pay all of your debts – no
matter what. A plan to reduce debts gives you a sense of control. Paying a little back is better than
just worrying or doing nothing. Many creditors are willing to work with you on your problems if you
notify them BEFORE bills are due and have a good plan. Do not avoid creditors.
If you are serious, STOP USING CREDIT NOW. Find ways to increase income, reduce debts
and create a written debt repayment plan. Remove credit cards from your wallet, make sure that
they are not easily accessible and vow not to use any other form of credit except in an extreme
emergency.

Creating Your Written Debt Plan
Having a written debt plan is an important step on our journey to managing your debt. This can be accomplished by following the steps below.
Begin by listing each creditor along with the total debt balance owed, the monthly payment due, months left to
pay, any overdue amounts and the interest rate you are paying. Use the chart provided in this issue or blank
pages you keep in your credit files to record this information. Be sure to list all debts other than your regular
mortgage or rent including the following:
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Credit cards - including charge and department store cards
Car loans
Personal loans
Rent-to-own agreements
Educational loans
Home improvement loans
Checking account overdrafts
Overdue utilities or housing

During the next week decide how much you will pay each creditor and how long it will take to pay each creditor. Try to set up a plan to be out of debt within five years. These methods may give you a few ideas about how
to decide:
Low Balance Method. Pay off bills with the lowest balance due. For example, if you owe only two more payments on your car or refrigerator, you may want to hurry and pay those off. Then the money you used for
those payments can go to pay off other debts. Which debts do you have that you can pay off in two or three
months?
High Interest Method. Pay off those debts with the highest interest rate first. Interest charges can be very
costly. Interest on some credit cards can be more than 20%. Paying off those debts with the highest interest
rates can free more of your money to pay on other loans. Which of your debts have the highest interest rates?
Most Important Method. Pay debts that are most important to your credit rating or to keep your family
safe. For example, you need to pay rent or mortgage or you will not have a place to live. If you don’t pay for
utilities, they will be cut off. You may need to make a payment on the car to keep it from being repossessed.
You may need to pay on a loan to prevent your wages from being garnisheed. Other debts may not be as important and can wait a while. If you owe on store and bank charge cards, try to make some payment on them
each month. Sometimes you can put medical bills on hold for a while, but notify the doctor or hospital of your
plans and your intentions to pay in the future. Which of your debts are most important?
Percentage Method. You may choose to pay a percentage of each bill due. This is particularly effective for
credit card bills. Paying only minimum balances due may keep you in debt for a long time. Paying 10% of each
credit card bill should have them all paid off within one year. If you can afford to pay only 5% of each credit
card bill, you can still be debt-free within two years. If you can’t afford to pay at least the full minimum payment due on important monthly bills, try to pay as large a portion as possible. Prorate your credit payments.
For example, if your income is $800 per month, you can safely afford to use 20% of $800 (or $160) for paying
debts. If your credit payments are $210 per month, you could divide the $160 (what you can afford) by $210
(what you owe) and pay about 75% on all your bills ($160 divided by $210 is 76%). If your car payment is
$100, you would pay 75% of $100 (or $75). If your store charge payment is $75, you would pay $56. Keep in
mind, however, that not paying the full amount as agreed can affect your credit rating.
To use the percentage or prorating method, you need to know how much you can afford and your total
monthly credit payments:
New Plan Method. You work with your creditors to set up a new payment plan for your debts. This idea
works well with utility companies when you have high winter bills and lower summer bills. Which creditors do

you think you could talk to about a new payment plan?
Debt Consolidation. WARNING!! This may appear like a great idea to relieve your credit debt, however, mixing the ‘wrong’ debts could appear on your credit report as you are in debt problems and change your score
and ability to get low cost interest rates. You get a loan to pay off all your debts. The payments on the consolidation loan would be less than your current monthly payments now because they are spread out over a longer
period. Monthly payments will be lower, but in the end it will cost more because you will pay more interest.

PowerPay
Debt Reduction Computer Program Getting out of debt is typically the best investment you can make. It may produce double-digit returns by reducing the amount of interest paid and the time it takes to get out of debt. The PowerPay© computer analysis can help you chart a course for debt free reduction. How does the PowerPay© computer analysis program work?

 This program requires commitment to stop borrowing and charging until current debts are paid off.
 As soon as one debt is paid off, you apply the monthly payments from that debt to the next highest interest rate debt.
 These payments are called power payments. The total monthly payment is not increased–only the distribution of
payments changes.
You can…

 Look at savings in interest costs and months to repay on loans, credit cards, and other debt.
 See impact of adding a little extra to the total monthly payments.
 Calculate savings from making a lump sum payment at a specified future date.

How do I get started? On-line: Enter your information and compute the results yourself. https://powerpay.org

Do not include bills you regularly pay in full each month. If you don’t know the balance owed, contact your creditor. The
phone number and address is on the payment slip you return with your payment. Many creditors also have toll-free
numbers.
Use the chart to the right
to record the creditor
name, remaining balance
on your loans, payment
amount, and the interest
rate. Filling out before you
to the Web site will save
you time.
For additional assistance,
contact your County Extension Agent – Family and
Consumer Sciences.
Powerpay Handout:
http://agrilife.org/
dollarsandsense/
files/2017/04/power-payworksheet.pdf

How can you pay off your debt?
The first thing to do is gather all your bills. Then prioritize repayments. Credit card companies require a minimum payment each month. Paying only the minimum, can take an extremely long time to clear your balance. Plan to do more
than “just the minimum”.
Choose strategies to cut our debts as soon as possible.
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Pay high-rate cards first (see below)
Pay off cards with the smallest balances first (see below)
Stop making new charges - take ALL credit cards out of your wallet, lock them up at work or hide from yourself
Stay flexible - If you find that you set unrealistic spending limits, REVISE your spending plan the next month

Keep your oldest best card - make sure one card you keep for emergencies has the BEST interest rate AND has longevity.
Once you have a plan, you have taken the first step to reducing your debt. Now the work begins - Don’t Give Up on
Yourself - Being Debt Free is Worth It!

Contacting Creditors
After writing your payment plan, it might be time to contact your creditors. Phone creditors first, explaining your
situation. Be prepared to explain why you have fallen behind, your current income, and how you plan to bring this
debt up to date and keep it current. Don’t wait for creditors to contact you! They will be more likely to work with
you if you contact them before bills are due. Some credit
card companies may ask that you ‘wait until you’re a 3-6
months behind’, which is not beneficial to the customer.
This is why it is important to have your own paper trail
with the creditor’s that you are working with to keep everything documented. You may also want to contact creditors in writing.
The sample letter shown is written in a way that business
people recognize. Adapt the letter to your needs. Place the
return address at the top of the page, list your address,
your telephone number, the date and your account number. Before you make any changes in your payment plan,
make sure that you receive a confirmation in writing from
the company that they accept your plan. Otherwise, you
could inadvertently put your account and your credit
standing in jeopardy by having a charge off or settlement
to your account and that negative information stays on
your credit report for at least 3 years. Be sure to send the
letter in a manner that you will receive a signature confirmation. Begin your own paper trail, so that you are covered in writing. This is NOT a time to do things via email,
not knowing for sure who, if anyone will get back to you.
Before you dispute a negative item on your credit report,
understand ALL credit laws in total. Unfortunately, scam
artists share half of the law and consumers end up in far
worse positions.
Sample Letter of Dispute/Checklist: http://agrilife.org/
dollarsandsense/files/2017/04/Dispute-Checklist-Dispute
-Letter.pdf

Week 4 Action Steps
Choose several of the action steps below that you can complete this week.

Did you order your credit report? If not, review, save or print off your report at the ONLY free
website www.annualcreditreport.com, only one, for example, print off or save the Experian
credit report. Need additional reminder? Sign up for Credit Check Up Campaign. http://
dollarsandsense.tamu.edu/credit check. August the same with TransUnion and
December Equifax and then repeat, that way you can monitor your credit report yourself.

The Texas A&M AgriLife Extension Service is a unique
education agency with a statewide network of professional educators, trained volunteers, and county offices. It
reaches into every Texas county to address local priority
needs. Texas A&M AgriLife Extension offers practical information for families: raising children, housing and environment, eating well, managing money, and staying
healthy.

The majority of the content in this newsletter was adapted with permission from University of
Arkansas Agriculture Cooperative Extension Service

Marian Ross
County Extension Agent
Family & Consumer Sciences
Tarrant County
200 Taylor Street, Suite 500
Fort Worth, TX 76196
817-884-1294
m-ross@tamu.edu

Angel Neu
County Extension Agent
Family & Consumer Sciences
Cooke County
301 South Chestnut
Gainesville, TX 76240
(940)668-5412
adneu@tamu.edu

