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1 THE WHOLE TRUTH: FACING AND ORGANISING YOUR DEBTS


 


 


If you are buying this book, either you or someone you know is having problems, perhaps severe problems, with debt. You are looking for a way out of the financially and emotionally stressful situation in which you find yourself day in and day out. Or you want to give someone you care about – your spouse or partner, your child, a relative or a close friend – a tool that will help them find a way out of their situation and begin to set things right.


     This no-frills mini guide is written for the person who needs to face the stark truth of his or her troubling financial situation and who wants to do something about it. In short, the person is ready to take action. Don’t expect a magical remedy: I’m no conjurer. Don’t expect a totally painless solution: I am no anaesthetist. And don’t expect everything to go smoothly: you are human after all. What you can expect from this book is practical and empathetic guidance about getting your debts under control, paying them off and giving yourself a fresh start – this time on the right track. As you make progress, I will also help you cope with and learn how to manage the emotions related to money that will most likely be your greatest nemesis – silent, but always present.


     The most important key to getting out of debt, no matter how huge, and staying out is keeping yourself motivated. It will take more effort and discipline – mentally and emotionally – than you can probably imagine at this point. Importantly, do not let yourself focus repeatedly or obsessively on the restrictions that are a necessary part of rectifying your situation.


     In the early stages of taking control, your rebellious or contrarian tendencies can seduce you. They will cause you to throw caution – and your money – to the wind. You’ll want to say to yourself, ‘Oh, sod it!’ as you order another glass of wine, buy a new piece of clothing you know you can’t afford or write another cheque that will take you even deeper into your overdraft. You might even decide to get another credit card – always ‘the last one’ – just to get you through another difficult patch. You will know in your gut that you should not do any of these things. But you’ll do it just to show that you can, just because it is easy, or just because it makes you feel better at that moment. However, what you are really doing is adding to the frustration and stress in your life.


     Keep yourself motivated by focusing on how much better your daily life will be when your finances are in order and the bills are being paid on time.


 


• Focus on the progress you are making when you see that the amount of your indebtedness is declining each month. It will probably be slow at first, but over time the speed of your financial recovery will increase.


• Focus on the freedom you will feel when you are, firstly, out of the intense stress of having the debt collectors constantly on the other end of the phone and, secondly, free of all the bad debts that had imprisoned you and severely limited the choices you could make.


• Focus on the time when you will be able to open the mail or answer the phone without dread, go on a holiday that you know you can pay for, or change jobs without feeling such a move is too risky.


 


This book will help you (or someone you care about) remove the burden of debt. The contents list lays out the seven stages of successful debt recovery. As you read about and begin taking the necessary action, you will undoubtedly notice that I use two voices in the book. These different tones reflect my experience in dealing with people with various amounts of debt. In the early stages, when people are in trouble and want a solution desperately, they want to be told exactly what to do. The voice of a strict teacher is appropriate.


     However, as soon as people begin successfully accomplishing some early-stage tasks, they start to feel in control and no longer respond well to finger-wagging. Instead, they want the voice of a companion. This voice enumerates the choices available, helps them evaluate which option is most suitable for them and then supports them as they find and travel on their own path. This second voice acknowledges two important changes that occur in you, the person who is now getting out of debt. Firstly, it recognises that you are making positive steps toward taking back control of your financial life. Secondly, it recognises that you are developing the ability to make better decisions than you did in the past. If you were to trip or encounter some unexpected situation, you now know how to implement the financial restraint that will enable you to recover and continue to move forward.


     Many of us make financial mistakes (e.g. taking out a larger educational loan than you really need and using the money inappropriately) and missteps (e.g. spending an anticipated pay rise and then not getting it). But none of us need to be held hostage to those mistakes or to the interest they are costing us every single month. By using this book, one of the helpful organisations listed in it or some other source to help you pay off your debts, you will create your own new beginning. And from this point, you can assemble a different and better financial life for yourself, one that is practical, more effortless and sustainable for your long-term financial well-being, however you define that for yourself.


     Stay motivated. Stay focused on your debt-free future. You can do it. And you must do it, for yourself.


Getting Started


Anticipation is often worse than reality, but sometimes it’s not. When you’re in debt, it’s terrifying to think about the big picture. The whole truth and nothing but the truth may cause you to have nightmares about losing your much-loved home, being overwhelmed by huge stacks of unpaid bills or having debt collectors and bailiffs who look like Jack Nicholson in The Shining appear at your door. That’s why we will begin with a gentle, but no less eye-opening, first step.


     This approach is based on something I learned when I was growing up on a subsistence plot of land in the Florida panhandle. Each day we used a hoe to chop the weeds out of what seemed a large vegetable garden to my young eyes. There were so many rows to be weeded that just thinking about the task felt overwhelming. This dread was heightened by the fact that I always knew that once I finished all the rows, I would have to start all over again because the weeds never stopped growing. To get the job done without the frustration, I was given the following advice: ‘You can’t think about the whole field at once. Just take it one row at a time.’ That’s what this book will do for you. It will teach you how to remove debt from your life one payment or one negotiation at a time.


     As you go along, don’t waste your mental energy trying to guess the outcome. It may be that a simple rearrangement of your financial affairs will lift you out of your crisis. Or it may be that more drastic measures are called for. Just take each step diligently and gradually your path to getting out of debt will emerge.


     The time it will take you to complete the tasks in this chapter will depend on how organised you’ve been about keeping track of your financial statements and bills. There are people who throw everything into a dresser or desk drawer, those who get their bills mixed up with the newspapers and ‘inadvertently’ throw them out with the rubbish and those who get so freaked out that they do not even open any letter that vaguely resembles a bill. No matter how you’ve dealt with your bills in the past, today is your first step toward a new beginning. It’s time to see exactly how much debt you are in. No more ‘almost’, ‘about’ or ‘around’ when you’re asked how much you owe. You must know the exact figure.


How Much Do You Really Owe?


You’ll need paper, pens, a calculator and copies of the tables on pages 8 and 14. (Please enlarge these if you need to.) If you are good at using your personal computer, you can create a spreadsheet for this step. This will certainly make doing the calculations much easier.


     Next, get copies of all your outstanding bills, the most recent credit-and store-card statements, loan statements, hire-purchase agreements and any other debt you have. You must include every single debt. Do not forget about money borrowed from family and friends. Unless they have specifically said otherwise, they are expecting you to repay these loans. Also include any council tax arrears, any VAT or income-tax payments if you are self-employed: all monies that you owe. If you cannot find a recent statement, call the companies concerned and ask them to send a copy of an up-to-date statement (some companies charge for this) or to give you the specific details you need to complete the spreadsheet. If you share debts with a partner or spouse, he or she should do this exercise with you. It is important to make sure that this person has not taken out any debt in both your names that you do not know about.


     Once you have gathered all the information together, fill in the table on the next page. The names provided in the first column are intended to show you the types of debt that must be included. Enter the specific company or person’s name in the first column when you fill it in.


Calculating Your Debt


[image: ]


 


     At this point, it is important to pay attention to the last two columns. Look at the total for the outstanding balance and for the minimum monthly payment. The sight of such a large number for your total outstanding balance may make your situation seem hopeless because you can’t imagine when you’ll earn enough money to get out from under this massive mountain of debt. If you are like some people who are in debt, this total is probably close to or exceeds the amount that you earn annually from all of your sources of income. (We’ll see if this is true later in this chapter.) But do not get depressed or become resigned. Not all debts are equal. There is good debt and bad debt.


Good Debt


Three types of debt are generally considered to be good debt.


Mortgage Loan


This is the debt on the house in which you live and perhaps a holiday home. This is good debt for two reasons. First, it is secured. This means it is backed by the value of the property you own. If worst came to worst, you may be able to pay off the entire loan by selling the property. Second, paying a mortgage is considered to be a form of enforced saving. As you are paying off the mortgage capital plus interest, the value of the property should be increasing at a faster rate than the cost of the money you have borrowed. Over time, the increase in the value of the property can provide a substantial return, or profit. This same logic can be applied to a holiday home or flat. However, once a person purchases more than two houses, he or she may be concentrating too large a percentage of their assets in property. This may expose their money to a higher degree of potential loss than is apparent. Remember the old adage about too many eggs in one basket.


Student Loan


A student loan is unsecured. This means it is backed only by your good-faith promise to repay it. These loans are a reality of university education because the days when the state could afford to pay for everyone’s education are gone – and will probably never return. Borrowing money to pay for one’s education is good debt because you are in effect investing in yourself – your professional growth, and your future earning potential. The real problem is that some young people overborrow on these loans because the interest rates are low. In short, it’s a cheap way of borrowing. They then use the extra money to buy a new car, for example, or pay for a nice holiday. Essentially, they use it to pay for a lifestyle, not an education.
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