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INTRODUCTION 

Do you ever wake up at night worried about the financial setbacks and conflicts that you’re having with your creditors? Do you become aggravated over the fact that you never seem to have enough money to live on? What are you going to do to control the confrontations that erupt when you address the subject with family members? What steps can you take to eliminate the financial mess that you are in?

Unfortunately, tens of millions of Americans are in your shoes. Like you, they are headed for financial disaster if they don’t figure out a way to get out of debt.

The 250 Questions You Should Ask to Get Out of Debt has been written to answer your questions. As you read the material in this book, you will quickly learn how to assess the magnitude of your debt problems so that you can determine where you’ve been, how you got there, and, more important, where you want to go. When you plunge into questions about how to avoid debt traps and how to create a realistic spending plan that works for you, you will discover the answers you’ve been looking for. You’ll find out how you can dramatically improve the overall quality of your life once you eliminate your debt load.

This book contains all of the elements you need to consider to get out of debt and improve your financial well-being. Each chapter includes a set of questions that builds on what you’ve learned from the previous chapter. Based upon your own situation, select the chapters and questions that cover subjects that are most important to you. That will allow you to maneuver through your personal debt-related issues and make the right decisions to avoid economic catastrophe. The book is filled with real-world examples and supplemented with detailed “here’s why it works” illustrations.

Many answers are supplemented with related websites for additional information. As a bonus, you will learn the secrets of becoming financially independent, which are covered in the “Putting It All Together” chapters at the end of the book. The sooner you start mounting an assault on your personal debt, the sooner you will see your debt numbers heading down rather than up. When that happens, you will feel great.


PART 1 


Challenging 
Debt 


Chapter 1 
DEALING WITH 
YOUR DEBT 

 The average debt level of people just like you is a scary 20 percent of their disposable income, not counting their mortgage debt. The average American owes $9,000 on his credit cards alone and he’s lucky if he is just able to stay ahead of the bills. Only 1 percent of Americans are able to put some money away for savings. On top of all that, every American (man, woman, and child) owes $80,000 to Uncle Sam to pay off our insidious national debt. Over the past five years, the average total household debt (mortgages included) has soared from 60 percent to 75 percent of annual disposable income. These are just a few of the debt numbers that can make anyone become discouraged. Rather than dwell on them, let’s get an overview of your situation.

#1. What is the primary cause of personal debt?

Excessive spending is the primary cause. It has become as addictive as alcohol or drugs in this country. Like alcohol or drugs, debts can interfere with every aspect of your life including damaging relationships with those who mean the most to you. Americans owe more money now than ever before. As you read through this chapter and assess your current debt situation, take an honest look at your spending habits. Do you have a spending plan that’s written down and that you follow? How much are you spending every month by expense categories? Before you can solve any of your debt problems, you need to understand how you got into trouble in the first place. If you don’t take the time to determine how you got into debt, then in all probability, you will repeat the same mistake again and again.

Think back to the point in time when you were able to live on your salary without having to borrow extra money. What happened that sparked your debt problem? Maybe you lost your job? Was it when you bought that fantastic car that you couldn’t afford? When the issuer doubled the credit limit on your credit card, did you go on a spending spree? Maybe your debt problem was caused by a combination of things.

#2. Exactly what is personal debt and how does it affect my credit?

Debt is the amount of money you owe someone, to be paid off usually with interest within a specific time period. It’s money that you have already spent, to be paid back with dollars that you will earn in the future. Credit is the opposite of debt. It represents the potential to borrow money to buy something. When you use credit, you create debt and when you pay off debt, you create credit. Maintaining a healthy balance between the use of debt and credit is a critical component of a sound money management plan.

Credit is generally thought of as a good thing and most debt is considered a bad thing. Some people get confused about this relationship. They’ll acquire all the credit cards they can so that they can display them to their friends and brag about how much credit they have. At the same time, they will run up excessive debt to impress lenders about their ability to repay loans. Needless to say, that is not the way to impress lenders.

#3. How do I determine if I have a serious debt problem?

People with serious debt problems often panic and move too fast to solve a problem that has been with them for years. They’ll quickly pay off the wrong kinds of debt without assessing their entire financial situation. In most cases, short-term fixes won’t make their debt problems disappear. To determine if you have a problem, check the following warning signs. If three or more signs apply, you may have a serious debt problem.

1. Always juggling payments or stalling one creditor to pay another and consistently receiving past due notices on your bills.

2. Failing to save a consistent amount of money each month. You’re unable to save at least 5 percent of your paycheck each payday.

3. Charging more each month than you make in debt payments and having more than five credit cards.

4. Taking longer and longer to pay off your debts and using credit card cash advances to make payments on other debt accounts.

5. Always running out of money before payday and bouncing checks on a recurring basis.

6. Not knowing how much money you owe and searching through your junk mail to find applications for new credit cards.

7. Charging purchases like groceries that you used to pay for in cash.

8. Paying the bare minimum allowed on your debts (e.g., credit cards) every month.

#4. What do people who get into debt have in common?

People who get into excessive debt are all addicted to overspending. The inappropriate use of loans and credit cards is one of the primary reasons why people encounter major debt problems. When their wallet is nearly empty and their checkbook balance is low, they should know they’re nearing their spending limit. But if they can easily turn to their credit cards, they can go into an overspending mode without realizing it until the bills start coming in.

Good credit management requires planning and constant monitoring. Take a look at your current credit situation. Do you know how much you pay out each month on credit cards and loan obligations? Are your total debts in line with your disposable income, which is the dollars you have left after taxes have been deducted from your paycheck? (Less than 10 percent is recommended.) Do you have money in a savings account that you can use to cover financial emergencies such as a job loss or sudden medical bills?

If your credit picture isn’t clear in your mind, it’s time to organize your thoughts and take a closer look at where you’re going financially. Overspending and living beyond one’s means combined with a lack of awareness, self-control, and commitment will create excessive debt at an alarming pace. You can access a debt calculator at http://cgi.money.cnn.com/tools/debtplanner/debtplanner.jsp that will help you project when you will be debt free.

#5. Why do a lot of people fail to ever get out of debt?

People who are always in debt refuse to set up and actively maintain a monthly budget. The term “budgeting” makes their blood run cold. You’ll often hear them say, “There is no way I will ever start maintaining a budget because I don’t want to know how bad off I am financially.” Unless you were raised by financially conscious parents, the disciplinary act of budgeting and being accountable for what you spend is a scary process for most people to consider. For many, it uncovers the reality that they don’t have enough money to make ends meet. Overspending demands that they need to immediately start spending less, that they stop buying all the things that they believe they can’t live without. Unfortunately, they are not willing to do that and would prefer to remain in debt for the rest of their lives. You can view a sample budget on the Internet at www.personalbudgeting.com.

#6. Why am I paying more for a loan just because I owe more than what I should?

If your potential creditors believe that you have accumulated an excessive amount of debt, they will either refuse to extend a loan to you or they will charge you high interest rates. This determination is made from your credit score, which is disclosed to them by credit agencies. Your creditworthiness is based on your payment history, income, potential debt, and the number of years you have been employed. The best score is 850, and 300 is the lowest score you can have. For a small fee, you can find out what your score is at www.myfico.com.

#7. Is bankruptcy a good alternative way to get out of debt?

If your financial situation seems hopeless, you may want to consider bankruptcy as a way out. Before you file for bankruptcy, discuss the consequences with your spouse, close family members, and friends. Regardless of what you may have heard, bankruptcy is not a simple solution. Your credit rating will be severely tarnished for seven to ten years and you will be required to pay high interest rates on any loans that you’re able to get after declaring bankruptcy.

When filing for bankruptcy, you file for a petition under the federal bankruptcy law. Although you can file by yourself, you are much better off retaining the services of a bankruptcy attorney. You and your attorney draw up a petition listing your assets and liabilities. You submit the petition to a U.S. District Court judge, and if the judge accepts your petition, some of your assets could be sold by the court to pay off your creditors. The court then wipes out most or all of your debts except:
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If you are interested in learning more about bankruptcy, visit the website www.bankruptcyinfo.com and see Chapter 8.

#8. Is there such a thing as good debt?

There are two basic types of debt: unsecured debt and secured debt. Unsecured debts are those that are not backed by collateral. Because there are no assets behind unsecured loans, lenders realize a bigger risk from borrowers and therefore charge a higher interest rate for the loan. Credit card debts and personal loans are examples of unsecured loans. Secured debts are backed with collateral, which reduces a lender’s risk. They can therefore charge a lower interest rate for the loan. For this reason, secured debts are considered good or preferred debt over unsecured debts. Home mortgages and most car loans are examples of secured loans.

#9. What can I do now to begin getting out of debt?

Getting out of debt when you’re “up to your neck” in bills may make the goal seem impossible to reach. You may have taken out several easy payment loans when your income was in line with your expenses. But now, with the cost of everything on the rise, those once-easy payments are harder to make. To get out of debt, stop charging your purchases and do not open new credit accounts. If you are not sure you have the willpower to stop charging, remove all of the credit cards in your wallet and cut each one of them into small pieces.

#10. What is a spending plan and do I need one?

A spending plan shows you how you will spend your money on a daily, weekly, and monthly basis. It is itemized down to what you plan to spend on any given day. Do you need one? The answer to the question is an emphatic YES. If you don’t have a plan that’s in writing (one in your head doesn’t qualify as a plan), you will substantially reduce your chances of ever getting out of debt.

One of the first things you need to do to set up a spending plan is to determine what your credit limit should be. The total limit available to you may be more than you can handle. It’s up to you to establish the credit limit that is acceptable to you and record that number in your plan. One way to determine what your personal credit limit should be is to figure out how much you can afford to pay each month for credit purchases. Review your monthly debt payments as well as your total outstanding debt. Once you establish your personal credit limit, plan your credit spending so that your total payments do not exceed this amount. If you are interested in learning more about “getting out of debt” plans, visit Quicken’s website at www.quicken.com/planning/debt.

#11. If I decide to set up and maintain a spending plan, what will it help me accomplish?

A spending plan is an active strategy you use on a daily basis to help control your spending habits so that you can meet your financial goals. It starts with a commitment you make to yourself, like: “I want to save and invest some of my income to live better and become financially independent.” When you activate your plan, it will help you discriminate between what you need and what you want. Here are three things a spending plan will help you accomplish:
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Chapter 2 
DETERMINING WHERE 
YOU WANT TO GO 

People often take a hasty approach in solving their debt problem. As a result, they end up paying off the wrong debts, in the wrong order, and at the expense of more important financial matters. A better approach is to first assess your overall financial situation before you start challenging your debt. You can’t make smart debt management decisions in a vacuum. Your other financial goals like retirement can have a profound impact on which debts you pay off and how quickly. Make sure you have enough saved up to cover financial emergencies like car repairs. This chapter will help you determine where you want to go and what the best way is to get there.

#12. How do I start to understand my debts?

To get started, you need to know exactly what you owe by account. For each debt, write down the current balance owed and whether the loan is an installment or revolving loan. Revolving debt includes credit cards where you have a credit limit that you can draw on. Paying off revolving loans generally increases your financial flexibility because you can always draw on that freed-up credit line if you need it. What is the interest rate you’re paying and is the rate fixed or variable? Credit cards are typically variable since the rates can change at any time. Installment loans usually have a fixed rate unless you took out an adjustable-rate loan (e.g., a home mortgage). Installment loans include mortgages and car loans where you have a set schedule of payments to make and a specific payoff date. An installment loan is for a specific purpose and is gradually repaid in full—there is no freed-up credit line to draw from. Is the interest on a given loan tax-deductible? If you pay a loan off, are there any prepayment penalties? What is the minimum amount you are allowed to pay for each loan? Your worksheet might look something like the following:

Debt Repayment Worksheet 
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#13. How do I determine where I am and where I want to go financially?

Go through your bank statement and write down what you spent your money on over the past three months (e.g., food, entertainment, credit card interest, living expenses, etc.). How much money did you make, and did you have enough to cover all of your expenses? Did you spend more than you made? If you spent less than you made, what did you do with the extra money? That exercise should help you determine where you are today.

Now, where do you want to go? Set meaningful, specific financial goals, with a designated completion date assigned to them. For example, if your goal is to reduce your debt by $10 a day so that you can pay off a credit card, what steps will you take to make it happen and when will you start? If you are living above your means, figure out a way to live within your means. You must figure out how to live on what you make if you want to gain control of your finances.

#14. What are some of the steps I can take to .reduce my expenses?

For most people, cutting expenses is a lot easier than raising their income to get out of debt. Name any expense that you have and there is probably a way to reduce it. The following lists will help you get started on expense areas to consider.

Housing and utilities 

Opt for higher deductibles on your homeowners or renters insurance.

Turn your thermostat down in the winter and up in the summer.

Drop premium channels from your television and telephone service.

Transportation 

Increase the deductibles on your auto insurance policy.

Start carpooling to work and use public transportation.

Food 

Pack a lunch to work and eliminate eating out at fast-food restaurants.

Use weekly grocery store circulars to see what’s on sale and plan your meals accordingly.

Clothing 

Check out consignment and thrift stores for gently used items.

Know what looks good on you, and stick to classic styles rather than chasing trends.

#15. What are some of the areas that I need to consider to make some extra money?

At a minimum, you should be able to identify money-saving plays that you can put into your game plan. First determine how you can make some extra money. Getting rid of an unneeded vehicle could allow you to raise some significant cash to retire some of your debts and reduce monthly expenses. Perhaps a yard sale is what you need to get rid of the clutter around the house and make some money at the same time. Have you thought about taking a part-time job? Check out every overtime option where you work. Read the “part-time” work ads in the classified sections of the local newspapers to find an opportunity to make some extra money.

#16. What is a financial planner, and do I need one? 

A financial planner makes a living assisting people in developing and implementing customized financial plans. A good financial planner works with you on an ongoing basis to help build your portfolio. Certified financial planners must take a five-part course, pass a ten-hour exam, and complete fifteen hours of additional training a year to become certified. Many financial planners have security licenses, which allow them to sell you the financial products they recommend. Most of us don’t need the services of a professional financial planner on an ongoing basis. A periodic consultation with your accountant may be sufficient to manage your debt since basic financial planning isn’t hard to do. Under certain circumstances, you may need to work with a financial planner on a recurring basis if:

1. You earn a good wage but cannot manage to save anything on a regular basis, or, to make matters worse, you don’t even know where all your money is going.

2. You’re facing a tough financial question that you feel can’t be answered without some expert advice. For example, your company is “downsizing” and has offered you an early retirement buyout. However, you still have fifteen years left in your career. Should you take it? You may need advice from a financial planner.

3. You’ve got a savings and retirement plan in place that is just sitting there without any help from you and it’s making some money. Should you leave it alone or start playing an active role in managing your investments with the help of a financial planner?

#17. Will inflation help me get out of debt?

Americans unfortunately have been sucked into the inflation scenario: “Finance now and pay off later with cheaper dollars.” That might work if your income increased at the same rate as or a greater rate than inflation. Unfortunately, for most of us, it never has and probably never will. Stagnant economic conditions resulting from significant price spikes in the necessities of life like gasoline and food always add to the debt burden of everybody because inflation erodes the buying power of everybody’s paycheck. Don’t let yourself get sucked into the “buy it now before the price goes up” hype or you’ll just dig yourself into a deeper debt hole.

#18. How might my financial outlook change as I get older?

As you progress through life—which is a diplomatic way of saying “as you get older”—your financial needs will change. When you’re young, the last thing you probably want to think about is retiring. You’re more concerned about buying a house, raising a family, and acquiring all the material things that you deserve. As you get older, you will face a crossroad in your life. You can either continue to acquire more material things or you can start making an effort to plan for your future by saving money for your retirement. If you wait until you get older to start saving, time is not on your side.

#19. Do banks have money management counselors who are worth talking to?

Yes, but you will have a tough time getting access to one. Most big banks are focused on delivering profits to their investors at the expense of the customer service that they’re willing to provide for their “regular” customers. Unless you can bring an exceptional amount of business into the bank or make a substantial deposit, you won’t have access to their money management staff. Small local and regional banks might offer you more personal finance services and advice. At a minimum, you will need a checking account with some form of overdraft protection, a savings account, direct deposit options, a debit card option as opposed to a credit card, and free access to conveniently located ATMs.

#20. Are there questionable get-out-of-debt deals that I should avoid?

Beware of those “experts” who con people into quick get-out-of-debt schemes. Get-rich-quick e-mails, investments that can’t lose, gambling, and even chain letters may tempt you off the slow and steady path to getting out of debt. Just remember that every dollar you waste on a fly-by-night solution is a dollar that won’t get you closer to your goal. Call the nonprofit Consumer Credit Counseling Service (800-388-CCCS) for help. Most of their 1,300 national offices offer free counseling and will help you trim your expenses, plan a budget, and even help you negotiate better terms from your creditors.

#21. Is my standard of living disrupting my ability to get out of debt?

The two prevalent reasons most people fail to get out of debt are (1) they lack the personal commitment to make it happen and (2) they can’t control their excessive spending habit to fit within a standard of living that they can afford. They continue to write checks and charge credit cards without any regard for how they’re going to pay for it. They are infatuated with doing whatever it takes to maintain their perceived high standard of living in the short run with little or no thought for the long-term consequences of their actions. They’d rather not think about the long term. Once they get used to their short-term standard of living, they are caught up in a vicious circle. Their short-term debt gets bigger and bigger, and their long-term financial needs get farther and farther away.
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