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Debt

According to the 2015 American Household Credit Card Debt Study, the 
average household debt…

Credit cards $15,762 
Mortgages $168,614 
Auto Loans $27,141 
Student Loans $48,172

As a nation and as consumers debt has gotten away from us. Managing your debt is one of 
the most important aspects to a maintaining good positive cash-flow.
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Debt
Charge Cards vs Credit Cards vs Debit Cards

Charge Card
Allows you to make purchases where the card is accepted, but usually requires to pay off your balance 
in full each month. Charges are approved as they occur. Spending limit is usually based on your past 
credit and payment history. Just like credit cards, charge cards also offer rewards programs for 
spending on the card. Charge cards can be more difficult to get because they have higher credit score 
and income requirements.

First Choice
If you can get one, consider using a charge card for most of your everyday purchases. Find one with a 
good rewards program, and be sure to monitor your spending so you have enough to pay it off at the 
end of the month.

Credit Card
Allows you to make purchases where the card is accepted up to a predetermined spending limit. A 
minimum payment is due each month based on the outstanding balance and any finance charges. Any 
balances not paid by the due date incur interest charges.

Second Choice
A credit card with a good rewards program would be my second choice. Don't let balances linger, be 
sure to pay off your balance each month to avoid getting hit with interest charges.

How do they calculate my minimum payment?
Your minimum payment may vary from card to card, but generally you minimum payment will be 1-3% 
of your outstanding balance plus any outstanding interest charges and fees.

For Example… If you had an outstanding balance of $10,000 you could expect your minimum payment 
to be about $100 to $300 per month.

Debit Card.
Allows you to make purchases where the card is accepted up to the available balance in your checking 
or savings account where the debit card is drawn from.

Debit cards may leave you more exposed to fraud versus a credit or charge card. If someone gets
ahold of your debit card and makes a bunch of purchases you may have a hard time getting that money 
back. Credit cards often have a zero fraud liability clause built into the card.

If you are going to use a debit card, use one on an account that is not attached to your primary 
checking, and keep a low balance in the account. That way if someone does get ahold of your card, the 
risk is limited to the amount you have in the account, and its not going to cause you to bounce a bunch 
of checks.
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Debt
Using your Debit Card as a Credit vs Debit

Many debit cards come with a visa or master card logo, so you can use your debit card just like you 
would use a credit card, without having to enter your pin.

So whats the difference?

First of all, using your debit card as a credit transaction, may give you more protection similar to a 
regular credit card, which is why I always recommend using it this way if you have the option. Check 
with your account service department to find out the rules for sure.

The other difference has to do with when the transaction is actually processed.

· When you use your card with your pin number the transaction is processed immediately and the 
transaction is deducted from your account balance right then and there.

· When you swipe your account as credit, the transaction usually gets batch processed at the end of 
the day. You should always keep track of your balance. Because the transaction is processed at the 
end of the day, it is possible to overdraw your account.

FYI: Merchants pay a higher fee when you run your debit card through as credit instead of 
as a debit using your pin.
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Debt
Debt Rules

Skip the 0% financing
Today it is very common to see 0% financing deals on consumer goods like appliances, electronics and 
furniture. Although this may seem tempting, especially when they tell you you don't have to make any 
payments for a year or longer, these deals often have lots of fine print that could cost you money.

Sometimes if you don't have your balance paid in full by the time the interest rate offer expires, you 
may be charged interest retroactively on any remaining balance on your account. Usually at a pretty 
high rate.

When my wife and I got married, we bought some furniture on a 12 month 0% financing offer. I was well 
aware of some of these tactics and so I paid the bill in full about 6 weeks before the end of the offer 
period. The next month I received a bill in the mail saying I owed $0. I thought ok, they are just letting me 
know its all paid off. The next month I received a bill for $25, which was a late fee for not paying my bill 
the month before. Even though I called to take care of it right away, this kept happening for several 
months until it was finally resolved. They apologized, and basically told me that hardly anyone pays 
these things off before the end of the promotional offer and their system didn't know how to handle it.

Today I never take advantage of promotional offers. When interest rates are high you could argue that 
you are making some interest on your money while your waiting to pay the loan off. With todays interest 
rates you're likely to only make a few dollars at best.

My advice. If you can’t pay cash for it now, don't buy it. If you're buying something that has a really 
good promotion ask them what they can do for you if you don't take the financing option. Maybe they 
can offer an additional discount or throw in something else for free.

Good Debt/Bad Debt
Some people are fooled into thinking some debt is good debt because they can deduct the interest they 
pay off of their income taxes. I think some people believe that somehow they are getting something for 
free or that the interest doesn't matter because they get it back on their tax return.

This is simply not true. All interest that you pay costs you money.

Here’s an example.

Lets say you pay $5,000 per year in mortgage interest on your house. If you itemize your deductions 
you can deduct the $5,000 from the amount of your income that you pay taxes on. If you were in a 
combined state and federal income tax bracket of 25% you would actually get back an extra $1,250. 
But that still means the debt cost you $3,750.

Obviously this is better than not being able to deduct the interest, but don’t be fooled into thinking the 
debt is good debt just because you can deduct it.

The only good debt is if someone else is paying your debt, like a tenant on a rental property!
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Debt
Debt Rules (cont.)

Don’t ever open a store or merchant credit card!
It seems like every time you go to check out at a major store these days they ask you if you would like 
to open a store card to save an extra 10-30%. Even though sometimes the discount may be very 
tempting I never go for these types of cards. Once you have made that first transaction thats pretty 
much it, and now your stuck with this extra card in your wallet.

Once you sign up for the card, now you will be on their mailing list for all of their special promotions, 
which will only encourage you to spend more money with them.

My advice. Don't ever open a store or a merchant credit card. The discount offer is hardly ever worth it. 
Besides store cards are notoriously among the highest interest rate cards out there. Use a universal 
rewards card instead to accumulate points towards travel or cash back rewards.

Use a rewards card and pay it off every month.
Today there are dozens of rewards types of credit cards. Some pay you a percentage of your cash 
back, some give you points that can be redeemed towards travel or other merchandise. All of this is 
designed to entice you to spend more money.

Using credit requires discipline, but if you can be responsible, consider using a credit or charge card for 
as many of your everyday transactions as possible for several reasons.

Tracking.
Using a credit card for everyday transactions like buying groceries, filling up your car with gas, or going 
out to dinner allows you to easily track where your money is going every month. Many cards now 
automatically breakdown your expenses by category and some will even provide you with a year end 
report of all of your transactions for the entire year.

Rewards
As long as you don't get carried away with the rewards and start spending more money than you 
should, this is a nice additional perk for using the card to buy things you were going to buy anyway.

Over the last several years our family has been able to use rewards points to fund a majority of our 
family vacations, including hotel and airfare.

Simplifies bill payment
Another advantage of using a credit card for most of your transaction is the convenience of just writing 
one check to the credit card company every month instead of many checks.

Fraud Protection
If you lost your wallet with a bunch of cash in it, chances are, even if you did get end up finding it, the 
cash would be gone. On the other hand if your credit card was stolen or lost, even if someone did use 
your card, the credit card company would not hold you responsible.
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Debt
How to Pay off your Debts Fast

Step 1. Make a list of everyone you owe money to.
The amount owed, the interest rate and the minimum required payment. Add up the total balances of all 
your debt. Then add up the minimum payments for all of your loans including your mortgage, auto
loans student loans, credit cards and any other loan you may have.

Step 2. Call Your Lenders
Surprisingly many lenders are open to renegotiating the rates and terms of their loans. All you have to 
do is ask, and all they can say is no. So there is no reason not to, and it can save you a lot of money, 
and help you get out of debt faster.

Ask for a Rate Reduction
Call every one of your lenders and ask if you can get your interest rate reduced. Be nice, tell them you 
want to start aggressively paying this balance off. If you have been making payments on time or have 
been a long standing customer make sure to point that out. Don't make it easy for them. If they don't 
make an adjustment ask them if they are sure there is nothing they can do for you.

If you don't have any luck, ask to speak with a supervisor and ask them. Remember, being nice goes a 
long way. Try to make it personal. Ask where they are based, then you could make comments on the 
weather etc. The more personal you can get with the agent the better your chances of getting a rate 
reduction.

If they accommodate a rate adjustment ask for how long will your account be at that rate. Write that 
down.

Ask about Balance Transfer Promotions.
Also be sure to ask if they have any rate promotions for balance transfers. Assuming you have room 
within your credit limit.

Be sure to ask…
Is there a fee for accessing the promotion? Sometimes you could be charged a one time fee of 3-5% of 
the amount you transfer. Ask if there is any way to eliminate the fee. If not ask if it can be reduced.

How long is the promotional rate good for?

How much do you have available to transfer if you decided to do it?
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Debt
How to Pay off your Debts Fast (cont.)

Medical bills are among the top reasons people declare bankruptcy. They can add up fast and become 
pretty overwhelming. If you have medical bills that you cant pay, you need to be proactive. Call on your 
medical bills and tell them that you want to pay but you don't know how.

Fortunately many hospitals and doctors offices are very willing to work with you. Tell them your story, 
be honest. Let them know that you want to pay the debt down, but cant afford the full amount. Ask if 
there is any opportunity to pay a reduced amount. Sometimes medical providers will reduce the 
outstanding balances, you just need to ask.

After asking for a reduction in principal, if you cant pay the amount in full you will need to make 
arrangements to pay it off over time. Rather than putting these expenses on a credit card at what will 
likely be a high rate of interest, your medical providers may be willing to work out a more favorable 
arrangement, often at no interest. Just be honest with them and tell them how much you think you can 
afford to pay each month. As long as you keep up with the payment schedule you worked out, you can 
likely keep your credit report clean.
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Debt
How to Pay off your Debts Fast (cont.)

Step 3. Refinance and or rearrange your debt.
After calling all of your lenders to see if there is any possibility of reducing your rate, the next step is to 
see if any of your debt can be refinanced at a lower rate. the goal here is not to reduce your payments, 
but rather, reduce the amount of interest you are paying each year, so you can pay the debt off faster.

Use a low rate Home Equity Line of Credit to pay off high interest credit cards
This can wipe the slate clean of all of your credit card debt and probably give you a lower interest rate.

If you use this strategy I have 2 rules…
1.  Even though your minimum payment will likely be lower, continue making the same total payments 

to the home equity line that you were making to the credit cards before you consolidated them. With 
a lower interest rate you will pay that debt down faster, but only if you make your same minimum 
payment.

2.  Stop using your credit cards. I have seen countless examples of someone who thought they were 
doing the right thing by transferring credit card debt to a low interest rate HELOC, only to find 
themselves in a worse situation down the road. A brand new pile of credit card debt, this time with 
the HELOC debt on top of that!

Taking advantage of the 0% cost offer.
If you have a zero percent balance transfer option it could save you some interest by transferring a 
balance with a high rate to the promotional offer. Be sure to understand the details of the offer before 
accepting it, including what interest rate you will pay when the promotional rate ends.

Here’s an example.

Lets say you have a credit card balance of $10,000 which has an interest rate of 15% and you are 
currently making a $250 monthly payment.

If you transferred the balance to a 12 month zero percent promotional offer, even if you had to pay a 
4% transaction cost, it could still save you some money.

Current card at 15% interest. By making a $250 payment each month your $10,000 balance will be 
down to $8392 at the end of 12 months.

New card with 0% promotional offer and paying a $400 transaction cost. Your beginning balance of 
$10,400 would be down to $7400 by the end of the year. Almost $1,000 less!

Be sure to check what the interest rate will be when the promotion ends. If its higher than what you 
were paying on the old card, then it may not make sense. Also, if you miss a payment or are late, your 
promotional offer can end prematurely, often sticking you with a high interest rate, sometimes as much 
as 24% or more.

Remember that this example is for illustrative purposes only. Your results will vary based on the terms 
and conditions available to you.
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Debt
How to Pay off your Debts Fast (cont.)

Step 4. Calculate your Cash-Flow Efficiency Score and Create your Pay-down Strategy
Now that you have rearranged your debt to take advantage of interest rate offers and refinanced your 
debt where you could, its time to create your pay down strategy. Although many people begin by simply 
paying a little extra on all of your debts, it is usually better to focus all of your extra principal payments 
towards just one of your loans, until that one is paid off, while making just the minimum payments on 
the others. When you pay a little extra on all of your loans, it can be hard to see any real progress. This 
focus approach gets you to a small success faster and lets you build momentum.

Decide how much you are going to allocate towards your debt every month.
The amount you decide to allocate towards your debt should be reasonable and at least as much as 
your minimum debt payments before you went through the restructuring process we just went through.

Even though it may be tempting to get really aggressive on this, I believe its more important to be 
consistent. Just like dieting where you literally starve yourself, eventually you will crack and eat an 
entire pizza or chocolate cake. The goal here is for it to be manageable.

Now that you know how much you are going to pay towards your debt each month, you need to know 
where to allocate it. Which of your loans do you focus your extra payments towards?

There are generally two schools of thought on how to best do this.

One way is to Make all of your minimum payments on all of your debts and put all of your extra money 
towards the debt with the highest interest rate. When that debt is paid off you take everything you were 
paying towards that debt along with the minimum payment from the debt with the second highest 
interest rate and direct all of your extra payments towards that debt until its paid off and keep doing that 
until all of your debts are paid off.

Another way is to direct all of your extra payments towards your debt with the smallest balance until its 
paid off, then direct all of your extra payments to your debt with the second smallest balance etc. Then 
continuing in this fashion until all of your debts are paid off. This strategy really builds momentum 
quickly, and helps keep you motivated, because you are literally crossing debts off your list.

I like to use a hybrid approach that combines the two strategies using something I call the cash-flow 
improvement score.

Here you will take each of your debts and divide the minimum payment by the outstanding balance. 
This method will indirectly take into account the interest rate you are paying on each of your loans as 
well as the minimum payments and outstanding balance.

Use the same approach of allocating all of your extra payments towards just one debt, but this time you 
are going to apply those extra payments to the debt with the highest cash-flow improvement score. 
Once that one is paid off, you’ll take all of those payments and apply them to the debt with the next 
highest cash-flow improvement score, and so on…
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Debt
How to Pay off your Debts Fast (cont.)

Here’s an example of how this would work.

Jennifer has a few credit cards with outstanding balances as well as a car payment she is making. Her 
monthly minimum payments total $1160, but she would like to allocate $1500 per month towards her 
bills, with an extra $340 per month going towards principal.

Jennifers outstanding debts

Loan Interest 
Rate

Outstanding 
Balance

Minimum 
Monthly Payment

Cash-Flow 
Improvement 
Score

Car 
Loan

5% $6,000 $400 0.067

Credit Card 
#1

11% $7,000 $204 0.029

Credit Card 
#2

17% $5,000 $171 0.0342

Credit Card 
#3

9% $14,000 $385 0.0275

Totals $32,000 $1,160

The first step is to calculate the cash flow improvement score for each of the loans by dividing the 
minimum monthly payment by the outstanding balance.

Using the cash-flow improvement score method Jennifer will make just the minimum payments on all of 
her loans except the car loan, which has the highest cash-flow improvement score. In this case her 
payment to the car loan would be $740 per month. The $400 minimum payment she is already making 
plus the $340 in additional principal. Using this strategy the car loan will be paid off in just over 8 
months.

Once the car loan is paid off, she will take the the $740 per month that she was making to the car loan 
and add it to the minimum payment on the loan with the next highest cash-flow improvement score, in 
this case credit card #2. So her payment to credit card #2 will be $911 per month. ($740 + $171)

When credit card #2 is paid off she would then take the $911 she was paying towards that and add it to 
the $204 minimum payment she was making on credit card #1, the loan with the next highest cash-flow 
improvement score. She would continue making $1115 payments until credit card #1 is paid off.

Then finally when credit card #1 is paid off she would direct all $1,500 to credit card #3, the $1115 plus 
the $385 minimum payment until the loan is paid off.

As you can see, the strategy begins to develop some pretty good momentum, and helps keep you 
motivated towards paying off your debt as you see the loans getting paid off.

This example is for illustrative purposes only. Your results will vary based on your situation.

11



Debt
Accelerating your Debt Pay-Down Strategy

As you get irregular income that is not part of your planned budget, apply the extra income to your debt 
to shorten your debt free time even more. This could be additional overtime, bonuses or extra 
commissions.

The extra payment
If you get paid every 2 weeks instead of twice a month you will actually get 26 paychecks per year not 
24. Because these extra paychecks come only twice per year, most people don't have them factored 
into their everyday living expenses. When these checks come, consider applying the entire balance 
towards your debt.

Should you save money for retirement or pay down your debts first?
Most people feel like they should get their debts paid down before they start saving money for 
retirement, however, you should actually do both. I know this may seem hard for some of you, but you 
need to try. If you went through the other parts of this guide, hopefully some of the strategies, freed up 
some cash flow for you.

My recommendation is to always have at least 10% of your gross income being saved towards your 
long term retirement planning goals.

If you can't save 10% towards your retirement, and apply a decent amount towards your debts every 
month, then you may need to seriously revisit your income and expenses. Did you buy too much house 
or car? Do you need to cut back on entertainment or travel?

12



Debt
Refinance your Mortgage

For most people your mortgage is probably your biggest debt and also the loan you are likely to be 
paying on the longest. If interest rates have gone down since the time you bought your house or 
refinanced last, then you may be able to refinance your home to save you money, pay your house off 
faster or both.

If you are paying private mortgage insurance (PMI) or Mortgage insurance premiums (MIP) as part of 
your monthly payment and now you have sufficient equity in your home, refinancing may be another 
way to potentially eliminate the extra expense.

When refinancing, you want to weigh the costs of refinancing against the potential savings. If your new 
rate is not at least 1% less than the rate you are currently paying, then it may not make sense to 
refinance. Be sure to consider how the refinancing will affect your overall financial situation.

Factors to consider when deciding to refinance your house
· The new interest rate compared to your existing rate
· Potential elimination of PMI or MIP
· Your new monthly payment versus your current payment
· Closing costs, including appraisal fee and other miscellaneous expenses
· How long you plan to stay in the house.

Lower your mortgage duration fro 30 years to 15 years.
If you can afford it and you don't have any other debt, refinance your home from a 30 year mortgage to 
a 15 year mortgage, or better yet, a 10 year mortgage!

For example
Lets say you borrowed $275,000 at 4.5% interest on a 30 year mortgage 5 years ago and you've just 
been making the minimum payments of $1,393.38. Your remaining mortgage balance is $250,684.27 
and it will be paid off in 25 more years.

If you could refinance your $250,684 on a 15 year mortgage at 3.75% your mortgage payment would 
go up to $1,823.03, but your house would be paid off 10 years sooner!

Hypothetical Refinance Savings.

Current mortgage total payments
25 years of payments $1393.38 x 25 x 12 = $418,014

New mortgage total payments
15 year of payments $1,823.03 x15 x 12 = $328,145

Savings $89,868.60!

Refinancing Rule. Don't refinance for a longer term than you have remaining on your 
current mortgage!

This example is for illustrative purposes only. Your results will vary based on your situation.
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Debt
What goes into your Credit Score

Your FICO score can range from 300 to 850. 
Excellent Credit 750+
Good Credit: 700-749 
Fair Credit: 650-699 
Poor Credit: 600-649

Bad Credit: below 600

Here’s what goes into determining your FICO score.

35% Credit History
The most important factor in your credit history is how you make your payments. Delinquencies and late 
payments negatively affect your FICO score.

If you make all of your payments on time and have not defaulted on any loans this portion of your FICO 
score should be good.

30% Amounts Owed
The total amount of all of your outstanding debts. Your FICO score will also take into consideration your total credit 
utilization, the amount you owe compared to your total available credit. If you have most of your available credit 
maxed out your score will be lower than if you use only a small percentage of your available credit.

FICO says that people who have credit utilization of 7% or less is generally considered the best, although
10-20% usage is ok. Because FICO considers your overall credit usage as well as the usage of each loan relative 
to your available credit, it may be better to have 2 outstanding loans each with a smaller percentage of your 
overall usage, rather than one loan that is near the limit of your available credit.

15% Length of Credit History
How long you have had credit is another factor in determining your FICO score. The longer you have had 
accounts open, and the older the overall average age of all your credit the better your score will be.

Closing old credit accounts may actually lower this portion of your FICO score, so consider leaving them open 
and just not using them. However, if the loan has fees, I wouldn't worry about it. Go ahead and close the 
account. Even though your score could drop, it will likely only be temporary.

10% Credit Mix
FICO likes to see a good mix of credit use. Credit cards as well as installment loans such as car payments and 
mortgages.

10% New Credit
New credit can negatively affect your FICO score as well as inquiries for new credit.

Be careful not to appear as someone aggressively seeking credit. Opening several credit cards or taking out new 
loans in a short time span will negatively affect this portion of your FICO score

Content in this material is for general information only and not intended to provide specific advice or 
recommendations for any individual. This information is not intended to be a substitute for specific individualized 
tax advice. We suggest that you discuss your specific tax issues with a qualified tax advisor.
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