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GET A CLUE ABOUT
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n today s economy, it’s no secret people are
havmg trouble keeping up with their bills.

Consumers often turn to credit cards for short-
term relief, but as balances grow and monthly
obligations rise, it’s time to look for a way to stop

the

“First, do abudget to determine what comes in,

bleeding, permanently.

versus what goes out,” says Jerry Lynch, a certified
financial planner with JFL Consulting in Fairfield.
“Second, what expenses can be reduced or elimi-
nated? And does that balance the budget? If that

doesn't work and you are still running out of money,

consider a counselor — the sooner, the better,”

Here’s what you need to know to consolidate your

debt the smart way.
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B _Doihg it yourself

You can take many of the same-steps a
credit counselor would perform and
negotiate with your creditors. But'*yau
must be disciplined and keep your
emotions but of the equation.

4

Start by cai!mg each of your creditors.

If you've come intc a temporary tight
financjal spot; such as a-temporary layoff
or d|sab:||ty e;eplaln what's happenmg
before the colléction agencies start to
call. Telf'your creditors you-want to make
good on your debt, but you would like
sormie help from them. Yol ¢an ask for
lower interast rates, sometimes even

st ing-interest charges alt@gether

f a5t acessation of certa ' kinds of
fées; such as overthe-limit faes, and you
can even create a set Payment plan for

--lower-manthly payments.

“That's a good-idea, particularly if the
problem is short-term,” Cunpingham
-5ays. “"Most creditors have in-house help

. _.programs that provide assistance for three

" to six months.”

: If the creditor says no, be persistent and
' ask to speak to a manager. You've got

nothing to lose by asking.

Your credit report
_Having late payments and skipping pay’
‘ments are among the warst things you can
do for your credit repart. Don't avoid credit
‘ceunseling-because you're afraid it will
hurt your report,

~v® ing iith a credit counseling agency

“Brendan 0’Connor,,

~ertified fmancra.
planner and public

'~ 3ccountant, Lincoin

I ncial Advisors,
Edison

All about you

Principal vs, interest payments
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To prevent re-debting, O'Connor suggests;
1. Create a budget. "A budget doesn't

‘haveto be about depriving yourself,” he
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has no tearing on the credit score,” says. "It’s'about seein
Cunningham says. spending your mone H
) ) ) , daecide whether you e idje _
But if you can’t pay your bills, that also will 2. Pay off ¢ d'ty ) i e
show up on your credit report eventually. - Pay off creait cart - an f- 5000
. as possible). Credit:camt 3¢ isn iy
very expensive, bl w ot osee tfex
deductible, he say)
Don’t create new debt 3 ' Create an eme it
1f you're getting out of a hole, you have to ir'étpo rtaht goal y a d(. | o
be especially vigilant tfuture spending. ", s : .
©esp y vigilant about fu pending. list is to build up: n ind
“Changing ingrained behavior pattemns with enough rmof covEl  reeto: x
is the hardest thing we do,” Cunningham moenths’ worth 6 =nses.
says. '

Finding a rep m,
he NFCC has ¢ : !
you should dsk credit counselmg ﬁrms
before you sign on at DebtAdvice.org.

Even ina rough economy,paymg off what you
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owe is vital

Fixing the problem

Consolidation

Debt consolidation simply means you take a loan for the amount
of all your other debt (generally excluding mortgages} and

you make one payment to that loan instead of paying all your
creditors separately. The monthly payment is fixed, which makes
it easter to plan for in your budget.

“On paper, these are great, but in real life, they only work for thé
very disciplined consumer,” Cunningham says.

History shows consumers tend to run up the bitls again. In a year,
they not only have their bill consolidation loan payment, but
they've run up their credit cards again, adding even more to-their
monthly obligations, she says.

For homeowners, another way to consolidate debt is with a
hame-equity loan or a mortgage refinance. in this case, you
would borrow the amount you owe to other ¢reditors against the
value of your home. :

If you still have equity, know the advantages and disadvantages.

“You get a tax-deductible interest rate that is generally lower than
credit cards and unsecured lines of credit,” Lynch says. "Second,
you get a fonger payback period, which reduces the manthly
payment as well.”

O'Connor agrees with the advantages, but he says there are

. significant risks to this strategy.

“It must be carefully considered, because you don't want to create
a bigger crisis by risking the joss of your home,” he says,

If you're not willing to risk your home, moving high-interest
balances to cards with zero-percent or low interest rates may
work for you. But Lynch says it's a bandage with a very short-term
sofution.

“The rates have a tendency to rise fast,” Lynch says, and
consumers need to keep a close eye on the expiration dates of
those favorable rates.

Your options ‘

Credit counseling can come in many varieties, and just about
anyone can claim to be a credit counselor. Unfortunately, not ail
services are equal, and toc many people are out there to make a
buck on consumers in a state of financial panic.

bepending on the severity of your debt, you may need different
kinds of services. You should go to a counselor who offers a
variety of services, such as budget counseling, débt counseting,
housing counseling and bankruptcy counseling.

Those who are starting to feel the pinch may only require simple
counseling, where a pro will help you astablish a budget, manage
your money and come up with a plan to_pay off yaur creditors
without any wheellng or dealing.

If you're not able to meet your monthly obhganons you may need
a debt-management plan.

"'With a DMP, the counselor negotiates with'the cfeditor for a lower

interest rate, lower menthly payment and o have late fees.and

. over-limit fees either stopped or lowereg,” Cunningham says.

With a DMP, you would make payments to the counseling serviee,
which then will send payments to your creditors. Most plans take
between 30 and 60 months to complete, and by the end of the
ptan, you will have paid 100 percent of your debt.

Cunningham says that may seem like a long fime, but if the:
consumer owes $9,000 in credit-card debt (often cited as thg
average amount) at an APR of 18 percent and only paysthe” =~
minimum amount due each month, even if he never adds any
new charges, it will take him 47 years to become debt free. Even
worse, he will have paid $23,994 in interest. The terms of a plan

" will mean far less interest and a much faster payback time.

Fees for debt-management plans vary, but reasonable set-up fees
are in the $50 range, and menthly ser\ncmg fees run about $25,
according to the NFCC.

Ancther option is to try and erase some of your debt through debt
settlement. A credit counselor will negotiate with your creditors
with the goal of having some of your debt fargiven. But this, like
bankruptcy, leaves a stain on your ¢redit report. It's an extreme

-option, and should be considered a last resort,
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