



Modern Money Management
Class 3: How to manage your debt?

What is debt?
· Debt is anything owed by one person to another. Debt can involve real property, money, services, or other consideration.
How much is too much debt?
Here are some signs you may have too much debt
· Making late payments and getting late fees or bounced checks
· Being maxed-out or over your credit limit
· Paying only the minimum due or needing to time the payment to mail at the last minute
· Paying one creditor by taking our more debt with another (Robbing Peter to pay Paul)
How do we measure and Improving our debt
When we take a look at your take-home pay, and measure how much of it is tied up in debt, this is called your debt-to-income ratio.  (Housing costs like rent or mortgage are not included.) Most Americans have a debt rate of around 12 percent, although the goal should be to get it down to zero and live debt- free.

For Instance
Mary earns $1500 a month. She pays $150 per month to credit cards, plus $150 per month to her student loan. What is Mary’s debt-to-income ratio:

Total monthly debt payment = $300
Total monthly net income = $1500 
Debt-to-Income ratio = $300 ÷ $1500 = 20%

· A high debt-to-income (DTI) ratio is generally considered to be anything above 43%. This means that your monthly debt payments are eating up a significant portion of your income, leaving you with less money to cover other expenses. A high DTI ratio can make it more difficult to get approved for loans or credit cards, and it can also lead to higher interest rates and fees if you are approved.  If you have a high DTI ratio, it’s important to take steps to reduce your debt and increase your income in order to improve your financial situation. 
· A good debt-to-income (DTI) ratio is generally considered to be anything at or below 36%. This means that your monthly debt payments are a reasonable portion of your income, leaving you with enough money to cover other expenses. 





Improving our debt

1. Increase your income: Consider taking on a part-time job or freelance work to supplement your income. You can also ask for a raise or look for higher-paying job opportunities.
2. Reduce your expenses: Look for ways to cut back on your monthly expenses, such as by reducing your utility bills, canceling subscriptions you don’t use, or cooking meals at home instead of eating out.
3. Pay down your debts: Focus on paying off your high-interest debts first, such as credit card balances. You can also consider consolidating your debts into a single loan with a lower interest rate.
4. Negotiate with your creditors: If you’re struggling to make your monthly payments, contact your creditors to see if you can negotiate a lower interest rate or a more manageable payment plan.
Remember, improving your DTI ratio takes time and effort, but it’s worth it in the long run. By taking steps to reduce your debt and increase your income, you can achieve greater financial stability and peace of mind.








PRIORITIZE YOUR DEBTS
Dealing with your debts can feel like dental office visits – not a lot of fun, but if you do it, you can keep your teeth. There are three types of debts: pay the most important ones first.
Secured
Secured debt is backed by things you own, i.e. mortgage or car loan. If you do not pay as agreed to, creditors can take back the property, i.e. repossess the car or foreclose on the house, and sell it at auction, and even sue you for any loan amount left over after the sale.
Priority Unsecured
Priority unsecured debt is backed by the government, i.e. student loans, state and federal income taxes and property taxes, and child support owed. If you do not pay as agreed, creditors can add interest and penalties, garnish your wages (take up to 25% of your paycheck), and get judgments against your bank account (take any money in the account).
Unsecured
Unsecured debt has only your contract backing it. This includes credit cards, personal loans and lines of credit, medical bills, and bounced checks. Creditors will often add interest and fees, make collection calls, and they can go to court to ask for a garnishment or judgment as a last resort.










HOW TO HANDLE CREDIT CARD DEBT

Explore Debt Repayment Strategies:
· Snowball Method:  Consider the snowball method, where debts are tackled starting with the smallest balance first. This can provide a psychological boost as smaller debts are paid off, creating momentum for larger ones.
· avalanche method Focus on paying off high-interest credit card debts first to minimize the overall interest accrued. This is often known as the avalanche method.
Negotiate Interest Rates:
· Contact credit card issuers to negotiate lower interest rates. Explain the financial situation and inquire about the possibility of reducing the interest temporarily to make repayment more manageable.
Minimum Payments on All Cards:
· Ensure that at least the minimum payment is made on all credit cards each month to avoid late fees and negative impacts on credit scores.
Cut Unnecessary Expenses:
· Identify and eliminate non-essential expenses from the budget to free up more funds for debt repayment. This may involve cutting back on discretionary spending.
Increase Income:
· Explore opportunities to increase income, such as taking on a part-time job, freelancing, or participating in the gig economy.
Use Windfalls Wisely:
· Allocate unexpected windfalls, such as tax refunds or work bonuses, towards credit card debt rather than spending them on non-essential items.
Debt Consolidation:
· Explore debt consolidation options, such as a balance transfer to a card with a lower interest rate or a debt consolidation loan, to streamline multiple payments into one.
Debt Settlement:
· Consider debt settlement as a last resort, but be aware of the potential impact on credit scores and the associated risks.


Stay Committed to Repayment:
Stay committed to the chosen repayment strategy, even if progress is slow. Remember to use credit responsibly, make on-time payments, and keep your credit utilization low.
Consistency and determination are key to successfully reducing credit card debt over time.
Individuals facing credit card debt on a low income should carefully assess their financial situation, explore available resources, and choose a repayment strategy that aligns with their specific circumstances.
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HOW TO HANDLE STUDENT LOAN DEBTS
Here are some general guidelines for repaying student loans. Keep in mind that guidelines and programs may change, so it's crucial to verify the latest information:
Income-Driven Repayment Plans:
Consider enrolling in an income-driven repayment (IDR) plan. These plans adjust your monthly payments based on your income and family size. Examples include Income-Based Repayment (IBR), Pay As You Earn (PAYE), and Revised Pay As You Earn (REPAYE).
Public Service Loan Forgiveness (PSLF):
If you work in a qualifying public service job and make 120 qualifying monthly payments under an IDR plan, you may be eligible for loan forgiveness through PSLF.
Teacher Loan Forgiveness:
Teachers in low-income schools may qualify for Teacher Loan Forgiveness after completing five consecutive years of teaching.
Temporary Expanded Public Service Loan Forgiveness (TEPSLF):
TEPSLF is an extension of PSLF and provides a second chance for borrowers who may have been ineligible for PSLF.
Income-Contingent Repayment (ICR):
ICR is another income-driven plan with payments based on your income, family size, and total Direct Loan amount. It's an option for those who don't qualify for other IDR plans.
Deferment or Forbearance:
If you're facing temporary financial hardship, you may be eligible for deferment or forbearance, which allows you to temporarily postpone or reduce your federal student loan payments.

Loan Rehabilitation:
If your loans are in default, rehabilitation programs may help you bring them back into good standing by making a series of on-time, affordable payments.
Refinancing with Caution:
Refinancing private student loans may be an option, but it's essential to carefully consider the terms and potential loss of federal loan benefits before refinancing federal loans.
Auto-Debit Interest Rate Reduction:
Enroll in auto-debit to have your monthly payments automatically withdrawn from your bank account. Some loan servicers offer a small interest rate reduction as an incentive.
Emergency Fund Priority:
While focusing on student loan repayment, also prioritize building an emergency fund to handle unexpected expenses and prevent reliance on credit cards.
Stay Informed and Seek Assistance:
Regularly check for updates on loan forgiveness programs, changes in repayment options, and new relief measures. Reach out to your loan servicer or a financial counselor for guidance.
Financial Hardship Documentation:
If your income changes significantly, contact your loan servicer to discuss options. Be prepared to provide documentation of your financial hardship.
Always verify the latest guidelines and options with your loan servicer or relevant authorities, as loan programs and forgiveness options may be subject to changes and updates. Additionally, consider seeking advice from a financial advisor or counselor for personalized guidance based on your specific financial situation.





