Till Debt do us part
Borrow $mart

A few logical steps
When failure is not an option, here are 4 simple steps to take
1. Plan
2. Inform yourself
3. Understand types of debt
4. Planning for a debt-free you

PLAN
What’s in the plan
1. How much debt?
2. To borrow or not to borrow?
3. When is debt too much?
4. Credit Score
5. Savings
6. Debt ratios

How much debt?
Gross Annual Income (GAI)—before taxes—for debt loads
1. GAI * 2.50 = Maximum Mortgage
2. GAI * 0.25 = Maximum Car Loan
3. GAI * 1.50 = Maximum Student Loan
4. GAI * 0.75 = Maximum Credit Card Debt
Already you are in debt 5 times your Annual Income!
Note to small businesses: Your GAI is considerably less—
taxable income on your returns. Reduced borrowing
capacity means you have to save more for everything.

To borrow? Or not to borrow?
A few things to consider:
I have a stable income. My credit is very good. I am not
debt burdened. I am a very good saver.
I would pay for it in any case. Ex. Rent v. mortgage; cash v.
credit card
I am paying more now. Ex. Rent is more than my mortgage
would be.
I can’t buy it out right, but I can make monthly payments
comfortably.

When is debt too much?
Simply put, when you borrow you promise to pay it back
over time regardless of what life throws at you. 45% of
your GAI is an affordable load. If you don’t pay a
mortgage, include rent payment to calculate debt load.
What does your future look like? Secure or uncertain?
How good is your credit?
Do you have adequate savings?
What is the value of the collateral? Or, said another way,
how much do you already own?

Credit Score--briefly
While credit karma or credit wise or any other such free
sources do not give you the credit score or report your lender
will use, it gives you a good idea of where you are on the
credit scale. What’s the credit score scale?
1. More than 723 score? You are in great shape.
2. Between 600 and 722? Be careful—you could get good
or bad loans.
3. Below 600? Chances are that you will attract predatory
debt.
NOTE: Review CRACK THE CREDIT CODE for more on credit
NOTE: Credit builder programs help build credit & save money too.

Why savings become important in
borrowing decision?
We can’t predict difficult times ahead. The pandemic has
taught us that. The lender does not care about your difficult
times. Saving teaches you the art of negotiation. In order to
save, you have negotiated with the toughest opponent—
yourself and your wants! As a saver, in tough times, you are
better positioned to call your lender and ask for one of the
following:
1. Place collection on hold until better times roll in, or
2. Accept an affordable monthly payment, reduce interest
rate, and not report it as late payments to the credit
bureaus, or
3. Settle for less.

Debt Ratio
1. Add up all your minimum DEBT payments (DEBT)
2. Calculate your Gross Monthly Income GMI
3. Debt ratio = DEBT/GMI
The lower the ratio, the lower your debt load. Take a
mortgage for instance. If your mortgage payment is $500
and you have no other debt, and your gross monthly income is
$1,000, your debt load is 50%. If you are a renter on the
other hand and your rent payment is $600, you have no other
debt and your GMI is 1,000; you debt ratio is 0!
NOTE: Ideal Debt ratio is 45.
Remember: In addition to debt, you must pay taxes and live!

INFORM YOURSELF
1. Collateral
2. Revolving/Installment
3. Amortizing
4. Fixed/variable/Interest Rate/APR
5. Term
6. Co sign, joint
7. TILA
8. The 5 Cs
9. Paying minimum on credit cards
10. Evaluating offers

Collateral—
secured/unsecured
There are primarily two types of loans:
◦ Secured by something—mortgage/refinance (secured by
the house), car & title loan (secured by the vehicle)
◦ Unsecured—personal loan, credit card, student loan, etc.
NOTE: Make sure that you know the value of the collateral
that secures your loan. Ex. If the Blue Book Value of your
car is $8,000. And you pay $10,000 for that car, you are
under water—owe more than you own! Or if the home is
being sold for $100,000 but its real value is $90,000—you
owe more than you own!

Revolving/Installment
A revolving loan is a line of credit. It has a limit. You can
borrow up to that limit. You repay this loan over time. Ex.
Credit Card, Home Equity lines of credit (HELOC), etc. You
should pay off your credit card bill in full each month.
Ideally, a home equity installment loan is better than a
HELOC. HELOC is like a credit card!
An installment loan is repayable over a fixed amount of
time. Your car loan and mortgage are examples of an
installment loan. Ideally, your car loan shouldn’t be more
than 5 years and your mortgage no more than 30 years.

Amortization
An amortized loan is a type of loan that requires the
borrower to make scheduled, periodic payments that are
applied to both the principal and interest.
An amortized loan payment first pays off the interest
expense for the period; any remaining amount is put towards
reducing the principal amount.
As the interest portion of the payments for an amortization
loan decreases, the principal portion increases.
This is why It does not make sense to refinance a 30 year
mortgage in year 20.

Interest Rates—
fixed/variable/IR/APR
A fixed rate loan is one where the interest rate does not
change over the life of the loan—unless you refinance or
renegotiate.
A variable rate loan is one where the interest rate on the
balance changes every month, year, or according to the
contract. When rates are under 5%, a variable rate loan is
seldom a good idea.
An interest rate is charged on the amount you borrow.
An Annual Percentage Rate (APR) is calculated by including
the cost of borrowing. APR is a better comparison than
interest rate.

Term--this is where secure
future comes into play
Term refers to the number of years you will carry the
debt. Most mortgages are 30 year, 20 year, or 15 year
mortgages. Most car loans are 7, 5, or 3 years.
Longer the term, lower is your monthly payment and when
all is said and done, you pay much more.
◦ 30 year $200,000 mortgage at 3% and $1041 each
month totals $374,760 over 30 years or $174,760 in
interest
◦ 15 year $200,000 mortgage at 3% and $1579 each
month totals $284,220 or $84,220 in interest
◦ $109,460 difference!

Co-signed, joint, other
Have you signed for someone else? It is your loan too! If the other does
not pay, you are on the hook.
Joint credit with someone? You are equally liable.
They affect your credit report, credit score, and debt loads.

Truth in Lending Act (TILA)
Any time you borrow money (payday loan, Title loan, student loan, car
loan, mortgages, etc.) you are signing the Truth-in-Lending disclosure.

In this
example, you
borrow $200
and payback
$800 in 30
days or else
you lose your
Chevy Cobalt.

The 5 Cs
Capacity: From financials (debt ratios, cash flow), credit
score, borrowing and repayment history.
Capital: From the amount you invested—down payment.
Collateral: From assets such as real estate or an automobile.
Conditions: From a review of interest rates, appraisals, etc..
Character: From your work experience, credit history,
credentials, references, reputation and interaction with
lenders.

Paying the minimum? Don’t
1.

If you have a credit card debt of $10,000 and you are charged
17% interest AND you always pay the minimum of $142 on time AND
you don’t use your credit card at all any more

2.

You will take 36 years to pay it off and over these 36 years you will
have paid $61,060.
Owed

10,000

Month 1 paid

-142

Balance

9858

Interest charged

+141

Paid down the principal

1

Evaluate a Credit Offer
1. Is it good? Rates, terms, etc.
2. What is in it for me?
3. How can I make the best use of this offer?
4. Will it leave me better off or worst off?
5. Is the lender reputable?

Types of Debt
1. Credit Cards

9. Judgment

2. Mortgages

10. High Cost

3. Medical

11. Tax

4. Student

12. Utility

5. Automobile

13. Child support

6. Personal

14. Government

7. Charged off

15. Court

8. Collection

Credit Cards
1. Pay on time.
2. Pay in full each month.
3. Use less than 30% of available credit. Make sure you
know your credit limit. Under no circumstance should you
go over the credit limit.
4. Do not co-signing a loan—not even for your daughter.
5. It is never too late to build good credit.
6. Calculate your gross annual income and make sure your
total debt is under 75% of your annual income.

Mortgages
In 2019, a homeowner’s median wealth was $255,000; a
renter’s? $6,300. How is it so?
1. A portion of your payment builds wealth for you—equity
(Equity = Mortgage - amount you paid down).
2. If you don’t pay your mortgage, you may lose your home.
But, you get the equity back. If you lost your home in
foreclosure—check our Project Rightful Owner to see if
your equity is waiting for you.
Note: Borrow 2.5 times your gross annual income, save 5% of the
sale price, and build up your credit score over 660.
Median is the value that separates the higher half and lower half.

Medical
Medical debt shows up on your credit report when you
owe your provider.
Debts arise from diagnostics, hospitalization, emergency
room visits, or claim being rejected by your insurer.
When you owe medical debt, you might be less inclined
to seek health—often to your disadvantage.
If you owe money, contact the hospital and your insurer.
Negotiate with them; dispute vigorously if you are
charged for services not rendered; and set up an
affordable and sustainable payment plan.
Check out RIP Medical Debt

Student Loans
◦ Student debt arises when money is borrowed for school—
regardless of whether the student graduated or not.
◦ These can be government loans and private loans.
◦ Government loans (92%) are subsidized or unsubsidized.
◦ Ideally, before borrowing explore grants and aids. In
addition—keep an eye on the economy. If not doing well,
degree might be handy. If not, find a job and save up.
◦ We recommend no more than about 1.5 times your Gross
Annual Income.
◦ Please be sure that the school and the lender are both
reputable.

Auto Loans
◦ Auto loans arise because you need a car, you borrow
money, and repay over time.
◦ We recommend that you borrow no more than 25% of
your Gross Annual Income to buy a car. It may not be
enough to get you all the bells and whistles, but enough to
take you from one place to another.
◦ Always check the Blue Book value of the car.
◦ Remember, car is an asset that depreciates as soon as it is
driven off the lot!

Personal Loans
Also called signature loans, these personal loans are
unsecured loans.
Loans you borrowed from a family or friend don’t
show up on your credit report. Unless, they obtained
a judgment.
But they should show up on your budget.
Personal loans can be used for almost anything-legal.

High cost loans
Some high cost loans are: payday, title, installment, pawn
shop.
Often the only options for low-wealth and credit impaired
borrowers.
Impact of a high cost loan?
Once burdened by predatory debt, escape is nearly
impossible.
Note: Review PREDATORY LENDING

Charged off
If loans are not repaid for a period of time, your lender
writes off the loan as a loss. Lender has given up on you.
Lender closes the account. You still owe this debt until statute
of limitations has expired. A charged-off is extremely hurtful
to your credit. It says you cannot be trusted. Though the loan
is charged off, you will be expected to repay it as long as it
stays on your credit report until the statute of limitations
passes.
Note: A Judgment never expires—judgment holder can get an
extension; and there is no escape—you can flee to California, the
judgment can be enforced against you. How? Wage attachment is the
most common way.

In collection
Unpaid debts end up in collections. Debt collectors are
notorious about their tactics, despite laws that protect
consumers.
Most bad debt drops off from credit report after 7 years.
You must pay debts you actually owe. You can negotiate or
settle with the collector; payment plan is not a good idea.
There are no debtor’s prisons.
The same loan may be sold by one debt-collector to yet
another. You have created two or more BAD trade lines on
your credit report.

Judgment
Lender may charge off your loan and still file a collection action.
If you don’t show up in court, the lender wins by default.
A judgment creditor can use various means to collect the judgment.
The judgment is good for a specified number of years and then may be
renewed by a filed request.
Money judgments automatically expire (run out) after 10 years. ... Once a
judgment has been renewed, it cannot be renewed again until 5 years
later. But it has to be renewed at least every 10 years or it will expire.
When the judgment is renewed, the interest that has accrued will be
added to the principal amount owing.

Tax
When you forget to pay or file your taxes, there is a mistake on your
taxes, or the IRS/State/Municipality wants to change your taxes, and they
say you owe money as a result, you've incurred tax debt.

When you owe a tax debt, your assets are at risk.
A tax lien takes priority over all other debts. Often, a tax
debt cannot be discharged in bankruptcy. Therefore, other
lenders will stay away from lending to you.
Finally, this will lower your credit score and could impact your
job search as well.
If in trouble with the IRS, contact DCRAC Tax Clinic
(www.dcrac.org)

Unpaid rent/utility/tel
When you pay all your bills on time, they don’t always show
up on your credit report. Pay them late, and boom—they
show up.
Unpaid rent shows up often as a judgment—not only have
you lost the apartment, future apartment hunt is impaired.
Unpaid bill to Delmarva Power has a huge impact—you
could get a house but if the electricity is not turned on, you
lose housing.
Not only do they hurt your credit, restoring services/new
rental could mean finding extra money (more than what you
owe).

Child support/Domestic Debt
Child or spousal support or alimony payments are debts that
you are obligated to pay.
When you don’t the state steps in and helps raise your child
(child support).
If you owe child support, your tax refund won’t come to
you—it will go to the state.
If you’re divorced and your divorce agreement specified that
you’re responsible for your ex’s legal fees, credit card debt
or other forms of debt, you are responsible. But, your lender
can still come after you.

Government
Government debt includes: Income taxes, Property taxes,
Water Bills, Sewer Bills
When you owe the government, only amnesty can erase your
debt. Bankruptcy is seldom an option.
These debts show up on your credit report after a legal
process (judgment or foreclosure) has completed.
NOTE: You could lose your home for nonpayment of any
of the above

Debts to the courts
Fees for electronic monitoring, probation, public defender,
jury trial, room and board
Fines for parking tickets, overgrown grass, driving without a
license, etc. Criminal fines for fraud, false representation or
pretenses, embezzlement or larceny.
Damages you owe to victims if you were at fault for causing
someone else’s death, such as vehicular manslaughter while
driving under the influence or operating a boat or aircraft
while intoxicated.
Result: Lose license, go to prison, ruin credit, lose to civil forfeiture
(remember City of Wilmington tows cars and owner still owes)

PLAN FOR A DEBT FREE YOU!
What’s the plan
1. Double check debt belongs to you
2. Find out if statute of limitations has expired—in other
words, do you still owe this debt
3. Negotiate—hardship programs or repayment plans
4. Other resources and options
5. Bankruptcy?
6. Snowball method

Double check
Order credit report
Talk with your lender
If the debt is yours, you must pay it back
If the debt is not yours, make sure you dispute it. You will
need to ask the lender to prove that you owe this debt.

Is debt collectable?
When did the lender determine you were delinquent
Was it over 7 years ago?
Check the statute of limitations
Did the lender get a judgment?
If the debt is too old or the collection statue has expired, it
shouldn’t belong on your report and you do not have to
repay it.

Everything is negotiable
Including debt!
Money talks. So save up before you negotiate.
Remember that often, when lenders charge off your loan,
they sell it to a collector for pennies on the dollar. So, you
could offer less than you owe.
Car loan—Talk to the lender; not the dealer
Note: Lender could send you a 1099 (Cancellation of
Debt). If so, this generally must be included in your tax
returns as income.

Other resources
Medical debt—check out RIP Medical Debt
Student Debt—check out studentaid.gov.
Tax debt—Low Income Tax Clinic—www.dcrac.org
Mortgage Debt—HUD approved counseling hud.gov
Other debts—Debt management plans—nfcc.org
Called to JP Court—Show up!
1.

Credit card payoff calculator
https://www.bankrate.com/calculators/credit-cards/credit-cardpayoff-calculator.aspx

2.

Debt reduction tool www.powerpay.org

Bankruptcy
Chapter 7—liquidation of all debt (assets are sold to pay
for them)
Chapter 13—re-organization for all debts (negotiated
with your creditor—think of this as debt consolidation) You
are only paying debts you already owe. In addition, you
must pay current debt. Ex. If you owed back mortgage,
you payback in Bankruptcy. But, your current mortgage
payment must continue to your lender.
Chapter 11—Reorganization for a small business

Snowball Method
The idea is to plan to pay off your smaller debts, faster.
This is often better than debt consolidation. The idea is
simple.
1. Stop borrowing.
2. Find some additional saving. But the plan works even
without additional saving.
3. An advantage of this method is that you don’t
refinance/consolidate debts that shouldn’t be—Ex. A
low rate loan into a high rate debt consolidation loan.

An example
Julie owed 4 credit cards $3,390. She found
an extra $90 each month toward becoming
credit card debt free.
She put her extra money toward 1 card until
it was paid off. She continued to make
minimum payments on all others.
Then, she put the money she used to pay to
the first card, toward the second. And so on.
20 months later, she celebrated!

Current Snap Shot
Lender

Citibank

Balance

Rate

Min. Pmt

$408

19.8%

$15

Chase

$488

19.8%

$20

Macy’s

$487

18.0%

$20

HSBC

$2007

18.9%

$51

Remember, interest on unpaid
balances!
Month Bal.
Citi
1

408

Citi
Pmt.
105

Chase
488
20

Macy
487
20

HSBC
2007
51

2

310

105

20

20

51

3

210

105

20

20

51

4

105

105

20

20

51

5

0

Paid!

125

20

51

Card # 2
Month Bal. Chase Chase
296
6
296
125

Macy
387
20

HSBC
1752
51

7

199

125

20

51

8

100

100

45

51

9

0

Paid!

145

51

145

51

10

Card # 3
Month

Bal. HSBC

Macy

HSBC

11

1550

Paid!

196

12

1375

196

13

1200

196

14

1050

196

20

0

Paid

