WSJ.com - In Too Deep for New Year? What to Do About Debts Page 1 of 5

) . Search Quotes & Researc
F WALL STREET JOURNAL ’ |
- ONLINE d *  Advanced Search (@) Symbol(s) () Nam
Other Joumal Sites " As of Sunday, December 29, 2002 Online Journal Subscribers LOG IN
Start a FREE
trial of the

Online Journal

At Leisure Y By RUTH SIMON Subscribe to
T o Staff Reporter of THE WALL STREET JOURNAL The Print Journa

In Today's Paper

Columnists Call it the debt hangover.
Portfolio Ifree US Quotes
Setup Center After a dizzying year of mortgage refinancings, easy credit-card o Symbe
Discussions terms and 0% auto loans -- topped off by a holiday spending " Name
Site Map spree -- many consumers now find themselves up to their ears
Help in debt. -
Contact Us Get FREE E-A
Log In Credit-counseling services are preparing for an onslaught of Ch‘tle\t;k <|Dut ot
THE WLl STREFT Jovgsy,  Phone calls as consumers assess their finances at the start of a irefess <
Print Editions new year. DIGESTOF t
Customer Service Details of the laf
Today In: "This year may be the worst we've seen as far as the holiday earnings report

BARRONSOnline blues," says Chris Viale, general manger of Cambridge Credit

CLEASANESSEEEL. Counseling in Agawam, Mass. Mr. Viale expects calls from
debt-stressed consumers to climb 20% in January and February,
double the normal start-of-the-year increase.

advertiss

If you think you may be overextended,
bite the bullet and add up your total
debt. One sign you've borrowed too
much: Payments on credit cards and
other unsecured debt exceed 15% of
your take-home pay. You could also
be in over your head if you can afford
to make only the minimum payments,
or if you are at -- or approaching --
your credit limits.

But even if the situation isn't giving
you the shivers, January is a still a good time to create a smart
debt-management strategy.

Here are ways to get started:

Create a budget. Begin by gathering the most recent statement
for each debt, including credit cards, auto and student loans and
home mortgages. Now figure out your total debt and your
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required monthly payments and determine the interest rate, or
cost, of each loan.

. "Most people don't know how much they really owe," notes Tiff
Introducing Worley, president of Auriton Solutions Inc., a nonprofit credit- Intrody
The GX. counseling agency based in St. Paul, Minn. The C

Next, figure out in detail where the money goes. Debra
Morrison, a financial planner in Chatham, N.J., advises her
clients to attach a Post-it note to their wallet or purse and use it

to jot down every purchase. "You want to track those expenses (Live

for 30 consecutive days," Ms. Morrison says. Also keep track of i
what you spend on phone service, electricity and other monthly
bills, such as mortgage or rent. 3

Once this is done, determine how much of your income must be
spent on essentials each month. Then, take another look at

Oresxus casual spending on things such as clothes, entertainment and
Clickhere to learnmore. dlnll’lg out.

"You want to figure out what you can pull out of monthly
expenses and funnel into paying down what you overspent,"
says Chris Bender, a spokesman for the National Foundation for
Credit Counseling Inc., an umbrella organization for local
credit-counseling agencies.

Simple steps can provide a big payoff. If you spend $5 a day
eating lunch out, packing a sandwich could save roughly $80 a
month that could go to pay down your credit-card bills, Mr.
Bender says.

Pay more than the minimum. If you have a big credit-card
balance, you may be glad that your credit-card company S
requires you to make a monthly payment of just $100. ‘A%
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Bankrate.com, a
finance Web site. If you pay twice that amount, or $200 a month, you'll be free of
much less time and pay thousands of dollars less in interest.

The wisest move, of course, is to pay off your balance in full each month. But if y«
afford to do that, try paying double the monthly minimum or paying an extra $100

Pay off your highest-cost debt first. If you owe money on more than one credit ¢
the card with the highest rate first. You can also lower your borrowing costs by sw
lower-cost card. Many credit-card issuers offer borrowers with good credit 0% or
balance transfers. You can also cut your borrowing costs by shifting outstanding b
retail-store credit cards, which generally carry higher rates, to a general-purpose ¢1

With mortgage rates near record lows, many borrowers have used cash-out refinar
home equity lines of credit to pay off their credit-card debt. Replacing a 21% loan
loan can save money, but it can be risky, too. Credit-card bills are generally unsec
which can be discharged in bankruptcy. If you can't make payments on a mortgage
equity loan, on the other hand, you could lose your house. Some people who use h
consolidate credit-card debts end up digging themselves into an even deeper hole |
big charge-card balances within a year.

Don't be late. A late or missed payment is costlier than you think. Many credit-ca
have upped late fees to $35 from $29. Worse yet, if you pay late or go over the linr
interest rate could jump to as much as 20% or more.

The impact may not be limited to the credit card you didn't pay. Because lenders n
reports, "if you are late with another credit card, that could mean that your credit-c
will raise your rate even if you aren't late with them," says Greg McBride, an analr
Bankrate.com. Missed or late payments can also lower your credit score. That, in t
mean it would cost you more to get a home or auto loan.

Don't be fooled by 0% financing offers. Now offered on everything from new cz
surgery, 0% financing is tough to resist. But a 0% rate is a bad deal if it leads you-
something you don't need,

If you do accept a 0% offer, be sure to read the fine print. While terms vary, many
offers provide interest-free financing only if you pay off the entire balance within
predetermined period. If you can't, you could be hit with interest charges going ba:
you made the purchase.

Negotiate with your credit-card company. Don't be afraid to call your lender if
struggling to pay your bills. Credit-card companies will often erase penalties and 1
the rate or reduce the required monthly payment for borrowers who have a good p:
history but are now having trouble making ends meet. Sometimes they will even fi
portion of the debt. Credit-card issuers aren't being altruistic. They know that cred
charges are unsecured debts, which are typically wiped out when a consumer files
case.

Consider credit counseling. If you've dug a hole that's so deep you can't get out ¢
own, contacting a credit-counseling service could be a smart move. Credit counsel
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