Ten Ways to Get Out of Credit Card Debt

by the Virginia Society of Certified Public Accountants

Do you dread opening the mailbox because it’s stuffed with credit card bills? Do you screen your calls to avoid answering to collection agencies? 

You’re not alone. Millions of Americans have had good intentions, but have gotten overwhelmed by debt. 

Here are 10 steps you can take to get out of debt and stay out. 

1. Add it up!

It might be a gruesome picture, but you can’t get out of debt if you don’t know how much you owe. Make a list of how much you owe and to whom. Write down the total amount you owe, the interest rate you’re being charged and the minimum payment you need to make. 

2. Start with the highest balance.

To quickly pay down your debt, a good strategy is to target the balances with the highest annual percentage rates. For some, paying off low-balance cards first seems more rewarding since you quickly see progress. Regardless of which approach you use, you’ll become debt-free faster if, once you pay off a credit card, you apply the money you were paying on it to your other credit card balances.

3. Pay more than the minimum due.

You just couldn’t pass up the hot pink cashmere sweater two winters ago. Chances are, the sweater is in the back of your closet, still sporting the tags. With the amount you’ve paid in interest fees, you could have purchased three matching berets and the coordinating scarf by now. To avoid paying for an item several times over in interest, pay more than the minimum due each month. 

4. Restructure your debt.

Consider switching your credit card balances to a card with a lower interest rate. If you choose a card with a low introductory rate offer, try to find one that remains effective for at least a year. Or, call your current issuer and ask for better terms. Many credit card companies will adjust your rate downward rather than lose you as a customer.

5. Look into home equity loans, savings accounts and 401(k) plans. 

For anyone who owns a home, a home equity loan or line of credit is likely to be the least expensive source of credit. If you fail to make payments on a home equity loan or line of credit, you can lose your home; so, use this option only if you’re sure you can meet the payments.

Take money out of savings

Yes, it’s the sacred reserve for retirement or your child’s college education. However, your credit card interest rate is likely higher than anything your investments will bring home. Paying off an 18 percent credit card balance is equivalent to earning a risk-free, double-digit return. The higher the interest rate on your debt, the better repayment versus investment sounds. Pay off your debt and then reinvest in your savings account. 

Borrow from your 401(k)

If you’re reluctant to put your home on the line, borrowing against your 401(k) plan is another option. The downside is that retirement plan loans generally require full repayment within five years, and if you should leave your job, you’ll need to pay back the loan or else have the outstanding balance treated as a taxable distribution. 

File bankruptcy only as a last resort

Bankruptcy should be reserved as the absolute last resort for dealing with debt. Your credit report will reflect your bankruptcy for 10 years making it difficult to get credit under affordable terms during this time period. 

6. Get rid of the credit cards and use a debit card.  

There’s little reason to have more than two national credit cards. Use one to charge all your purchases and keep the other in reserve. Too many open credit cards — even if they have zero balances — may cause a lender evaluating your mortgage or other loan application to question what would happen if you ran up balances on all of them. Consider using a debit card — it works just like a credit card but automatically deducts the purchase price from your checking account. Best of all, there’s no bill at the end of the month and there are no interest charges.
7. Protect your credit history.

Whatever you do, make all of your loan and credit card payments on time. If for some reason you can’t make your monthly payment, contact your creditor to explain the circumstances. Most creditors are willing to work with you.

Remember to check your credit report from time to time to make sure it’s accurate. Thanks to a new law, you can get a free copy of your credit report from each of the three national credit bureaus each year by going to www.AnnualCreditReport.com. Consider spreading it out by ordering one credit report every four months. The three credit bureaus are Equifax, Experian and TransUnion.

8. Set (and stick to) a budget.

What’s the point in climbing out of debt to wind up mired in financial stress all over again? Learn your lesson and set a spending plan to keep you in check. 

9. Ask for help. 

If you’re having a difficult time meeting your financial obligations, consult with a CPA or a nonprofit credit counseling service like Consumer Credit Counseling Service [(800)873-2227].

10. Start saving.

Once you have paid off your debt, you can begin to establish a secure financial future by following one simple rule: Pay yourself first and start building a financial safety net by saving three to six months worth of living expenses. This way you don’t have to resort to using your credit card for unanticipated expenses. 

More information

It takes time and hard work to pay off credit card debt, but it’s worth it in the end. Those moments of dreading trips to the mailbox and screening your calls will become distant memories. Visit the Virginia Society of CPAs’ consumer Web site, www.FinancialFitness.org, for more money management tips and resources. 
