
Managing debt during these challenging times

Consolidating debt can come with its own pitfalls, so consider it carefully. Once fully-
informed, though, you may decide that the consequences outweigh not consolidating.
For example, though, consequences can include losing deferment or forbearance
options when consolidating multiple student loans – so know before you make that
particular move; or, while consolidating could lower your monthly payments if you
extend the terms of payback, it usually will cause you to pay more in interest, over
time. However, in the future, if you have extra cash-flow, you can always pay extra on
the remaining balance. Another option: depending on your situation, you may qualify
for debt payment relief. For more information about the CARES Act and student loan
relief, click HERE. If you’ve already been participating in a public service loan
forgiveness program, click HERE for more information.

Do you have multiple credit cards? Same concept: if your credit is good, you might
already be receiving offers in the mail for 0% interest on transferred balances. These
offers usually are available for new account holders, and have a term or period (such as
12 or 18 months) during which the 0% is offered. Taking advantage of this often can
be a good idea, but – again – know the terms…read the fine-print. For example, what
will happen if you don’t pay off the entire balance by the end of the term? Will the
remaining balance simply start accruing interest, or will the credit card company charge
back to you all the interest – on the original principal – that you would have been
paying for all the months of that term or period? If that is the case, then consolidating
may not be any help unless you’re sure you can pay off the balance during the term
the financial institution is offering you.

Debt can cast its long, ominous shadow on all 
aspects of our lives: relationships, family, fun, 
work – even the ability to retire comfortably 
…or at all. 

So what are some ways we can manage debt? 
If (or whenever) possible, pay at least the 
minimum balance due on each of your monthly 
debts.  Getting behind on even one payment 
can adversely affect your credit scores.  If you 
can’t pay your minimums, consider 
consolidating your accounts.

Debt:  A four-lettered word that causes more stress than almost any other.  

https://www.consumerfinance.gov/about-us/blog/what-you-need-to-know-about-student-loans-and-coronavirus-pandemic/
https://www.forbes.com/sites/advisor/2020/04/03/what-the-cares-act-means-for-student-loan-borrowers-seeking-public-service-loan-forgiveness/


Do you own a home? Interest rates are incredibly low right now. Generally, if you plan
on being in your current home 5 more years or longer, you might consider refinancing
to drop your interest rate. Doing so could significantly reduce the amount of your
monthly payment, as well as interest you pay over time. If you have a lot of equity in
your home, you could possibly take out a larger mortgage or home equity line of credit
(“HELOC”) to pay off other debts. This solution makes sense because you’ll be paying
off higher-interest credit cards (most percentage rates are double-digit!) with one
payment at a much lower (single-digit) interest rate, and the interest on your mortgage
may be tax deductible (credit card interest is not). For more information on that, read
HERE. Keep in mind that everyone’s circumstances are unique, and a quick call to your
tax professional may be prove helpful.

Be careful here if you are getting ready to retire. Ask yourself whether you want to
have a mortgage to pay in retirement. Deductible interest is one thing, but if you can’t
afford the payments on the mortgage in retirement – what will you do then? Before
signing on any “dotted lines” be certain that your new payment is reasonable for your
budget.

Another refinancing strategy: if you don’t have an emergency fund, ask yourself
whether it makes sense to refinance a slightly higher amount to give yourself a start to
that financial cushion. Let’s face it: emergencies happen. What will you do if one
comes up? Putting it (back) on the high-interest credit cards you just consolidated to
get out from under only starts the whole vicious cycle over again. It is never
recommended that you over-extend yourself or over-leverage your home, but
generally, if you can refinance your home and still have ≥ 20% equity in the property,
refinancing is a realistic solution for most people. As always with any “purchase,” shop
around for the best mortgage rates. Especially during challenging national or world
crises, lenders can become surprisingly competitive.

As alluded to above, having an emergency fund is crucial, and is something most
financial professionals strongly recommend. But I am often asked how to prioritize any
precious dollars you may have at the end of a month. Some think paying everything
extra towards your debt is best (remember those outrageous credit card rates!). In my
humble opinion, that thought process can be a bit short-sighted: how are you going to
afford to pay even the minimum on those debts and obligations if something happens
and your income is suddenly reduced or gone? Many people in the U.S. have found
themselves suddenly out of work right now due to the COVID-19 pandemic. How can
you pay the minimums on your debts if you don’t have an emergency fund? For a
single person with no home, it is generally recommended to have a minimum of two
months of net income set aside in an emergency fund. And then – just like we aren’t
supposed to touch our face right now – don’t touch that emergency fund!...unless it’s a
real emergency! If you are in a relationship or own a home, which often bring greater
financial responsibilities, 3 to 4 months is recommended – and if you have a family you
should try to have 5 to 6 months set aside. But of course, emergency funds don’t
happen overnight; they take time to build. In addition to squirreling away any monthly
surplus (which adds up faster than you think!), always be on the lookout for other
opportunities: a sudden windfall, a tax refund, an inheritance, or a stimulus check.

https://www.fool.com/taxes/2020/01/25/your-2020-guide-to-tax-deductions.aspx
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Then put it away for a rainy day. Larger opportunities like those could become your
“instant” emergency fund. You will never regret having an emergency fund…but you
will regret not having one.

With the CARES act you may be eligible for some relief, student loan forbearance,
mortgage deferment, extra monthly unemployment and extended duration of
unemployment benefits. Read HERE for more information.

If you call your credit card companies and ask for a payment adjustment, be aware that
some payment accommodations could impact your credit score. Be sure to ask the
company if restructuring your debt will have a negative effect on your credit score. To
learn more click HERE.

If you have medical debts or utilities that you can’t afford to pay, call those entities,
too. If they can’t defer your payment tell them what you can afford to pay – even if’s
only $25 or $50 a month. They might insist on more at first, but in the long run usually
most will understand that “something better than nothing.” However, if they do agree
to defer your payments, or to take reduced payments, confirm that they will not send
anything to a collection agency, and ask them to put the agreed-upon arrangement in
writing. For more information click HERE.

For additional information on the CARES Act, and a summary of key health provisions
click HERE.

Questions? Contact the author.
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https://www.nasdaq.com/articles/how-covid-19-payment-accommodations-may-affect-your-credit-2020-04-08
https://www.credit.com/blog/four-medical-bill-myths-and-what-to-do-54648/
https://fitrusts.com/blog/coronavirus/cares-act-what-individuals-need-to-know/

