CHEAT
SHEETS

Debt Management Cheatsheet

A practical guide to understanding and managing debt, including strategies for prioritizing, consolidating, and reducing your overall debt burden.

Covers various debt repayment methods and tools for effective debt tracking.

Understanding Your Debt

Debt Assessment Basics

1. List All Debts:
» Include all outstanding debts: credit cards,
loans (student, auto, personal), mortgages.
» Note the creditor, account number, and
contact information.

2. Record Key Details:
« Interest Rate (APR): Crucial for prioritization.
e Minimum Payment: The smallest amount you
must pay each month.

« Balance: The total amount you currently owe.

3. Calculate Total Debt:
»  Sum all balances to understand your overall
debt burden.

4. Assess Monthly Cash Flow:
« Determine how much money you have
available each month after essential
expenses (housing, food, transportation).

5. Evaluate Debt-to-Income Ratio (DTI):
« Total monthly debt payments divided by
gross monthly income.

* Alower DTl is generally better for financial
health.

6. Credit Report Review:
« Obtain your credit report to ensure accuracy
and identify any discrepancies.

« Check for errors and dispute them promptly.

Debt Repayment Strategies
Debt Snowball Method

1. List debts from smallest to largest balance,
regardless of interest rate.

2. Make minimum payments on all debts except
the smallest.

3. Put any extra money toward the smallest debt
until it’s paid off.

4. Once the smallest debt is paid, apply that
payment amount to the next smallest debt
(snowball effect).

Psychological boost from quick wins can help
maintain motivation.
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Debt Types and Prioritization

Secured Backed by an asset (e.g.,

Debt mortgage, auto loan). Failure to
pay can lead to asset seizure.

Unsecured Not backed by an asset (e.g.,

Debt credit cards, personal loans).
Generally higher interest rates.

High- Prioritize paying down debts with

Interest the highest APR first to minimize

Debt interest charges.

Low- Can be addressed after high-

Interest interest debts, focusing on

Debt efficient repayment strategies.

Critical Debts with severe consequences

Debts for non-payment (e.g., utilities,

taxes). Ensure these are always
paid on time.

Debt Avalanche Method

1. List debts from highest to lowest interest rate.

2. Make minimum payments on all debts except
the one with the highest interest rate.

3. Put any extra money toward the debt with the
highest interest rate until it's paid off.

4. Once the highest-interest debt is paid, apply
that payment amount to the next highest-
interest debt.

Minimizes overall interest paid, making it
mathematically more efficient.

Understanding Interest Rates

APR (Annual Percentage Rate):
= The annual cost of borrowing money,
including interest and fees, expressed as a
percentage.
« Use APR to compare different loan and
credit card offers.

Variable vs. Fixed Interest Rates:
= Variable rates fluctuate with market
conditions, potentially increasing your
payments.

= Fixed rates remain constant, providing
payment predictability.

Impact of Interest on Total Cost:
» High interest rates significantly increase the
total amount paid over the life of the loan.
» Focus on reducing the principal balance to
lower interest accrual.

Budgeting for Debt Repayment

Create a Track income and expenses to

Detailed identify areas where you can

Budget cut back and free up money
for debt repayment.

Prioritize Ensure basic needs are

Essential covered before allocating

Expenses funds to debt repayment.

Housing, food, transportation,
and healthcare.

Allocate Extra Direct any extra income

Funds (bonuses, tax refunds) toward
debt repayment to accelerate
the process.

Reduce Minimize non-essential

Discretionary spending (dining out,

Spending entertainment) to maximize
debt repayment funds.

Emergency Maintain a small emergency

Fund fund to avoid using credit

cards for unexpected
expenses. Aim for 1-3 months
of living expenses.
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Debt Consolidation and Refinancing

Debt Consolidation Loans

Definition: Combining multiple debts into a single
new loan, ideally with a lower interest rate.

Benefits: Simplified payments, potentially lower
interest rates, and faster debt repayment.

Considerations: Origination fees, potential for
longer repayment terms, and the importance of
avoiding new debt.

Avoiding Future Debt

Building an Emergency Fund

Importance: An emergency fund provides a
financial safety net to cover unexpected
expenses without resorting to credit cards or
loans.

Target Amount: Aim for 3-6 months of essential
living expenses in a readily accessible savings
account.

Building Strategies: Set up automatic transfers to
a savings account, allocate a portion of each
paycheck, and save any unexpected income
(bonuses, tax refunds).
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Balance Transfer Credit Cards

Definition: Transferring high-interest credit card
balances to a new card with a lower introductory
APR (often 0%).

Benefits: Significant interest savings during the
introductory period, opportunity to pay down
principal faster.

Considerations: Balance transfer fees, the risk of
high interest rates after the introductory period
ends, and the need for responsible credit card
use.

Responsible Credit Card Use

Pay Balances in Full: Avoid interest charges by
paying your credit card balances in full each
month.

Track Spending: Monitor your credit card
spending to stay within your budget and avoid
overspending.

Avoid Cash Advances: Cash advances typically
have high interest rates and fees, making them an
expensive borrowing option.

Limit Number of Cards: Having too many credit
cards can lead to overspending and difficulty
managing payments.

Refinancing Options
Mortgage Replacing your existing
Refinancing mortgage with a new one,
potentially with a lower interest
rate or shorter term. Can free up
cash flow or reduce total interest

paid.

Student Loan
Refinancing

Replacing your existing student
loans with a new loan, often with
a lower interest rate based on
your current credit score and
income. Not advisable if pursuing
loan forgiveness programs.

Auto Loan
Refinancing

Replacing your existing auto loan
with a new one, potentially with
a lower interest rate or more
favorable terms. Requires careful
evaluation of fees and loan
conditions.

Financial Planning and Goal Setting

Set Clear Define short-term and long-term
Financial financial goals (e.g., saving for
Goals retirement, buying a home) to
guide your financial decisions.
Create a Develop a comprehensive
Financial financial plan that outlines your
Plan income, expenses, savings, and
investments to achieve your
financial goals.
Regularly Periodically review your financial
Review and  plan and adjust it as needed to
Adjust reflect changes in your income,

expenses, and financial goals.
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