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                            This document is posted to help you gain knowledge. Please leave a comment to let me know what you think about it! Share it to your friends and learn new things together.
                        

                    

                                            
                                                            
                            
                            

                        

                    

                                    

            

        


                    
                
                    
                        Transcript

                        
                            Page 1
                        

Welcome, HUF!August 2010Presented By:
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ObjectivesObjectives
 Understand Debt to Income Ratio Learn how to calculate your Debt
 to Income Ratio Determine if your debt is too
 much debt Make a plan to get out of debt
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How much debt do you How much debt do you have?have?
 • Most people have some kind of debt.Most people have some kind of debt.
 • It might be in the form of a mortgage, It might be in the form of a mortgage, an auto loan, a student loan, or even a an auto loan, a student loan, or even a credit card balance. credit card balance.
 • Having debt isn’t a bad thing as long Having debt isn’t a bad thing as long as you are taking steps to pay it off.as you are taking steps to pay it off.
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It’s having too much debt that can cause It’s having too much debt that can cause an unhealthy financial lifean unhealthy financial life
 Taking the time to determine whether or Taking the time to determine whether or not you have too much debt can provide not you have too much debt can provide confirmation that you are doing things confirmation that you are doing things right or the realization that some financial right or the realization that some financial changes are neededchanges are needed
 How much debt do you How much debt do you have?have?(cont)(cont)
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•One of the best ways to One of the best ways to calculate your debt load is calculate your debt load is by figuring out your debt-by figuring out your debt-to-income ratioto-income ratio
 •This is the amount of debt This is the amount of debt you have relative to your you have relative to your incomeincome
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Most lenders, especially mortgage Most lenders, especially mortgage and auto lenders, use your and auto lenders, use your debt to debt to income ratio income ratio to determine the loan to determine the loan
 amount you qualify for amount you qualify for For example, a For example, a mortgage lender will mortgage lender will use your debt to use your debt to income ratio to figure income ratio to figure out how much out how much mortgage you can mortgage you can afford after all your afford after all your other monthly debts other monthly debts are paidare paid

Page 7
                        


Page 8
                        

Calculating your Debt Calculating your Debt to income ratio...to income ratio...
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Calculating your Calculating your Debt to Income ratio... Debt to Income ratio... (cont)
 Example:Let's assume Sam has the followingexpenses:
 mortgage = $950 minimum credit card payments = $235 car loan = $355
 $950 + $235 + $355 = Sam's total monthly debt payments = $1,540
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Calculating your Calculating your Debt to Income ratio... Debt to Income ratio... (cont)
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Calculating your Calculating your Debt to Income ratio... Debt to Income ratio... (cont)
 ExampleRemember, Sam spends $1,540 spends $1,540 each month on debt
 payments. This is what he receives in income receives in income each year:
 annual gross income = $42,000 child support = $6,000Sam's total annual income = $42,000 + $6,000 = =
 $48,000$48,000.
 Let's divide his annual income by 12 for his monthly income.
 $48,000 / 12 = $4,000 monthly income $4,000 monthly income
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Calculating your Calculating your Debt To Income ratio... Debt To Income ratio... (cont)
 Once you've calculated what you spend Once you've calculated what you spend each month on debt payments and what each month on debt payments and what you receive each month in income, you you receive each month in income, you have what you need to calculate your debt have what you need to calculate your debt to income ratio.to income ratio.To calculate the ratio:To calculate the ratio:
 divide your monthly debt payments by divide your monthly debt payments by your monthly income. your monthly income. Then, multiply the result by 100 to Then, multiply the result by 100 to come up with a percent.come up with a percent.
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Calculating your Calculating your Debt To Income ratio... Debt To Income ratio... (cont)
 Example:
 Sam's monthly debt payments total Sam's monthly debt payments total $1,540. $1,540.
 His monthly income total is $4,000. His monthly income total is $4,000.
 So, let's divide $1,540 by $4,000 and then So, let's divide $1,540 by $4,000 and then multiply by 100:multiply by 100:
 $1540 / $4000 = .385 X 100 = 38.5%
 Sam's debt to income ratio is 38.5%. Sam's debt to income ratio is 38.5%.
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Your final result will fall into one of these categories:
 36% or less 36% or less is the healthiest debt load for the majority of people. You should avoid incurring more debt to maintain a good ratio.
 37%-42% 37%-42% isn't a bad place to be. If your ratio falls in this range, you should start reducing your debts.
 43%-49% 43%-49% is a ratio that indicates likely financial trouble. Start paying your debts now to prevent an overloaded debt situation.
 50% or more 50% or more is a dangerous ratio. You should be aggressively paying off your debts. Don't hesitate to seek professional help.
 What your Debt to What your Debt to
 Income ratio meansIncome ratio means……
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Making a plan to get Making a plan to get out of debt…out of debt…When you're overloaded with debt, it can be difficult figuring out how to best tackle the debt.
 You have to decide which accounts you should pay, in what order you should pay them, and how much you need to pay to eliminate your debt.
 By attacking each of these hurdles one by one, you can tailor a plan that fits your budget and debt load.
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Making a plan to get Making a plan to get out of debt… out of debt… (cont)
 To make a plan for getting out of debt, the first thing you need to do is check see your whole financial picture
 Start by getting a copy of your credit report
 ○ You can obtain a free copy of your credit report once a year at www.annualcreditreport.com
 Your report will contain your financial obligations from institutions that report to the major credit bureaus.
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On a single sheet of paper write down the name of each creditor, total amount owed, monthly payment, and
 interest rate for your accounts
 Making a plan to get out Making a plan to get out of debtof debt……((cont)
 Your list, for example, might look like this:• Visa credit card, $780, $47, 11.9%•Macy’s credit card, $1515, $89, 18.9%•Bank of America loan, $900, $55, 7.8%
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Making a plan to get Making a plan to get out of debt… out of debt… (cont)
 Prioritizing your debt:
 Once you have a complete list of your debts, you should figure out how you want to pay them.
 When it comes to the cost of debt, the best way to repay your debt is to pay off highest interest rate debts first.
 Rank your debts in order from highest to lowest according to interest rate. This is the order you’ll repay your debts.
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Making a plan to get out Making a plan to get out of debt… of debt… (cont)
 Determine how much you can pay…
 Another crucial component of your plan to get out of debt is the amount you can afford to pay on your debt each month
 To come up with this amount, you need to figure out your discretionary income
 This is the amount you have for spending after all your financial obligations have been met
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Making a plan to get Making a plan to get out of debt… out of debt… (cont)
 Determine how much you can pay…(cont)
 Total your income from all reliable sources including wages, alimony, child support payments, bonuses, or dividends.
 Then, subtract what you spend each month on required expenses, those items you need for survival. Required expenses include mortgage or rent, utilities, food, transportation, medical expenses, and your current debt payments. This calculation will result in your disposable income.
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Your Spending Plan Your Spending Plan Worksheet Worksheet
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Making a plan to get out of Making a plan to get out of debt… debt… (cont)
 Make the plan…
 Now you that know how much you will be spending to pay off your debt, you can complete your plan
 Put all of your debt-spending money towards Put all of your debt-spending money towards your highest priority debtyour highest priority debt
 Pay this amount plus the minimum payment every month until the debt has been completely repaid
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Making a plan to get out of Making a plan to get out of debt… debt… (cont)
 Make the plan…
 Continue making the minimum payments on your Continue making the minimum payments on your other debts.other debts.
 Once you've paid off the first debt, combine the minimum payment from that debt with the extra amount you’ve allocated for repaying your debts and put it towards the debt with the next highest interest rate (or next smallest balance)
 Repeat this process until your debts have been Repeat this process until your debts have been completely repaid.completely repaid.
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Making a plan to get out of Making a plan to get out of debt… debt… (cont)
 Put your plan into action…
 Let’s say you’ve decided to spend an extra $300 each month to repay your debts. Using the previous example, you should start with the Macy's account because it has the highest interest rate.
 1.Macy’s credit card, $1515, $89, 18.9%2.Visa credit card, $780, $47, 11.9%3.Bank of America loan, $900, $55, 7.8%
 Each month, make a payment of $389 ($300 plus the minimum payment) until the debt has been repaid
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Making a plan to get out of debt… (cont)
 Put your plan into action…(cont)
 Even though your minimum payment will decrease as you pay off the balance, continue sending $389. The same goes for your other debts, too.
 Using the example from above, your plan will look something like this:
 • Macy’s: $389• Visa: $47
 • Bank of America: $55
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Making a plan to get Making a plan to get out of debt… out of debt… (cont)
 Once you have repaid Macy’s you should repay Visa, the account with the next highest interest rate. Your payment should be $436, the $389 you were paying to Macy's plus the $47 you were already paying to Visa.
 Update your plan.• Visa: $436• Bank of America: $55
 Finally, when you have repaid the Visa account, use all $491 to repay the Bank of America loan.
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You will then be debt free! You will then be debt free! Imagine how great that would feel!Imagine how great that would feel!
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For more information contact:American Debt Counseling, Inc.
 A 501(c )(3)non-profit Credit Counseling Organization14051 NW 14th Street
 Sunrise, FL 33323www.americandebtcounseling.org
 1-888-DEBT USA
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