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				This Isn’t About Eating Cat Food and Working Harder.

			

			It’s about getting out of debt once and for all. It’s about you getting out of debt—no matter how long you’ve been there or how much you owe.

			
				It’s Not About Clipping Coupons or Saving String.
It’s Not a Get-Rich Scheme or an Investment System.

			

			It’s a clear and simple program that will enable you to free yourself from debt and to stay free forever.

			Be as skeptical as you want. But if you follow this program, you’ll still get out of debt. These are not simply theoretical ideas. They’ve been tested and proven over the last two and a half decades by hundreds of thousands of men and women who have already used them to free themselves from debt and thousands more are using them right now to do the same thing. You can too.

			This program works. It’s that simple.
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		PREFACE

		This is a book about debt and about freeing yourself from debt—forever.

		You, like me, like every other American, are either:

		
			    1. Overwhelmed by your debts

			    2. Sometimes uneasy about them and worried that you might be getting in too deep

			    3. Or you have a surplus of money and rarely think about debt or credit at all

		

		Most of us fall into the first or second of these groups. If you do, then this book is for you. It will teach you step by step how to liberate yourself from debt, stay free of it forever, and live a life of prosperity and abundance from then on. Even if issues of debt and credit are largely irrelevant to you, you’ll still find valuable material here that will help you manage your money more effectively, bring more of it in, and use it in more pleasurable ways.

		I first wrote this book in 1986, at the end of my own long spiral downward into debt and into the pain and even despair that inevitably accompany it. The power of the concepts and techniques I presented here for stopping that terrible decline, getting free of debt, and learning how to live prosperously has been proved repeatedly since then by the hundreds of thousands of men and women who have used them to do just that and who are using them to do so today. For many, these concepts and techniques have become a way of life, as they have for me.

		The book is even more relevant now, to more people, in this new and third edition than it was back then and again in 2003, the first time I revised and updated it. In the past quarter of a century, personal debt has simply grown larger and more pervasive. In both boom times and lean times. It hasn’t mattered whether jobs were plentiful or scarce. It hasn’t mattered whether credit was easy or tight. It hasn’t mattered whether it was the aftermath of Black Monday in 1987, when the market lost a quarter of its value in a single day; the roaring 1990s that followed, with money washing back and forth across the country in great tidal waves; the Crash of the Dot-coms at the turn of the century or the booming market that surged up after it; or the Recession of 2008 and 2009, which still lingers as I write these words today, in 2011. While some Americans did begin to exercise restraint in the face of the real estate and banking meltdowns, more simply kept going into debt. Personal debt, according to an AP-GfK survey of 2010, has become the single most significant source of pain and stress in the average American’s life.

		This new edition of How to Get Out of Debt, Stay Out of Debt, and Live Prosperously retains all the essential material of the original edition as well as changes I made for the 2003 edition and the chapter I added then called “Couples and Families.” (If there was anything I would have done differently when I first wrote the book, I decided in later years, it would have been to include counsel specifically for people who were part of a couple or family or raising children alone, to help them practice the rest of the program more easily. So what I did in the first revision was adapt a chapter from one of my later books, Earn What You Deserve: How to Stop Underearning & Start Thriving, where I did address those circumstances, for use in this book.)

		Here, in this new edition, I have again reworked parts of the book to reflect changes in society, enhanced other parts, added material about online resources, software, and the Internet, and again updated the numbers because of inflation.

		If you are new to How to Get Out of Debt, Stay Out of Debt, and Live Prosperously, I promise you that you’ll find the same freedom and joy in it that I and so many others have and continue to find. If you are revisiting the book in this new edition, I promise you that you will find in it renewed enthusiasm for this way of life and powerful reinforcement for living it. Either way, Godspeed.

		This Isn’t About Eating Cat Food and Working Harder

		It’s about getting out of debt once and for all. It’s about you getting out of debt—no matter how long you’ve been there or how much you owe.

		It’s not about clipping coupons or saving string. It’s not a get-rich scheme or an investment system.

		It’s Back to the Black, a clear and simple program that will enable you to free yourself from debt, to stay free forever, and to bring prosperity into your life.

		Sure. Uh-huh.

		Be as skeptical as you want. But if you follow this program, you’ll still get out of debt. These are not simply theoretical ideas. They’ve been tested and proven over the last two and a half decades by hundreds of thousands of men and women who have already used them to free themselves from debt; many thousands more are using them right now to do the same thing. You can too.

		This program works. It’s that simple.

		You Are Not Alone

		Discussion of personal finance, particularly indebtedness, may be the last American taboo. Most of us shrink from it as we would from something obscene. Yet personal debt is and has been for the past several decades epidemic in America: More than thirty-five million Americans are overwhelmed by it at this very moment, many only a paycheck or two ahead of catastrophe, and millions more are living in daily stress and discomfort because of it.

		In 1988, when this book was first published, personal bankruptcy stood at 600,000 cases a year; fifteen years later, the number had risen to 1,200,000 a year. It continued to rise through 2005, plunged in 2006 when new laws took effect making bankruptcy harder to declare, then immediately began to climb again. At this writing, it stands at nearly 1,500,000 per year. Consumer debt was $700 billion back in 1988. In 2003 it was $1.6 trillion. Today, $2.5 trillion. While personal income has grown at about 5 percent a year over this, personal debt has grown by more than half again as much.

		Trouble with debt cuts across all social strata—from doctors and lawyers to carpenters and teachers, from psychologists and executives to house painters and firemen, from consultants and secretaries to stock clerks and stockbrokers.

		You are not alone in this.

		Some of us are earning well over $100,000 or $200,000 a year, others are on unemployment. Some owe tens and even hundreds of thousands of dollars, others no more than $2,000 or $5,000. But debt is debt, no matter how much we earn or how much we owe. And sooner or later it can, and frequently does, poison our lives.

		What Debt Does to Us

		Eventually, we begin to juggle our money week to week and month to month, trying to stay on top of bills and responsibilities. We walk a tightrope and live in apprehension of impending disaster, in fear that we’re going to run out, that we won’t have enough, that we’ll be caught in a squeeze, that we’ll be hauled into court.

		This fear exerts ever more pressure on us. It begins to disrupt our lives and personal relationships. It sucks the joy and pleasure out of our days. The emotional and physical toll becomes enormous. In time, it exhausts us. We come to feel defeated and hopeless. We grow depressed. We live in anxiety and despair. We experience pain and perhaps even impulses toward suicide.

		Being in debt, regardless of the level of discomfort, is an unpleasant condition for anyone. It is also wholly unnecessary.

		Where This Program Comes From

		Debtors Anonymous is a self-help organization that was founded in 1976. It has grown rapidly since then and now has chapters across the United States and in several foreign countries as well. The only requirement for membership is a desire to stop incurring debt. It is wholly self-supporting through the voluntary contributions of its members, whose primary purpose is to remain solvent and to help other people in debt achieve solvency.

		Many of the concepts, techniques, and strategies in the Back to the Black program originated in Debtors Anonymous (DA), though this book is in no way connected with that organization, which as a policy neither supports nor opposes any outside projects. Other material in the program comes from individual members of DA and via complementary sources such as cognitive psychology, consciousness seminars, metaphysical disciplines, and prosperity workshops.

		In the end, all this material has been filtered through my own personal experience and evolves from my close con tact and work with literally hundreds of men and women—and by extension, thousands more—who have successfully worked these principles and freed themselves from debt.

		Each has his or her own unique story.

		In my case, I was $50,000 in debt when I began to practice this program back in 1984 (the equivalent of $110,000 in 2011), had expenses of $3,000 per month, and had a guaranteed income of only $350 per month, from a small mortgage on a piece of property I’d once owned. How I’d gotten into that position was, I thought, due to several circumstances: the erratic nature of a freelance writer’s income, a divorce, an illness, and changes in the publishing industry that resulted in a couple of career setbacks. That’s what I thought then. I think differently now—because of what I’ve learned, which became the material for this book.

		From the day I committed to this program, I never borrowed another dime. And since then I have liquidated my debt, steadily escalated my income, dramatically improved the quality of my life in such areas as vacations, entertainment, wardrobe, and possessions, and, most important, have won a growing psychological and emotional freedom from the stress and pain of debt.

		So has Paul, a forty-year-old Chicago real estate salesman. Paul was down $73,000 and on the verge of bankruptcy when he began this program. In five years, he repaid his creditors in full and increased his income from $81,000 to $113,000.

		Christine, a thirty-four-year-old commercial illustrator who lives in Boston, owed $24,000. Today, six years later, she owes nothing. And her income jumped from $38,000 to $83,000.

		Vivian, who is in her seventies, still works in high fashion in New York, though not as many hours as she did when I first wrote about her two and a half decades ago. Vivian is also free of debt now, and has been for many years, even though she began her recovery owing $240,000.

		Tony is still moving toward freedom. Twenty-seven, Tony is a painter in the Southwest who also works as a carpenter. A year and a half ago, he owed $23,000. Today he owes less than $19,000. Equally important to him, he can now spend significantly more time on his painting than he had been able to before.

		There are countless more.

		With this program, if you choose, you too can do what they have done.

		You Don’t Have to Go One More Dollar into Debt

		Sure I don’t. And if I clap very hard and believe, Tinkerbell will live.

		But it’s true—hundreds of thousands have stopped, and have liberated themselves completely from debt using the principles and techniques in this book, sometimes from spectacular amounts.

		You will too.

		Begin reading, and know that you’ve just taken the first step toward freeing yourself from debt now and forever.

	
		
			PART I

			THE
DEBT SPIRAL
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WHAT IS DEBT?
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		I.O.U.

		[image: ]n its simplest definition, you are in debt when you owe some person or institution money. We need a refinement, though. For our purposes, a secured loan is not a debt, even though money has been loaned to you.

		The Secured Loan

		To secure something is to make it safe. When you secure a loan, you free the lender from any risk of losing his money. That’s why he’s willing to lend it to you—he has no fear of loss.

		Your word, your good faith, even your unfailing history of repayment do not secure a loan. What happens if you have medical emergencies, lose your job, or simply go bonkers and run off to Brazil—if, for any reason, you just don’t have the money to pay the loan back? The lender loses his money, that’s what.

		Collateral, in its primary definition, is something that runs side by side with something else. In financial terms, collateral is property you pledge to the lender or actually give to him to hold during the course of the loan. That property is security, it’s what makes the lender’s money safe or secured. When you pay him back, he returns it to you.

		A loan from a pawnshop is a classic example. You bring your camera to the pawnbroker. He loans you $150. When you repay him the $150 (plus interest, of course), he gives your camera back to you. If you don’t repay him, he keeps your camera. You don’t own your camera anymore, but you don’t owe him $150 either. The loan is over.

		Fine, you say, but you’re not interested in hockshops and cameras. You’re talking big money—$10,000, $100,000, more.

		The Numbers Don’t Make Any Difference.

		A loan is a loan, whether it’s for $5, $500, or $50,000. And collateral is collateral, whether it’s a television set or a television station.

		One of the most common forms of secured loan is a mortgage. Let’s say I’m buying a house for $200,000. I’ve saved $30,000, which I use for the down payment. The bank likes my job history, my salary, and my credit record. They have confidence in me. But that confidence alone isn’t enough to persuade them to lend me the additional $170,000 I need, not without strings attached. Life’s too unpredictable for that. So they require me to give them a mortgage on my house—a document that generally grants them all legal rights to it if I default, that is, if I fail to make my loan payments for a specified period of time, usually about four months. The bank then has the right to foreclose the mortgage, to take possession of my house in lieu of what I owe them, sell it, and keep the proceeds or the bulk of the proceeds for themselves, thus recouping their $170,000. I’ve secured the loan by pledging my house as collateral. I’ve eliminated the risk that the bank will lose their money if they lend it to me.

		Car loans work the same way. I buy a new Chevy for $30,000. I put $7,000 of my own money down and borrow the balance, $23,000, from a bank or from General Motors. To get the financing, I sign a document that gives the lender all rights and title to the car if I don’t pay the loan back.

		If I default in either of these cases, I lose my house or my car. That would be painful, but I would not owe money to anyone. I would not go into debt—provided I had made a large enough down payment. That is an important provision. Normally what happens in the case of a house or a car walked away from, foreclosed upon, repossessed or otherwise reclaimed by the lender, is that the lender sells off the property, deducts the amount received from the outstanding balance, and arrives at a new balance owed: the old one minus the proceeds of the sale.

		Let’s say that Frank, who still owes $11,000 on his Honda, is moving to another state and a new job where, among other benefits, he will have the use of a car. He’s broke and under time pressure. So he turns the car over to the creditor (almost always a bank), and says, “Here, it’s all yours. The loan is over.” But it’s not. The bank now has Frank’s car, the collateral for the loan, but the loan is still in effect. The bank, which is a business, not a social welfare agency, wants to clear this loan quickly and with minimal effort. So it wholesales the Honda out, getting $6,000 for it. Frank still owes the creditor $5,000 on the loan and has all the legal obligations and liabilities that any debtor does. He is still as vulnerable to the creditor if he defaults as he is to any other creditor.

		The same scenario is true with a house. But there the bank will usually have required a large enough down payment so that the house can be turned over for at least the amount still owed, unless there has been a major decline in the real estate market, as there was toward the end of the first decade of this century. (At least historically, banks did business this way; one hopes they will again going forward.)

		The key, then, in these situations, is to put enough money down on a car or house so that you have sufficient equity in it; then, should you need to liquidate it, you can do so for not less than the amount you still owe on it. One reason for the widespread pain that followed the housing collapse in 2007 and 2008 was the reckless lending by banks to unqualified borrowers that preceded it; along with equally reckless borrowing by buyers who put little or even no money down on their purchases. While there might have been a few someplace, I personally don’t know or even know of anyone who practices this program who lost his or her house or who even ended up incurring new debt because of the collapse. Selling a car or house yourself and paying off the creditor is always better than turning it back to the creditor, even if the creditor could liquidate it for the balance you still owe. This is for reasons relating to your credit history, which we’ll discuss in a later chapter.

		A cash loan can also be secured. Of course the collateral has to be worth at least as much, and usually more, than the amount borrowed. No bank will accept $2,000 worth of stock certificates as collateral against a $10,000 loan, just as no pawnbroker will lend me $50 if I give him my Bic lighter to hold.

		These are examples of collateral often used to secure cash loans:

		
			[image: ] Bearer bonds

			[image: ] Stock certificates

			[image: ] Home equity, in the form of a second mortgage

			[image: ] Parcels of land or other real estate

			[image: ] Inventory

			[image: ] Works of art

			[image: ] Whole life insurance policies

			[image: ] Precious metals

			[image: ] An owned franchise

			[image: ] Copyrights

			[image: ] Patents

			[image: ] A business

		

		As anyone who’s in debt knows very well, banks and financial institutions aren’t the only places we can get a loan. We borrow from employers in the form of salary advances, from the government, from colleges and universities for educational loans, from business associates, from acquaintances and coworkers, from friends and relatives.

		The most frequent loan in America is probably the one taken from a friend:

		“Can you let me have $10 till tomorrow?”

		“I need $30 till payday.”

		“Can you spare $500 till my commission check comes in?”

		“My broker’s check won’t reach me for another week. Can you spot me $3,000 till then?”

		The loan from family members is also common. Young couples setting up household or buying their first house frequently borrow from their families. I bought my own first house in 1971. Everything I’d saved went for the down payment and closing costs. There were several other expenses involved in moving my family from a city apartment to a house in the mountains, so I borrowed $7,500 from my father.

		Houses, of course, aren’t the only things for which we tap relatives. We borrow from them when we’re between jobs, for education, vacations, Christmas buying, for furniture, medical expenses, big tax bills, births, marriages, divorces, to get over a hump, or when things are difficult in general.

		These loans are usually given on good faith alone; but occasionally they’re secured too. There’s even more latitude in finding collateral for a personal loan than there is for a commercial loan. Commercial lenders want collateral for which there’s a ready market and a constant demand, which assures them they can convert it to cash immediately if the borrower defaults. While friends or relatives might eventually prefer to do the same thing, they’re usually satisfied with collateral in the form of something they’d like to own or use themselves, such as a high-end SLR digital camera.

		As collateral on a $2,500 loan, I once offered a friend an antique ivory statue he’d always admired. He didn’t want collateral from me at all, but for my own reasons (which aren’t relevant here, but will be later) I was determined that this loan be genuinely secured. He accepted my resolve, but still refused to remove the statue from my house. What we finally agreed on was this: I assigned to him through my literary agent—to become effective at his request—all income from one of my books up to the amount of $2,500. He’s a novelist himself, and that assignment was satisfactory and pleasing to us both.

		The possibilities for collateral on personal loans are nearly limitless. For example, you can use:

		
			[image: ] Anything that could secure a commercial loan

			[image: ] A piece of jewelry

			[image: ] A fur coat

			[image: ] A work of art

			[image: ] A musical instrument

			[image: ] An antique

			[image: ] A laptop

			[image: ] A coin collection

			[image: ] A set of encyclopedias

			[image: ] A sewing machine

			[image: ] Luggage

			[image: ] Furniture

			[image: ] A camera

			[image: ] A snowmobile

			[image: ] A power tool

			[image: ] A rug

		

		To sum it up, a secured loan is this: Someone lends you money, you give him an article of equivalent or greater value to hold until you pay him back.

		Why Secured Loans Are Not Debt

		From a strict point of view, a secured loan is debt: It’s money you “owe.” But there is a difference, and that difference is crucial.

		If things go wrong, for any reason at all, and you can’t repay the loan, what happens? You forfeit your property. That may be painful, but you are not obligated to pay money to anyone.

		You walk away clean. You don’t owe anyone money. You’re not in debt.

		This Is It

		Debt is:

		
			    1. Any amount of cash you borrow without putting up collateral

			    2. Any credit extended to you

			    3. Any service you take without paying for at the moment you receive it

		

		Some common examples of incurring debt are:

		
			[image: ] You’re short this week, so you tap a friend at the office for $40.

			[image: ] You need $1,000 to tide you over for a month, so you borrow it from your bank on your signature alone.

			[image: ] You need a new winter coat but you don’t have the money, so you call your parents and borrow it from them.

			[image: ] You’re out with a friend, you want to pick something up from a store, but you don’t have enough cash, so you borrow a few dollars from her.

			[image: ] You need your tax refund now and can’t wait for it to arrive, so you ask your brother for $600.

			[image: ] You buy a home entertainment center from Macy’s and charge it to your account.

			[image: ] You gas up your car on your Mobil card.

			[image: ] You go out to dinner and hand the waiter your Visa card.

			[image: ] You fly to Chicago to spend Thanksgiving with your relatives and put the tickets on your American Airlines card.

			[image: ] You buy your spring wardrobe on your Bloomingdale’s card.

			[image: ] You charge a new lawn mower to your Sears account.

			[image: ] You need your car fixed but you can’t pay your mechanic till next month; that’s fine with him, so he does the work.

			[image: ] Your child’s college tuition is due, so you request an advance on salary or commissions.

			[image: ] You need two caps and a root canal, but you don’t have the money, so you arrange with your dentist to pay him off over the next several months.

		

		These are all debts. You owe money to these people. They have no collateral from you: Your dentist can’t sell the plaster cast of your mouth, Sears can’t convert your signature into cash.

		Take a few minutes for a discovery process here. On a pad of paper, write down any of the above, or variations on them, that you’ve done yourself over the past twelve months.

		Draw a line beneath the list.

		Now make a second list. Include here all the other ways you’ve incurred debt in the same period that aren’t mentioned in the first list.

		Now get creative. Make a third list, placing on this one all the ways you’ve heard through which your friends incur debt, then add every other way you can imagine.

		Take a good look at these lists. They’re a lot longer than you would have thought, aren’t they? And they all add up to the same thing—debt.

		This Is It Too

		But we’re not done yet. There are other, more subtle ways to incur debt.

		What happens when you get behind on your rent?

		My rent is $1,900 per month. Let’s say it’s July now. And let’s say that last month I finally went for the eye exam I’d been putting off. It had been three years and my ophthalmologist wanted to do a full scan, which was sensible. My eyes proved healthy, but I did need a new prescription. The exam was $375, a new pair of glasses $295. My television, possibly in a gesture of sympathy with my old glasses, decided to commit suicide at the same time. So I bought a new one for $600. And, since I don’t usually keep such things in mind, I was unhappily surprised to find that the premium for my life insurance was due, for $500. That’s $1,770 I hadn’t planned on spending in June.

		Money’s tight. So I don’t pay my rent in July, planning to catch up in August. What I’ve done is taken a service—the use of my apartment—without paying for it.

		I owe money; I’ve incurred a debt.

		Could I have paid my rent? Sure. I might have arranged with my ophthalmologist to pay him off over a couple of months, bought my glasses on an American Express card, and put the television on Visa.

		Either way, I go into debt.

		Falling behind on unsecured obligations, then, is the second category of debt. The most common areas in which we do this are:

		
			[image: ] Rent

			[image: ] Telephone service

			[image: ] Utilities (gas, electricity, water)

			[image: ] Federal, state, and local income taxes

			[image: ] Property taxes

			[image: ] Alimony and child support

			[image: ] Tuition

			[image: ] Credit card bills (penalties for late or missed payments)

			[image: ] Charge account statements (penalties for late or missed payments)

			[image: ] Fuel bills

		

		Turn to a fresh page on your pad of paper. Jot down the number of times you’ve been late by a month or more in any of these areas. Then add any more in which you were late that aren’t included here. Now add any area you can think of where falling behind might be possible.

		Surprising just how many ways there are to go into debt, isn’t it? There’s a whole supermarket of opportunities out there.

		Debt, then, comes in almost limitless variations, but it’s not hard to recognize once we’re clear on what it is—borrowing cash without collateral, buying goods or taking services without paying for them immediately, and falling behind in unsecured obligations.

		That recognition is a good start.

	
		[image: ]
THE NATURE OF DEBTING

		[image: ]

		[image: ]ebt” is a noun. It has never been used as a verb—“to debt.” But we’re going to coin it that way; it helps us distinguish such use of money from other types of spending and from secured loans.

		There are three kinds of debting: compulsive, problematic, and reasonable.

		Compulsive Debting

		Throw out all the psychological jargon you’ve heard about compulsion. Basically, a compulsion is simply an act that is repeated over and over. It’s motivated by an internal reason or set of reasons, usually subconscious. Some compulsions are harmless, such as arranging pens on a desk or cans on a shelf in a certain order. Generally we think of them as no more than habits or personal preference, if we think of them at all.

		When a compulsion is harmful—serious drinking or overeating, for example—we try to deny that it’s a compulsion. We manufacture excuses for it: “Hey, I work hard, and I need a couple of drinks to unwind.” We minimize the destructive consequences: “So I’m carrying a few pounds too much, it’s no big deal, I’ll knock ’em off by summer.” We even claim that the consequences of our behavior are actually the cause of the behavior: “I do this because my life is pressured, hard, and painful”—when in fact life has become pressured, hard, and painful because of what we do.

		Barbara, a divorced dental technician, insisted that she had to charge her son’s new school clothes. He’d outgrown his old ones, and she didn’t have the money to pay for the new ones. She was absolutely right. He did need new clothes, and she didn’t have the money. But what she refused to see was why she didn’t have the money—because most of her discretionary income had to be used for payments on her two credit cards, her department store account, and a personal bank loan, which were already costing her a total of $655 per month.

		These were payments on debts Barbara had incurred over the previous year. Just a single month’s worth—$655—would have been more than enough to buy her son’s clothes. But the money wasn’t available to her; she had to pay it to her creditors. So the pressure Barbara felt—her current need for money—was in fact the direct result of her previous debting. If she hadn’t debted before, she would have had enough to meet her needs now. Like other compulsions, compulsive debting feeds on itself: the more you do it, the more problems that inevitably result; the more problems that result, the more you do it to obtain relief from these new problems.

		Barbara bought $375 worth of clothes for her son, paying for them with a credit card. Her installment payment on that new debt, the clothes she charged, cost her another $29 per month. That raised the total of her monthly payments from $655 to $684. As a result, she now had even less discretionary income to spend each month on her normal expenses. Once again, her available money had diminished, making her life more pressured and difficult.

		What happens when Barbara hits the next unexpected expense—an illness requiring a visit to the doctor, a car tire that has to be replaced, an appliance that wears out? She’ll debt again, telling herself she simply has to. The total amount of her debt will increase again, her monthly payments will rise once more, and her life will become even harder, the pressure greater.

		Compulsive debting means nothing more or less than that you repeatedly incur new debt despite the negative emotional and financial consequences that follow. Each time, you find a way to justify the new loan or late payment or use of credit, or turn to them in order to obtain relief from pressure you perceive as intolerable.

		But it doesn’t work. It only gets worse.

		Problem Debting

		The difference between problem debting and compulsive debting is largely one of frequency, scale, and intensity: A problem debtor doesn’t debt as often as a compulsive debtor, or borrow as much, or experience financial trouble and emotional pain as severely as the compulsive debtor.

		Yet.

		Some people go into problem debting because of a temporary situation, such as a career difficulty, or because they don’t realize at first just how steadily their debts are beginning to mount. Then either they’re able to change the situation or they recognize they’re getting in too deep and bring their debting to a halt.

		But in many cases, if not most, problem debting is simply compulsive debting in the making. An overwhelming debt structure doesn’t pop full-blown into our lives like Athena from the head of Zeus. We build it slowly, piece by piece.

		In my own case, it was seventeen years in the making.

		Reasonable Debting

		If you’re free of any kind of problem with debt, it’s reasonable to pay for dinner with a credit card. Or replace a failing washing machine and pay for the new one over the next twelve months. Or perhaps finance a vacation with a loan. Generally, this kind of debting occurs when you’ve been meeting heavy expenses recently—a child’s tuition, major home repairs—and there’s something you’d like or need now that would be inconvenient or difficult to pay for immediately; the stock market, for example, is in a downswing and you’d rather not liquidate assets at the moment, or perhaps you have money locked up in a certificate of deposit and can’t redeem it for another month or two.

		Sometimes life takes an unexpected turn. You lose your job, for example, and can’t find another one for several months. So you tighten up your lifestyle, live on your savings while you look for a new job, exhaust them, then borrow from your brother to keep going. You’re hired, you pay your brother back over the next six months, then relax the austerities you imposed upon yourself and begin putting money into savings again. Or perhaps you don’t make as much as you thought you would after you graduate from college. Your rent and student loan payments eat up a big chunk of your salary. For a year and a half your father sends a monthly check to help out. You finally get a promotion and a raise, and now begin to handle your expenses and obligations yourself.

		In these situations, it’s assumed that you have no significant history of debting, that you’re not already carrying substantial debt, and that under ordinary circumstances you would not have a problem meeting your usual bills and expenses.

		To determine whether or not your debting is reasonable, there’s one very simple question to ask: Are your debts causing you any trouble, on any level at all?

		If they are, your debting is probably not reasonable. The following chapter will help you eliminate any doubts you might have and help you determine just how serious a problem your debting may or may not be.

	
		[image: ]
WARNING SIGNS

		[image: ]

		[image: ]here are numerous warning signs along the road to debt, but they go mostly unnoticed until we’re already in serious trouble—until we’re unable to meet our bills, pressed by angry creditors, or threatened with legal action. If more than a few of these apply to you, or if any are routine in your life, then you have a debt problem or are likely to be on your way to one.

		Is It the 15th Already?

		This month’s bills start coming in before you’ve cleared last month’s. You meant to get to them, but you got caught up in other things. You’re surprised to find that the phone bill is still there. Somehow you didn’t get to the rent or send the dentist his check. You’re frustrated when you begin to write the checks. There are more bills than you thought. It seems you’re always behind.

		
			[image: ] You know what past-due notices look like.

			[image: ] Your bank has been informed that you haven’t paid your property taxes yet.

			[image: ] Your American Express bill shows a balance from last month and reminds you that payment in full is required upon receipt.

			[image: ] The hardware store sends a letter telling you you’re in arrears and requests that you send a check at once.

		

		These rarely surprise you. You don’t slap your forehead and say, “Oh my God, how could I have forgotten?” Uh-uh. You’re familiar with this kind of communication, and your usual response is annoyance, depression, or frustration.

		You’ve had to get on the phone and argue, apologize, or express your indignation because the telephone or utility company is going to cut off service unless payment is made immediately.

		You’ve paid a certain bill only after receiving a threat from a creditor’s legal department or a collection agency.

		You resent your bills in general. You often say to yourself, “They just don’t stop!” or “God, won’t they ever leave me alone?”

		The Unopened Mail

		You avoid opening letters for fear of new bills or trouble with a creditor. The only mail you’re truly comfortable with is from friends or relatives—unless you owe them money too. Bills and letters from creditors get put in an ever-increasing pile on a corner of your desk or dumped into a drawer.

		Larry, a chain-store manager, used to put his into a shopping bag. He had two bags stuffed to capacity when he began this program—practically every bill and past-due notice he’d received in the previous year was packed into those bags. He was $58,000 in debt at that point.

		This is the ostrich syndrome, sticking your head in the sand. As long as you don’t have to see the bills, you can tell yourself they’re not there. This syndrome can become so pervasive that any communication of a potentially financial nature becomes a threat. The possibility of a neutral or even beneficial contact never occurs to you.

		Six months after she had stopped debting, Mona, a florist, was still so gripped by this fear that she panicked when a letter from the IRS arrived. She wouldn’t open it for a week. Her anxiety mounted each day. When she finally did work up the courage, she found it contained a refund check for $338. Years of debting had left her nearly incapable of conceiving that an envelope from the IRS could contain anything but a demand for more money.

		The Unbalanced Account

		You rarely keep a running balance in your checkbook. You hardly ever reconcile your balance at the end of the month when you receive your statement. You tell yourself it’s too much trouble. Or you simply don’t want to see the bad news. Consequently, you never know how much you actually do have in the account. Somewhere around a thousand, you think, if you’re willing to think about it at all. And that guess usually substantially overestimates the real amount.

		The Unsent Check

		This is a numbers game. You pretend you have more money than you really do. It was one of my own favorites. I did keep a running balance in my checkbook. But what I also did, and what other numbers players do, was delay writing checks until the last possible moment, until I was on the verge of incurring late charges, calls from creditors, or cancellation or shut-off notices. By hanging on to the money, I could look at my checkbook and see that I had a comfortable margin of around $2,000. Everything was okay, right? I had enough.

		It was a con job. I didn’t do it consciously, but I did it nonetheless. The sense of security it provided was false. If I’d paid those backlogged bills immediately, my balance of $2,000 would have dropped by $1,000; and looking at that, I would have been forced to confront the uncomfortable fact that $1,000 was all I had left with which to face $2,500 worth of expenses and incoming bills—that I was going to come up short for the month by $1,500.

		The numbers player defends his balance fiercely. He resists mailing the checks until he absolutely has to. That imaginary balance is necessary, if he’s to have any comfort or relief at all.

		Not Much Down

		At one time you paid cash or wrote a check for most of the things you bought, especially smaller items like a purse or an iPod. But now you charge most of them to your credit card or store account.

		When you purchased a large item such as a freezer or car, you used to make a sizeable down payment, keeping your monthly installments low. But you don’t do that anymore. Your down payments have grown smaller and smaller, your installments larger. If you’re offered a choice of time periods in which to pay, you’ll take the longer period in order to reduce the monthly amount, two years instead of one, three instead of two.

		You search for items offered at lowered down payments or on lengthened payment schedules. You consider yourself a smart shopper because of this. When you find one, you’re pleased that it’s within reach now.

		The Department Stores

		The total amount you’ve charged at any given store, or at several stores, has been rising steadily. Rarely do you ever reduce your balance to zero. It may come down for a while but all that means is that you have some maneuvering room. Soon there’s something else you want or need, so you buy it, charging it, and the upward drift begins again.

		Cash Advances

		You use your credit card, or the overdraft privilege on your checking account, to obtain spending money or to pay a pressing bill while you’re “stretching through.”

		A Couple of Bucks Till Tomorrow

		You’re frequently short by a few dollars. So you regularly borrow small amounts of cash from family, friends, and coworkers for a day or two.

		It’s the Adult Thing to Do

		You associate charging and the use of credit with maturity and success. Your American Express card informs the world that you’re someone to reckon with. You’re proud of your top-of-the-line cards: your gold card, platinum card, premium card, preferred customer card. They don’t give credit to losers, do they? You get a high when you whip out your card, a rush of good feeling when you tell a clerk to charge it.

		An invitation to accept new credit pleases you—especially when the letter informs you that you’ve been selected for this privilege because you’ve proven yourself a person of worth, accomplishment, and responsibility. You’re proud that you’ve been preapproved for credit and that all you have to do is sign your name and return the agreement.

		You have a variety of credit cards—Visa, MasterCard, American Express, Exxon Mobil, Carte Blanche, Diners Club, United Airlines, Discover, and others—and charge accounts at several local department stores. You’re always interested when you hear about a new card and wonder if you have a need for this one too or might be able to put it to good use.

		If One Is Good, Two Are Better

		You have more than one Visa or MasterCard. You hold the extras in reserve, bringing a new one into play when you reach the maximum credit on the old one. A variation is to spread the total amount of your charging across three or four Visas or MasterCards issued to you by different banks.

		I Handled That, by God

		You have an inordinate sense of accomplishment over meeting routine financial responsibilities like rent and utility bills. You’re proud of yourself for paying for the basics each month—food, shelter, and clothing. You feel you’ve done something impressive.

		Money Is a Personal Matter

		You find money an embarrassing or unfit subject for conversation. You’re reluctant to participate in what should be a normal discussion about money. You view any mention of personal finances as a breach of etiquette, and you remove yourself from the situation if people begin to talk about it.

		Even the thought of ever telling anyone how much you make or how much you owe makes your heart pound, your breath go shallow, and your palms start to sweat.

		The Canceled Account

		A bank has canceled your credit card or a store has canceled your charge account because of nonpayment or repeated late payments. You’re either depressed or angry about this, and may claim that they treated you unfairly, that the fault is theirs.

		Saved by the Bell

		You frequently dig in and wait anxiously for the next money you expect—a paycheck, commission check, contract payment, or even a loan. You hold off paying bills, you tell friends and creditors you’ll have the money shortly. And when the money does come, you experience a great sense of relief.

		Who Knows What the Details Are?

		You’re largely ignorant of the terms of your various loans, credit card agreements, and charge accounts. You don’t know how to read a statement, what the various figures on it mean, which ones tell you what portion of this month’s payment goes toward the principal and what portion to the finance charge. You don’t know what interest rate you’re paying Visa, for example. You don’t know how many months it will take you to pay off the jacket you charged at Nordstrom’s. You don’t have any idea what the difference is between simple and compound interest.

		Usually, most of what you know about your credit arrangements is how much your top limit is.

		Minimums

		You rarely write a check against a charge account or credit card balance for anything more than the minimum payment due

		Next Month Is Next Month

		
		
		
		Kite Flying

		
		
		
		
		
		
		
		Bouncing Right Along

		
		
		I Can’t Keep Track of It All

		
		
		There’s Always Someone

		
		
		
		But I Can’t Do It Alone
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