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	Money Mistakes We All Make 

& How They Keep Us In Debt
 by Michelle Pastor, MBA, Accredited Financial Counselor  (From The Sand Paper, Fall 2004 edition)

	
	



	

	
	
	
	





























As a financial counselor, I see the same money mistakes over and over again and I know the stress that drowning in debt causes. It’s important to understand how to avoid these traps so that you can break free from debt.





The biggest money mistakes are…





Expecting things to change by themselves.  When it’s difficult to make ends meet financially, sometimes it’s easier to hope that things will change on their own instead of taking action to insure that they do. You have to change the way you manage your money, or you will always be in debt. To break a cycle of debt you need to start with a financial plan. List your income for the month and then figure out monthly expenses. If your expenses total more than your income, it’s time to cut back on spending or find a way to increase income. 





Don’t wait for things to change by themselves. Make a plan and start taking control of your finances now. If you don’t know where to start, call your EAP for help, and a financial counselor will get you started making a plan step by step.





Taking out a loan when money gets tight.  Although it’s tempting to borrow money to pay your bills, this often proves to be only a short term solution that makes it even harder to keep up with your bills in the long run. Using loans and financing purchases with credit cards allows you to purchase items you may not really be able to afford. As loan and credit card balances build up eventually you may not even be able to make the minimum payments and you can wind up drowning in debt.





The solution is to avoid taking on more debt and to concentrate on cutting some luxuries out of the budget temporarily. An example is that you look at your expenses and may decide to start by eliminating cable for a period of time. If you pay $30 a month for cable, cancel the cable and put the $30 towards paying your monthly bills.





Thinking that debt consolidation companies can perform miracles.  These companies can help by negotiating lower interest rates and abolishing fees, but if it’s the only change you’re making, it won’t be enough to make a difference. You need to change your spending habits, because that is what started the debt cycle to begin with. If you continue to spend like before, you may end up in credit card debt again soon after you complete the program. 





Also, beware of traps. Some debt consolidation companies legitimately help their clients, but many others take advantage of them. Understand how much it will cost and make sure you can afford the monthly payments. 





If you’re not sure that debt consolidation is the best option for you, your EAP’s free financial counseling can help you to decide.





Skipping the fine print in credit card contracts.  Interest charges, late payment penalties, and fees for being above the credit limit are all very important sources of revenue for credit card companies. But now there’s another way they can get you if you pay any other credit card late. With the universal default clause, even if you get a great rate with a credit card company and you always pay their bill on time, the credit card company can raise your interest rate if they find any late payments or defaults to other creditors on your credit report. Many clients believe they are paying one rate but when they look closely at their statement they realize they actually are paying a much higher rate because of this clause in the fine print. 





When you are dependent on using credit cards, you have to play by their rules. Everyone needs a financial plan to work their way out of credit card debt as quickly as possible.





Blindly trusting lenders.  When getting a mortgage loan, don’t just take the lenders’ word that you can afford the monthly payments, do the math yourself. Remember that everyone who has lost their house through foreclosure had originally qualified for their mortgage payment but eventually found themselves in over their heads. You are the only one that can objectively determine what you can afford. To do this, examine your income and all of your expenses, including the added costs of taxes and insurance, homeowner association fees, and higher utilities, to make sure that you can afford that payment. Be sure to allow some breathing room so that you won’t be stretched too thin when “things come up”. Before you commit to the new, higher mortgage payment, figure out how much more you’ll need to spend each month and deposit that amount into a savings account consistently for six months. You can then use the savings for a down payment on the home. If you can’t save the required amount each month it’s a sign that money is too tight, and you need to consider a less expensive home. 





Don’t commit to a mortgage without first carefully reviewing the numbers on your own or call your EAP for free help.





Living without an emergency fund.  Every household should have three to six months’ worth of expenses saved up for an emergency. Many families are really just one paycheck away from not being able to pay their bills and need to have a plan in case of a job loss or other emergencies.





There are a number of ways to add to an emergency fund, such as automatic deposit from a paycheck into a savings account, socking away the change from every cash transaction, rounding checks to the next highest dollar in the check register, but the first step is to stop using credit cards. Commit to adding to an emergency account every month by cutting expenses and putting the money into savings instead.





Being disorganized.  Not keeping on top of your finances can cost you in many ways. If you pay a bill late, you’ll not only get charged a late fee, but if the late payment dings your credit rating it will cost you even more. It may push your auto insurance premium higher because these premiums are based on your credit rating. A poor credit rating will also translate into higher interest rates on all loans and credit cards, and you’ll end up paying much more for the same card balance than someone with stellar credit. 





To take control of your finances, you need to get organized and stay on top of all the bills. If you can’t do it alone, get your partner involved or get help from your EAP. 





It’s time to stop making the money mistakes that keep you in debt. Your EAP has resources available to help with all of your financial needs. For free financial counseling and an appointment with Michelle, call The Sand Creek Group at 888.243.5744.















































The Sand Paper is a quarterly newsletter produced by Sand Creek Group, Ltd.  











Sand Creek clients and customers are welcome to reprint this article. All others must first request permission by contacting:





Sand Creek Group, Ltd.


610 N Main Street #200


Stillwater, MN  55082





651-430-3383


888-243-5744





www.sandcreekeap.com


info@sandcreekeap.com











Sand Creek’s Employee Assistance Programs (EAP) are designed to address employees' personal and work-related problems with care and confidentiality. For more information on EAP services, please contact Sand Creek.






































610 N Main Street #200


Stillwater, MN  55082





651-430-3383


888-243-5744





www.sandcreekeap.com
























































The Sand Paper Archives















