Getting debts paid off ASAP…
In your self-directed program to take your financial situation in hand, thrift is an
important first step. By reducing waste and unnecessary expenditures, you
increase the amount of money you have available to do what’s most needed,
whether it’s to build your emergency fund, to start a long-term savings plan, or
to set some aside for a down payment on a house. If you have outstanding debt,
such as a car loan, personal line of credit, or a credit card balance, swift
repayment of that debt should be a high priority.
Why? Paying interest on consumer goods and services makes no sense at
all because you are still paying for them long after they’ve been worn out and
used up. It takes so long to pay off the debt because most of each month’s
minimum payment goes to interest, and very little actually pays down the
amount you borrowed. As a result, it will take many, many months and
sometimes years to finally get the last bit paid off. If you are in this situation, you
need a strategy to short-circuit the cycle of paying for years and years.
Power paying is your way out of the debt trap. To do this, you make
minimum payments on all debts to keep yourself in good standing with your
creditors. Plus, you apply a consistent amount of “extra money” to one of the
debts every month until it is paid off. When that debt has been retired, you take
all the money you’d been paying toward it and apply that full amount to another
of your debts. Because the monthly sum paid will now be substantial, you’ll pay
off that second debt even more quickly. Once it is paid off, you focus on paying
off the third with even larger monthly sums—hence the term power paying. Some
people refer to this as “snowballing” your debt repayment. An explanation in
chart form is found on the next page.
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