© GETTING STARTED

Debt action plan

Picking a strategy to repay your debt can help you start
reducing it and make progress toward achieving your goals.

It can be difficult to make a dent in your debt if you only pay the minimum balance
every month. If you have money left over in your budget to pay more than the
minimum, there are two basic strategies on how to best apply it.

You can either pay your debts from smallest to largest or focus on repaying the ones
with the highest interest rate first. One strategy isn't better than the other—they each
have pluses and minuses to consider.

Choose the strategy that helps motivate you the most, so you feel encouraged to
keep paying down the debt.

What to do

®  Pick a repayment method that works best for you.

®  List your debts in order based on the interest rate or the overall size of the debt.



@ Start reducing your debt by making a

Debt action plan

1. Review the pros and cons of each strategy for paying down debt.

2. Listyour top three debts, sorted based on the strategy you chose—either by smallest total dollar
amount or highest interest rate.

PAY SMALLEST DEBT FIRST
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Description | After you've made all your minimum After you've made all your minimum
payments, increase your payment payments, increase your payment on
on the smallest debt. After it's paid the debt that has the highest interest
off, add that extra amount to your rate. After it's paid off, add that extra
minimum payment on the next amount to your minimum payment on
smallest debt. the next highest-rate debt.

Pro If you have many small debts, you By paying off the debts that charge
might see progress quickly by reducing | you the highest interest and fees first,
the number of debts you owe. you save money overall.

Con If the interest rate and fees are high You might not feel like you're making

on your larger debts and you pay the
smaller ones first, you might pay more
in total over the length of the debt.

progress very quickly, especially if the
first debtis large.

L] I'll pay down the smallest debt
first, in this order:

] I'll pay down the debt with the
highest interest rate first, in

this order:
INTEREST
DEBT AMOUNT DEBT RATE
1 $ 1. %
2 $ 2. %
3 $ 3. %




This tool is included in the Bureau of Consumer Financial Protection’s Your Money, Your Goals: A
financial empowerment toolkit. The Bureau has prepared this material as a resource for the public.
This material is provided for educational and information purposes only. It is not a replacement
for the guidance or advice of an accountant, certified financial advisor, or otherwise qualified
professional. The Bureau is not responsible for the advice or actions of the individuals or entities
from which you received the Bureau educational materials. The Bureau'’s educational efforts are
limited to the materials that the Bureau has prepared.

This tool may ask you to provide sensitive information. The Bureau does not collect this information
and is not responsible for how your information may be used if you provide it to others. The Bureau
recommends that you do not include names, account numbers, or other sensitive information and
that users follow their organization’s policies regarding personal information.



