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Credit card debt is a subject many of
us would rather avoid. But perhaps
some statistics will help you feel

better—or at least feel normal. The aver-
age cardholder carries a $5800 balance from
month to month and has eight credit cards.
The cringe-maker is that the average person
pays $930 a year in interest payments, at
an average rate of 18%.

Even if you know the golden rules of
plastic—pay off your cards each month
and don’t spend what you don’t have—it’s
easy to run up debt. Mark Drew, a 26-year-
old Washington, DC, resident who works
in corporate real estate, started out with
a Sears card after college and began charg-
ing small amounts. Every couple of months,
he paid off the balance. “But I started
charging things like crazy,” he admits. His
balance started to creep up. The numer-
ous card offers Drew received in the
mail hooked him, and with 20 cards
at one time, Drew’s balance climbed
to $20,000. He managed to get his
balance down to $13,000 and got rid
of all but four cards. Still, Drew decid-
ed it was time to look at debt consol-
idation companies to get rid of his balance. 

“The biggest message is to have a clear
plan for paying back in the fastest way
possible,” says Gerri Detweiler, a consumer
credit expert (1). “That’s why people are
attracted to debt consolidation services.”
Some services are better than others, but
it’s important to understand credit card debt
from both the consumer and credit card
issuer’s perspective.

Understanding Credit Issuers
The majority of cards are revolving credit
cards, which only require a minimum
payment of 1.5–2.5% of the balance each
month. Say you go on vacation and spend
$4500 on your credit card. Paying only the
minimum each month, that vacation would
take 44 years to pay off and would end up
costing $17,000. For credit card issuers, it’s
a game plan that works very well—but

they’ve gotten heavy-handed over time.
There’s been a move toward increasingly
punitive pricing since the mid-1980s, says
Detweiler. It’s now commonplace to be
charged $29 late fees if you miss a payment
by one day, or you may find your interest

rate hiked after one or two missed payments. 
“Interest rates are now as high as

35%. That’s just enormous. The late fee
and the interest make it impossible to catch
up, which affects a lot of consumers who
are normally responsible,” says Detweiler.
Consider transferring your balance to a card
with a single-digit interest rate that prom-
ises that rate until the balance is paid off.
She recommends the website www.cardtrak.
com to shop for low-interest cards.

Most cards have a grace period during
which no finance charges accrue. But
because virtually all issuers use an adjust-
ed daily balance formula, you get a double
whammy if you don’t pay off your entire
balance each billing period. You accrue
interest on both your unpaid balance and

on new purchases from the day they are
posted. So, if you’re planning to pay off
the next balance, Detweiler suggests not
waiting until the due date to pay, because
interest is calculated every day.

Don’t assume that you’re a good cred-
it risk if you’re receiving new card offers.
“Not true,” says Craig Watts, consumer
affairs manager of Fair, Isaac & Co. “Cred-
it card issuers send offers to people for all
types of reasons, and most people are
getting offers whether their credit is good

or stinks.” Also, many people get a
0% interest card for six months
and plan to transfer it over to anoth-

er low-interest card when the promo-
tional period ends. Read the fine print

for a clause that says you can’t transfer
for the first year without a penalty fee.

If you’re a sucker for new cards, you
can remove yourself from mailing lists by
calling 888-5-OPT-OUT. This free service
excludes your name from being passed on
to credit issuers by the primary consumer
reporting agencies. Not only does it empty
your mailbox of unsolicited offers but it
also reduces fraud.

Impact on Credit Reports
How you handle your credit cards also affects
your consumer or credit report. This collec-
tion of your personal spending habits is used
by credit card companies and other insti-
tutions and details where you’ve lived and
worked, your payment history, and whether
you’ve declared bankruptcy. Most of us wait
until we apply for a mortgage or an auto
loan to find out about our credit reports.
Not good, says Watts, whose company devel-
oped the leading credit card scoring system,
FICO. “You should check it annually to moni-
tor any inaccuracies in credit reporting and
to determine if you’re a victim of identity
theft or credit card fraud.” 

Mark Drew had never looked at his cred-
it report and wondered how his spending
habits affected his score. Charging high
amounts can hurt credit reports. “Keep-
ing credit card balances below 50% of your
credit limit is a good standard,” says Watts.
“What lenders want to see is some utiliza-
tion but low utilization.” Also, don’t
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accumulate too many credit cards. There’s
no cardinal rule as to how many are too
many. If you’re just out of college and
recently opened a credit card account,
you’re known as a “thin file” and should
not take on much credit in a small amount
of time. “Stop at two cards until you demon-
strate good credit for two to three years.”

Two credit reporting companies provide
online access to your reports. Equifax.com
will charge you $9 (by credit card, of course)
for your report, while a report from myfico.
com costs $12.95 and includes an expla-
nation of your credit rating. Credit scores
range from 300 to 900, with 700 and
upward considered low risk. Drew’s result:
a score of 718, which is considered low
risk. His credit report’s positive aspects
included no late payments and the fact
that Drew wasn’t seeking new credit. Nega-
tive aspects were the short length of time
his accounts had been established and high
balances in proportion to credit limit.

Debt Doctors
With the enormous debt out there, it should
be no surprise that debt consolidation serv-
ices have undergone huge growth. The
original ones were counseling agencies
such as the nationwide service called
Consumer Credit Counseling Services. These
traditionally took on serious debt holders
and developed a debt repayment plan for
a monthly fee, which could be as high as
$50 based on your overall debts and
income. The company sends a written
proposal to creditors to lower rates. Then
they collect the monthly payment and pay
the creditors. 

Detweiler and others suggest avoiding
services that ask for a large up-front fee.
“What I am most concerned about is that
all fees are disclosed and consumers under-
stand what it will cost them,” she says.
“One agency got in trouble, for example,
because they didn’t tell consumers that all
their first month’s payment would go to
the agency and not to the creditors.” Also,
call the Better Business Bureau and see
who is behind the company. Nonprofit firms
may not necessarily be better.

Drew signed up with a nonprofit compa-
ny called Aims Consolidation. It began
with an inquiry via the Internet, where
he filled out a form with all his credit card
information. Four days later a represen-
tative called him with a proposal and he
signed on. His deal: In 3 years and 8
months, his $13,000 balance will be
zero. His cost: $393 each month, which

Drew said was less than the $400 he was
paying in minimum monthly balances. This
included a $36 monthly fee, which can
be deducted as a donation because of
the company’s nonprofit status. Drew’s up-
front cost is the first month’s fee, which
Aims told him he gets back after his
payback is finished. Oh, and as required
by most consolidating companies, Drew
cut up all his credit cards. “It was hard,
especially with my American Express Blue

card. It was a cool-looking card, plus I had
a low interest rate of 9.9%,” he says.
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Linda Richards is a freelance writer in
Alpine, CA. Send your comments or ques-
tions about this article to tcaw@acs.org or
to the Editorial Office address on page 6. ◆
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