	PERSONAL FINANCE
THE DEBT SNOWBALL VS AVALANCHE: PAYING IT OFF
 ANSWER KEY   GUIDED NOTES - TEACHER KEY



LEARNING TARGETS
1. Define the debt snowball, the debt avalanche, payoff order, and motivation
2. List a set of debts and find the payoff order for the snowball and the avalanche methods
3. Read a bar chart that compares the total interest paid by the snowball vs the avalanche
4. Compare motivation vs math and choose the method that is right for a given situation

SECTION 1
Paying Off Debt: Which One First?
The Problem: More Than One Debt
Most people owe several debts at once, but you can only put so much extra money toward debt each month.
Tessa has $200 extra a month and three debts to clear, so she must decide which debt to attack first.
Two Strategies, Opposite Answers
The DEBT snowball attacks the SMALLEST BALANCE first (for motivation).
The DEBT avalanche attacks the HIGHEST INTEREST RATE first (for math).
Both methods pay minimums on every debt - same debts, same $200, only the payoff order is different.
SECTION 2
Step 1: List All Your Debts
Write Down Every Debt
List each debt with its BALANCE (what you still owe) and its APR (the yearly interest rate).
Tessa: store card $1,000 / 26%, medical $600 / 8%, car loan $3,000 / 14%.
Minimums, Extra Money, Then an Order
In both methods you pay the minimum PAYMENT on every debt so none goes to collections.
Your EXTRA PAYMENT is the money beyond the minimums - Tessa has $200; this is the amount you snowball onto one target debt.
With every debt's balance and APR written down, you can sort them by balance (for the snowball) or by APR (for the avalanche).
SECTION 3
The Snowball Method: Smallest Balance First
Sort by Balance, Smallest First
The DEBT SNOWBALL ignores interest rates and orders debts by balance, smallest first.
Tessa's snowball order: Medical ($600), then Store card ($1,000), then Car loan ($3,000).
Roll the Payment and Stay Motivated
Put the whole $200 EXTRA on the smallest debt until it is gone, then roll its freed-up money onto the next-smallest debt.
Clearing a whole debt fast gives you an early WIN and motivation to keep going.
SECTION 4
The Avalanche Method: Highest Rate First
Sort by APR, Highest First
The DEBT AVALANCHE ignores balances and orders debts by APR - highest first.
Tessa's avalanche order: Store card (26%), then Car loan (14%), then Medical (8%).
Built for Math (Saves the Most Money)
Put the whole $200 EXTRA on the highest-APR debt (Store card, 26%) - the debt costing you the most each month.
Killing the most expensive debt first stops the most interest, so the avalanche pays the LEAST total interest.
SECTION 5
Motivation vs Math
Snowball Wins on Motivation
The snowball pays off a whole small debt fast - an early, visible win that builds motivation.
That motivation costs a little more interest - about $698 here - the price of momentum.
Avalanche Wins on Math
The avalanche kills the highest-APR debt first, so it pays the LEAST total interest - about $608 here.
Compared to the snowball, the avalanche saves about $90 in interest.
SECTION 6
Which Method Is Right for You?
Match the Method to the Person
Choose the SNOWBALL if you need an early win to stay motivated, or have struggled to stick with a payoff plan.
Choose the AVALANCHE if you are disciplined, want to save the most money, and one debt has a much higher APR than the rest.
Two Rules That Never Change
Either way, always pay the MINIMUM on every debt and always roll a paid-off debt's payment onto the next target.
The avalanche saves the most on paper, but a plan you quit saves nothing - the best method is the one you will actually finish.
SECTION 7
Calculate the Payoff Order Both Ways
Steps to Find Each Order
SNOWBALL order = sort by balance, smallest first.
AVALANCHE order = sort by APR, highest first.
Worked: Tessa's Three Debts
Monthly interest = balance x (APR / 12); this shows which debt costs the most each month.
Store card interest = $1,000 x 0.26 / 12 = about $21.67 a month - the most costly, so the avalanche kills it first.
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