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SAN FRANCISCO — Ameri-
cans are falling behind on their 
credit card payments at an alarm-
ing rate, sending delinquencies 
and defaults surging by double-
digit percentages in the last year 
and prompting warnings of worse 
to come. 

An Associated Press analysis of 
financial data from the country’s 
largest card issuers also found 
that the greatest rise was among 
accounts more than 90 days in 
arrears. 

Experts say these signs of the 
deterioration of finances of many 
households are partly a byprod-
uct of the subprime mortgage cri-
sis and could spell more trouble 
ahead for an already sputtering 
economy. 

“Debt eventually leaks into oth-
er areas, whether it starts with 
the mortgage and goes to the cred-
it card or vice versa,” said Cliff 
Tan, a visiting scholar at Stan-
ford University and an expert on 
credit risk. “We’re starting to see 
leaks now.” 

The value of credit card 
accounts at least 30 days late 
jumped 26 percent to $17.3 billion 
in October from a year earlier at 
17 large credit card trusts exam-
ined by the AP. That represented 
more than 4 percent of the total 
outstanding principal balances 
owed to the trusts on credit cards 
that were issued by banks such as 
Bank of America and Capital One 
and for retailers like Home Depot 
and Wal-Mart. 

At the same time, defaults — 
when lenders essentially give 
up hope of ever being repaid and 
write off the debt — rose 18 per-
cent to almost $961 million in 
October, according to filings made 
by the trusts with the Securities 
and Exchange Commission. 

Serious delinquencies also are 
up sharply: Some of the nation’s 
biggest lenders — including 
Advanta, GE Money Bank and 
HSBC — reported increases of 

Debt problems  
grow as more 
fall behind on 
credit cards 

50 percent or more in the value 
of accounts that were at least 90 
days delinquent when compared 
with the same period a year ago. 

The AP analyzed data repre-
senting about 325 million indi-
vidual accounts held in trusts 
that were created by credit card 
issuers in order to sell the debt to 
investors — similar to how many 
banks packaged and sold sub-
prime mortgage loans. Together, 
they represent about 45 percent 
of the $920 billion the Federal 
Reserve counts as credit card 
debt owed by Americans. 

Until recently, credit card 
default rates had been running 
close to record lows, providing 
one of the few profit growth areas 
for the nation’s banks, which 
continue to flood Americans’ 
mailboxes with billions of letters 
monthly offering easy sign-ups 
for new plastic. 

Even after the recent spike in 
bad loans, the credit card business 
is still quite lucrative, thanks to 

After years of  record 
lows, delinquency rates 
jump sharply in 2007
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By TOM RAGAN
SENTINEL STAFF WRITER

WATSONVILLE — It’s true 
what they say: That the cost of liv-
ing in Santa Cruz is so high that 
sometimes hard working people 
wind up in the streets.

Look at Frankie Beltran. If she 
didn’t have her sister’s house in 
Watsonville, she and her four 
children might very well be wak-
ing up inside a shelter on Christ-
mas Day.

And Frankie’s been trying to 
do everything right. It turns out 
that’s just the problem.

She earns $25,000 a year work-
ing as a medical receptionist 
in Santa Cruz, barely making 
enough to feed her children. 

It’s a salary, however, that pro-
hibits the 31-year-old mother from 
getting help from local food pan-
tries. So when times are tough, 
she’s often turned away because 

she holds a full-time job.
Enter the Charitable Invest-

ment Foundation, based in Santa 
Cruz. It came to Beltran’s rescue 
on Sunday, delivering her a tur-
key, a bit of ham and a basket full 
of fruits and vegetables, making 
her Christmas Eve today more 
complete than she ever could 
have imagined.

“Thank you so much. I’ll just 
cook this up and now we can all 
have a nice dinner for Christmas 
Eve,” said Beltran as the group’s 
volunteers handed her the basket. 

Then, a little bit later as she sat 
on the porch of her sister’s house, 
she tried to explain her situa-
tion: “I hate to sound mean, but 
it seems as though the only way 
to get help is if you’re an illegal 
farmworker or if you’re collect-
ing from the government to begin 
with.”

Group assists people who fail 
to qualify for government aid

Helping those who help themselves

Dan Coyro/Sentinel
Tony Clark, Tim Houston and Paul Grijalva created Charitable Investment Foundation to help families who don't qualify 
for government assistance, delivering food baskets in the days before Christmas.

Dan Coyro/Sentinel
Frankie Beltran gets a basket of food Sunday from 
Paul Grijalva of Charitable Investment Foundation.
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It’s not that easy getting green. Just ask 
Santa Cruz City Schools.

This year, school district agreed to 
three contracts to install solar paneling 
on the rooftops of nine of its 11 campus-
es, positioning itself to become one of the 
first districts in the nation to convert its 
schools to solar energy, and save roughly 
$2 million in energy costs.

“I think installing solar panels is a 
good, fairly large step in the direction 
where we really take on being environ-
mentally careful and conscious,” Super-
intendent Alan Pagano said. “I think 
school districts have an obligation to be 
good stewards and to protect the environ-
ment.”

The process proved difficult, however, 
as the district board of trustees searched 
for assurances the solar deal would save 
some green.

The board was approached in April 
about the possibility of entering into a 
three-way, private-public energy contract 
to install solar paneling on the roofs of 
school buildings, potentially saving the 
district more than $3 million in energy 

costs over the 20-year deal.
Trustees were intrigued by the pos-

sibility of reducing the school district’s 
carbon footprint as well as potentially 
reducing energy costs significantly. But 
they were concerned about signing a 
long-term deal in a field that, according 
to energy consultant Carl Pechman, who 
worked with the district to review con-
tracts, is still in its infancy. The board 
decided to back out and open bidding to 
more contractors.

Under the initial proposal, San Fran-
cisco-based energy company Generat-
ing Assets would finance the roughly $24 
million in photovoltaic cells, while Santa 
Cruz’s Solar Technologies would handle 
the installation. Generating Assets would 

2007 NEWSMAKERS

EDITOR’S NOTE: Beginning today,  
the Sentinel is running a series of stories 
through the end of the year on the people 

and events that made news in 2007.

Santa Cruz schools agreed to go solar

‘I think 
school 
districts have 
an obligation 
to be good 
stewards and 
to protect the 
environment.’
ALAN PAGANO, 
SUPERINTENDENT, 
SANTA CRUZ  
CITY SCHOOLS

THE ASSOCIATED PRESS

BALI, Indonesia — While great nations fret-
ted over coal, oil and global warming, one of the 
smallest at the U.N. climate conference was look-
ing toward the heavens for its energy. 

The annual meeting’s corridors can be a 

sounding board for unlikely “solutions” to cli-
mate change — from filling the skies with soot 
to block the sun, to cultivating oceans of seaweed 
to absorb the atmosphere’s heat-trapping carbon 
dioxide. 

Solar power  ...  from space?
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interest rates that can run as high 
as 36 percent, plus late fees and 
other penalties. 

But what is coming into sharper 
focus from the detailed monthly 
SEC filings from the trusts is a 
snapshot of the worrisome state 
of Americans’ ability to juggle 
growing and expensive credit 
card debt. 

The trend carried into Novem-
ber. As of Friday, all of the trusts 
that filed reports for the month 
show increases in both delinquen-
cies and defaults over November 
2006, and many show sequential 
increases from October. 

Discover accounts 30 days or 
more delinquent jumped 25,716 
from November 2006 and had 
increased 6,000 between October 
and November this year. 

Many economists expect delin-
quencies and defaults to rise fur-
ther after the holiday shopping 
season. 

Mark Zandi, chief economist 
and co-founder of Moody’s Econo-
my.com Inc., cited mounting mort-
gage problems that began after 
this summer’s subprime financial 
shock as one of the culprits, as well 
as a weakening job market in the 
Midwest, South and parts of the 
West, where real-estate markets 
have been particularly hard hit. 

“Credit card quality will contin-
ue to erode throughout next year,” 
Zandi said. 

Economists also cite America’s 
long-standing attitude that debt 
— even high-interest credit card 
debt — is not a big deal. 

“The desires of consumers to 
want, want, want, spend, spend, 
spend — it’s the fabric of our 
nation,” said Howard Dvorkin, 

founder of Consolidated Credit 
Counseling Services in Fort Lau-
derdale, Fla., which has advised 
more than 5 million people in 
debt. “But you always have to pay 
the piper, and that can be a very 
painful process.” 

Filing for bankruptcy is no lon-
ger a solution for many Ameri-
cans because of a 2005 change to 
federal law that made it harder 
to walk away from debt. Those 
with above-average incomes are 
barred from declaring Chapter 7 
— where debts can be wiped out 
entirely — except under special 
circumstances and must instead 
file a repayment plan under the 
more restrictive Chapter 13. 

Personal finance coaches say the 
problem is most grave for individ-
uals who are months delinquent 
or already in default — like Ken-
neth McGuinness, a postal clerk 
from Flushing, N.Y. 

His credit card struggles began 
nine years ago, when he charged 
his son’s college tuition and books. 
He thought he was being clever: 
His credit card’s 6 percent “teas-
er” interest rate was lower than 
the 8.6 percent interest on a col-
lege loan. 

McGuinness, 61, soon began 
using Citibank and Chase cards 
for food, dental work and copays 
on doctor visits and minor sur-
geries. Interest rates surged to 30 
percent. Now he’s $37,000 in debt 
and plans to file for bankruptcy 
in February. 

“I tried to pay what I could and 
go after the high-interest accounts 
first,” McGuinness said. “But it 
just kept getting higher and high-
er, and with late charges and sur-
charges I was going backward.” 

In the wake of the jump in 
defaults on subprime mortgage 
loans made to borrowers with poor 
credit histories, banks have been 
less willing to allow consumers to 

consolidate credit card debt into 
home equity loans or refinanced 
mortgages. That is leaving some 
with no option but to miss pay-
ments, economists said. 

Investors also are backing 
away from buying securitized 
credit-card debt, said Moshe 
Orenbuch, managing director at 
Credit Suisse. But that probably 
has more to do with concerns 
about the overall health of the U.S. 
economy, he said. 

“It’s been getting tougher to 
finance any kind of structured 
finance — mortgages, automobile 

loans, credit cards, student loans,” 
said Orenbuch, who specializes in 
the credit industry. 

Capital One Financial Corp. 
reported that delinquencies and 
defaults are highest in regions 
where troubled mortgages are 
concentrated, including Califor-
nia and Florida. 

Among the trusts examined, 
Bank of America Corp. had the 
highest delinquency volume, with 
overdue accounts valued at $5 bil-
lion. Bank of America defaults in 
October were almost 200 percent 
higher than in October 2006. 

A spokesman for Charlotte, N.C.-
based Bank of America declined to 
comment. 

Other trusts — including those 
linked to Capital One, American 
Express Co., Discover Financial 
Services Co. and those contain-
ing “branded” cards from Wal-
Mart Stores Inc., Home Depot Inc., 
Lowe’s Companies Inc., Target 
Corp. and Circuit City Stores Inc. 
— also reported striking increases 
in year-over-year delinquency and 
default rates for October. Most 
banks and other financial insti-
tutions holding credit card debt 

on their own books also reported 
double-digit increases in delin-
quencies. 

The one exception in October 
was JPMorgan Chase & Co.’s 
credit card trust, which reported 
declines in both delinquencies 
and defaults. A Chase representa-
tive attributed this to its focus on 
prime borrowers and aggressive 
account management. 

By contrast, Capital One exec-
utives told analysts last month 
that the company projected 2008 
write-offs of credit card debt to be 
at least $4.9 billion. This projec-
tion, analysts were told, took into 
account growing delinquencies 
and potential effects if the hous-
ing market continued its down-
ward slide. 

Capital One spokeswoman 
Julie Rakes said the increase in 
delinquencies could be due to an 
accounting change last summer, 
which shortened the grace period 
between when statements were 
issued and the due date. 

Capital One also reported that 
the number of accounts 90 days 
or more in arrears had increased 
between October and November. 
More than 1.2 million of Capital 
One’s 30 million accounts were 
either delinquent or in default. 

Many personal financial coach-
es expect this trend to accelerate in 
2008 — particularly among people 
who took out untraditional loans 
whose interest rate has increased, 
requiring owners to pay mortgag-
es several hundred dollars more 
than just a year ago. 

“You’re looking at more and 
more distress — consumers des-
perately trying to preserve their 
credit lines, but there’s nowhere 
else to go,” said Robert Manning, 
director of the Center for Consum-
er Financial Services at Rochester 
Institute of Technology. “It’s like 
a game of dominoes.” 

Debt
Continued from Page A1

So when the nonprofit foundation 
heard about Beltran’s plight, it included 
her name on its long list of similar fami-
lies that have fallen on hard times and 
are unable to get state and federal assis-
tance.

“That’s what I’d like to highlight,” 
said Tony Clark, executive director of 
the charitable group, which became a 
full-fledged nonprofit this year. “Here’s 
a woman who’s trying to better herself, 
but she’s having a rough go at it. Our job 
is to help people like her.”

And so after delivering Beltran her 
basket, Clark and fellow volunteers, Tim 
Houston and Paul Grijalva made similar 
stops at 49 other families to deliver simi-

lar baskets. 
Of the total 50 families that they deliv-

ered food to, more than three quarter of 
them lived in Watsonville.

Clark, who works as an internal audi-
tor at Santa Cruz-based Plantronics, came 
up with the idea of raising money and 
buying food for the needy families about 
a decade ago. 

He and Houston made their first deliv-
eries in 1997 to only two families. Since 

then, the list has grown to about 50 a year, 
a list of names provided to them by Sec-
ond Harvest Food Bank each year.

Raised a Catholic, Clark said it’s just 
a part of his nature to help out during 
Christmas time.

But he’d also like to invest the money 
he raises in low-risk conservative mutual 
funds — to see if the money can’t grow 
over time.

“We’d like to become a self-sustaining 

operation at some point,” he said. “That 
would be nice.”

Some of the businesses that helped pro-
vide for the families by making cash dona-
tions, which Clark used to buy food at 
Costco, were: Plantronics, Capitola Book 
Cafe; Fast Eddy’s; Affiliate Lifestyle; The 
Farm Bakery in Aptos; and Gold’s Gym.

Contact Tom Ragan at 706-3254  
or tragan@santacruzsentinel.com.
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Frank Franklin II/Associated Press
‘I tried to pay what I could and go after the high-interest accounts first,’ says Kenneth McGuin-
ness, who’s $37,000 in debt. ‘But it just kept getting higher and higher, and with late charges and 
surcharges I was going backward.’


