
Understanding Your Debt Relief Options: Pros and Cons for Informed Decisions 
 

 
During the counseling session, we will provide education and discuss many common options you 
may consider when resolving your financial challenges. Below is a summary of potential options, 
including pros and cons to help you make informed choices. 

Self-Administration 
One option available to individuals who are confident in managing their finances is self-
administration. If you have a steady income, manage your budget effectively, and feel comfortable 
negotiating directly with your creditors, handling your debt personally may be a viable option. 
 

Pros: 

1. You can directly negotiate with creditors to potentially lower your interest rates or adjust 
payment due dates, making your payment more manageable. 

2. If your credit score is strong and your accounts are current, transferring credit card balances 
to a card with a lower interest rate can help you pay down debt faster without negatively 
impacting your credit. 

3. If you have flexibility to strategically pay off your debts, you might choose to target the 
account with the highest interest rate first, applying extra payments until it's paid off, then 
moving on to the next highest rate. Alternatively, you could pay off smaller balances first to 
achieve quick wins and maintain motivation, applying those payments toward higher-interest 
debts afterward. 

4. Direct communication with creditors allows you to inquire about hardship programs or 
possible debt settlements, potentially reducing your total repayment amount. 

 
Cons: 

1. Managing debt independently requires consistent budgeting and discipline to ensure timely 
payments and avoid missing due dates across multiple creditors. 

2. Negotiating lower interest rates or improved payment terms requires direct, ongoing 
communication with each creditor and generally relies on having a favorable payment 
history. 

3. Balance transfer (a transfer of credit card debt to another card with a lower interest rate) 
offers often have short-term introductory rates and may involve fees or conditions that could 
leave you in a similar situation once the promotional period ends. 

4. Creditor hardship programs usually offer short-term relief (around 6 to 12 months). If your 
financial difficulties persist beyond this, these programs might not provide a long-term 
solution, and creditors typically limit how often you can request hardship assistance. 

Debt Management Plan 
If you have a steady income but need help managing credit card payments, a Debt Management 
Plan (DMP) can be a structured path forward. Credit.org offers a Debt Management Plan designed 
for consumers who face financial difficulties but have adequate income to make regular monthly 
payments. 
 

Pros: 

1. A DMP consolidates your unsecured debts into a single monthly payment, reducing interest 
rates, fees, and overall debt repayment timelines, typically allowing debts to be fully repaid 
within three to five years. 

2. Without structured repayment assistance, paying off your debt independently could take 
decades. For example, paying the monthly minimum on a $4,000 credit card debt at 18% 
interest could take approximately 30 years. 
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3. Consistently making on-time payments through a DMP can positively impact your credit 
score over time, demonstrating responsible debt management and improving your overall 
credit profile. 

4. Creditors participating in a DMP often agree to waive or reduce interest rates and penalty 
fees, making your debt repayment more manageable. 

Cons: 

1. To succeed on a DMP, you must consistently make monthly payments on time. Missing 
payments can lead creditors to reinstate higher interest rates and fees or even terminate 
your plan. 

2. Credit card accounts included in a DMP will be closed, limiting your ability to obtain new 
credit while enrolled, potentially impacting your credit score. 

3. Closing accounts under a DMP may indirectly affect your credit score due to changes in 
credit utilization ratios or reduced length of credit history. 

4. Certain debts, including student loans, taxes, child support, and wage garnishments, may not 
be eligible for inclusion in a Debt Management Plan due to creditor policies or regulations. 

 
Debt Consolidation 
Debt Consolidation involves combining multiple debts into a single loan, ideally with more favorable 
terms, such as lower interest rates or reduced monthly payments. 

Pros: 

1. Consolidating multiple debts simplifies your finances by reducing multiple monthly payments 
to just one payment, making budgeting easier. 

2. You may achieve lower interest rates compared to your original debts, potentially reducing 
your overall repayment amount and monthly financial burden. 

3. Timely and consistent repayment of a consolidated loan can positively impact your credit score. 

4. Reduces the likelihood of missed payments by streamlining the payment process. 

5. Displays a mix of credit on your credit report - which helps improve credit scores on 
current accounts. 

Cons: 

1. Debt consolidation loans usually require a good credit score and stable income to qualify 
for favorable terms. 

2. While your monthly payments may decrease, consolidating debts typically extends the 
repayment period, potentially increasing the total interest paid over time. 

3. If underlying spending habits aren't addressed, consolidation may provide only short-term 
relief, eventually leading to further debt accumulation. 

4. Certain consolidation loans may come with origination fees or higher interest rates than 
expected, especially if credit or financial history is less than ideal. 

Debt Settlement 
Debt Settlement involves negotiating with creditors to accept a reduced payoff amount that's less 
than the total balance owed, either independently or through a settlement company. Debt settlement 
is an approach to debt reduction in which the creditor agrees to reduce the balance and accept 
payment of the reduced balance as "settled" or "account paid in full for less than the full balance" for 
your obligations. 
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This approach can save you on long-term interest and the total debt amount owed but has its 
downsides and risks as well. 
 
Pros: 

1. Debt settlement can significantly lower your total debt owed, helping you resolve debt 
more quickly and often at a lower total cost compared to paying in full. 

2. It may offer faster financial relief than continuously paying minimum balances and could help 
you avoid filing bankruptcy. 

3. This program can save you significant amounts of interest and principal and reduce the 
time to pay off your debt by up to 15 years if your debt is settled timely, providing you with 
immediate relief from your unsecured debts with your creditors. 

4. Settlement may relieve significant financial stress caused by overwhelming debt, providing a 
practical solution for otherwise unmanageable financial burdens. 

5. Negotiated settlements are typically resolved in lump-sum or shorter-term payment 
arrangements, allowing quicker debt elimination. 

Cons: 

1. Debt settlement has a severe negative impact on your credit score and can remain on your 
credit report for up to seven years, making future credit harder to obtain. 

2. Forgiven debt through settlement may be considered taxable income, leading to unexpected 
tax obligations. 

3. Debt settlement companies frequently charge high fees, potentially offsetting some of the 
savings from settled debts. 

4. Creditors may continue collection actions, including legal proceedings, during the debt 
settlement negotiation process, causing additional financial and emotional stress. 

 
Bankruptcy 
For those facing severe financial hardship, bankruptcy may be a legal option worth exploring. 
Bankruptcy is a federal legal process allowing you to restructure or discharge your debts. To explore 
this option, you should first consult a licensed attorney or legal aid service. 

Pros: 

1. Bankruptcy provides substantial relief when you’re overwhelmed by debts and have 
exhausted reasonable alternatives like additional income, downsizing, or asset liquidation, 
significantly reducing financial stress. 

2. If your debts far exceed what you could reasonably repay in the foreseeable future, 
bankruptcy offers a chance to clear your debts and make a fresh start. 

3. Bankruptcy allows for restructuring of debts, enabling manageable repayment terms for your 
creditors. 

4. Filing bankruptcy can temporarily halt foreclosure proceedings, potentially saving your home 
from being lost. 

Cons: 

1. Bankruptcy severely impacts your credit score, remaining on your credit report for 7 to 10 
years. This can significantly limit your ability to obtain future credit or loans. 
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2. Because bankruptcy filings are public record, they can negatively affect your reputation in 
your community and may limit your employment opportunities, as potential employers often 
review credit reports during hiring. 

3. Bankruptcy involves considerable legal expenses, including attorney fees and court costs, 
which vary by state and individual case complexity. 

4. Not all debts can be discharged through bankruptcy, such as student loans, child support 
obligations, or certain tax debts, requiring careful consultation with an attorney to fully 
understand implications. 

 
If this is an option you are considering we strongly urge you to visit with an attorney to discuss the 
benefits, costs and consequences of filing for personal bankruptcy. 
 
Refinancing (Including Reverse Mortgage) 
If you have equity in your home, refinancing could be a solution to consolidate debt. Refinancing 
means using your home equity or other assets to consolidate or fully repay existing debts. This 
includes reverse mortgages available to homeowners aged 62 and older. 
 
Pros: 

1. Refinancing typically allows you to consolidate high-interest debt at significantly lower 
interest rates, potentially reducing your overall monthly payments. 

2. Interest payments on a refinanced loan secured by your home may be tax-deductible, 
potentially lowering your tax burden (consult a tax advisor). 

3. Consolidating debts through refinancing simplifies your financial obligations, giving you one 
manageable monthly payment instead of multiple debts with varying terms and rates. 

4. A reverse mortgage, specifically, allows you to access home equity without selling your 
home, providing financial relief or supplementary monthly income for homeowners aged 62 
and older. Credit.org’s Reverse Mortgage Academy is your first step in understanding 
reverse mortgages. https://credit.org/housing-services/reverse-mortgage-academy. Start 
your reverse mortgage journey on the right foot with this free, non-required course designed 
to better educate eligible homeowners 

Cons: 

1. Refinancing your home to pay off credit card debts converts unsecured debt into debt secured 
by your home, significantly increasing financial risk if you miss payments. 

2. Refinancing involves various fees and terms that can vary widely, requiring careful 
comparison to avoid predatory lending and ensure financial benefits outweigh the costs. 

3. Failure to maintain timely payments on refinanced home loans not only negatively impacts 
your credit score but also risks foreclosure, placing your home ownership in jeopardy. 

4. Reverse mortgages specifically reduce equity intended for heirs and require homeowners 
to maintain property taxes, insurance, and home upkeep; failure to do so can lead to 
foreclosure. 

When facing financial hardship, it’s important to understand the various debt relief options available. 
Each solution - whether it’s a Debt Management Plan, Debt Consolidation, Debt Settlement, 
Bankruptcy, or refinance/reverse mortgage - comes with its own set of benefits and limitations. The 
table below provides a side-by-side comparison to help you evaluate which option may best suit your 
financial goals and personal situation. 
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Debt Relief Options Comparison Table 

Option Description Pros Cons 

Self-Administration Manage your own 
debt by budgeting, 
negotiating with 
creditors, and 
paying off high 
interest accounts. 

May avoid fees; 
maintains control; 
can customize 
repayment 
strategy. 

Requires discipline; 
creditor cooperation 
not guaranteed; may 
take longer. 

Debt 
Management 
Plan (DMP) 

Enroll in a structured 
repayment program 
with creditor 
concessions 
through a nonprofit 
agency. 

One monthly 
payment; reduced 
interest rates; 
improved credit 
score with 
consistent 
payments. 

Closed credit 
accounts; must 
adhere to strict 
payment schedule; 
not all debts eligible. 

Debt Consolidation Combine debts into a 
single loan, often 
using home equity or 
a personal loan. 

Simplifies monthly 
payments; may 
reduce interest rates; 
can offer a fixed 
repayment schedule. 

Requires good 
credit, may include 
fees, and doesn’t 
reduce total debt - 
risk of new debt 
remains if spending 
isn’t controlled. 

Debt Settlement Negotiate to pay 
less than owed, 
typically in a lump 
sum or 
over short-term. 

May resolve debts 
for less; faster 
resolution than long- 
term payoff. 

Damages credit; 
tax implications; 
risk of legal action. 

Bankruptcy Legal process to 
discharge or 
restructure debt 
under federal law. 

Can eliminate 
overwhelming debt; 
stops collections; 
may save home 
from 
foreclosure. 

Long-term credit 
damage; public 
record; legal and 
filing fees; not all 
debts discharged. 

Refinance / Reverse 
Mortgage 

Use home equity to 
pay off debt or 
improve cash flow, 
either through 
refinancing or a 
reverse mortgage 
(age 62+). 

Lower interest rates; 
single payment; may 
access home equity 
without selling. 

Risk of losing home; 
converts unsecured 
to secured debt; 
closing costs and 
conditions apply. 

 
 
 
 
 
 
 
 

 
  


