
Credit Repair Options
When youôre ready to tackle repairing your credit, there are a range of options for getting 
caught up on current debt and starting to pay back past debt. While doing nothing is always an 
option, there are consequences to not acting to repair your credit. And the sooner you start to 
address debt, the faster your credit rating will start to go back up. 

Start by looking at your monthly spending plan to help find the best solution for your specific 
situation. If you find yourself burdened by debt, however, and you want to get back on track 
towards healthy credit, you have several options to address the situation: 

1. Talk with your creditor.  You always have the option to contact your creditors and
negotiate with them directly. Depending on your financial situation, you could request a
lower monthly payment amount, a reduction in interest rate or late fees, or the option to
skip a few months of payments without being reported as late to the credit bureaus. Not
all creditors will be willing to work with you, but if youôve been a good customer and call
before you miss a payment, youôll be in a better position to bargain.

Pitfalls and Traps 

Talk to the right person: When you call your creditor about your bill, you usually 
speak with a customer service representative who may be more interested in getting 
your monthly payment than in problem-solving with you.  Ask to speak with supervisor 
or ñloss mitigationò specialist who has the authority to adjust your account. 

Get it in writing: Before you send in your new agreed upon payment amount, ask 
your creditor to send you the agreement in writing. Youôll then have a written record in 
case thereôs any question about the arrangement in the future. 

Donôt give up: It could take an hour or longer on hold and you might get ñnoôsò from 
several creditors before you find one whoôs willing to work with you. But if you donôt 
even ask, the answer is already ñno.ò 

2. Transferring balances. Transferring balances from one credit card to a lower
interest credit card can save money on interest or lower the monthly minimum
payment due, but be careful.

Pitfalls and Traps 
Recycling debt. When people who are having trouble managing their money 

consolidate their debt, they often recycle their debt by continuing to create new debt. 
Thatôs because they havenôt changed any spending behaviors. People may intend to 
change, but once the pressure and stress of the debt is reduced through the 
consolidation, the motivation to change is gone.  

Increase risk or cost of credit. Often people want to use equity on their home to repay 
debt. They do this because they have no other collateral for a consolidation loan. They 
have increased their risk of losing their home by converting unsecured debt (credit card 
debt not secured by any property) into a secured debt. They also have increased the 
amount of interest they will pay and perhaps the length of time it will take to pay off debt. 



3. Consolidation loans.  These loans take several debts and roll them into one loan.
Ideally, a consolidation loan offers a lower interest rate, but this isnôt always the case.
An acceptable loan can lower your monthly payment and often reduce the overall
amount of interest you are paying.  A consolidation loan can be a good idea for peo-
ple who already can pay their monthly bills and just want to be more efficient with
debt repayment.  However, you need to have good credit and collateral in order to get
a consolidation loan without paying excessive interest.

Pitfalls and Traps 
Cost to transfer debt: Some creditors are charging balance transfers at the same 

high rate as cash advances. 
Read the fine print: Read the contract. It often is the case that if you slip up, such as 

being one day late on a payment, the interest rate goes way up and youôre back where 
you started.  

Fees: Be aware of the cost of extra charges on ñlow interestò credit cards: late fees, over 
limit fees, cash advance fees, yearly fees. 

More interest: If you switch balances, you may be stretching out the time it will take 
to pay off your debt and end up paying more in interest in the long run. 

4. Use a credit counselor to negotiate debt. A non-profit consumer credit counseling
agency may be able to negotiate a debt management plan (DMP) with your creditors.
DMPs are voluntary agreements between borrower and lenders that are
designed to help organize debts. This often includes reduced interest rates, lower
monthly payments, and consolidates them into one monthly payment. Costs are
usually based on your ability to pay.

Pitfalls and Traps 
Type of Debt: While DMPs might be a good fit for some consumers, this type of plan 

may or may not be right for you. A DMP is most helpful if your debt is unsecured and 
you have money to put towards debt repayment every month. 

Timeline: If a repayment plan cannot be finished within three to five years, usually 
this is not an option. 

Credit Report: Debt repayment plans that decrease interest or monthly payments will 
show up on credit reports as late or reduced payments. 

Total Cost: It can be expensive, especially if you have several creditors and the fee is 
based on the number of accounts in your debt management plan. 

Check out the agency: There are dishonest companies claiming to do credit counsel-
ing, so be careful. Some overcharge for their services, and others may take your money 
and not pay your creditors, or they may not even have called your creditors.  Many 
states, including Wisconsin, require licensure of credit counseling agencies that do 
busi-ness in the state. Resource: www.debtadvice.org 



5. Discharge debt (file bankruptcy). Bankruptcy is a specialized branch of the law. It is
not your responsibility to understand bankruptcy and all the laws that apply to it. It is
your responsibility to become an informed consumer and know the consequences of
filing bankruptcy and the long-term effect it will have on your credit.

Pitfalls and Traps 
Consequences of filing bankruptcy: It can be difficult to rent or obtain employment if 

a credit check is required. It can be difficult to borrow money from a financial institution. 
Loans that are approved will have a higher rate of interest. 

Recycling: Behavior must change or debt will reoccur. Sometimes people file 
bankruptcy and then turn around and start to incur more debt. 

Determining if itôs the best option: A bankruptcy attorney will almost always 
recommend bankruptcy if a person is eligible without determining if this is the best 
option for a client. They also donôt address spending issues that might put them at risk 
after the debt is discharged.  

Embarrassment: Often people who file bankruptcy feel ashamed and it is kept a 
secret. This can be a heavy burden to carry. 

Cost: Bankruptcy attorney and court fees along with mandated financial counseling 
can cost several thousand dollars. Attorneys may require all or at least half of these 
fees up front. 

Credit repair option to approach with caution 
Debt Settlement: Debt settlement agencies are different than debt management plans. 

Usually debt settlement agencies collect your payments for many months instead of 
paying off creditors each month. When the agency has saved up a sizeable amount 
from your payments, then they will attempt to negotiate a lump sum settlement with 
your creditor for less than the full amount owed. 

Pitfalls and Traps 
No legal protection: Debt settlement agencies typically take a percentage of what you 

save for their fee. While the agency saves up your monthly payments, your creditors can 
continue to come after you for payments and could pursue legal action. 

Scams: Any debt elimination or debt termination company that claims to be able to 
wipe out all your debt is most likely a scam. Some companies use fake documents that 
claim your debt is invalid or challenge your creditors to arbitration over legitimate debt. 
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