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How a plan can get you out of debt By Deanna Templeton   

http://money.msn.com/how-to-budget/how-a-plan-can-get-you-out-of-debt 

 

Are you drowning in credit card debt? Stressed and not sure how you’re going to afford to keep your head above water and make your 

next payment? You’re not alone. I’ve been there, too — and I survived. The first step is realizing that no matter how bad it is, you do 

have options and there is a way out. 

There’s debt settlement, debt consolidation, and even bankruptcy. But before you decide on any of these options, there’s another one 

to consider — a Debt Management Plan, or DMP. 

A DMP is a debt repayment plan that is negotiated, arranged and administered through a consumer credit counseling service or a debt 

management company. Depending on how much debt you carry, a DMP typically takes 4-5 years to pay off. With a DMP, your service 

provider works directly with each of your creditors on your behalf to lower your interest rates, cut your monthly payments to an amount 

that you can realistically afford each month, and stops any over-limit or late fees. 

Once the repayment terms are negotiated, you pay one monthly payment to the DMP service provider and they distribute the funds to 

your creditors for you. The service provider will charge a fee to manage the DMP and disperse the funds each month. The fee will vary 

from provider to provider, but for me the fee was about $10 a month, which more than covered the money they saved me in interest. 

Choosing a DMP service provider 

If you choose to go through a debt management or settlement company, be careful and do your homework on them. I chose a nonprofit 

consumer credit counseling service that was a member of the National Foundation for Credit Counseling. My reasoning for doing so 

was twofold: A) knowing that they were legit and members of the NFCC gave me peace of mind, and B) for the most part, nonprofit 

consumer credit counseling services have no ulterior motives other than helping you get out of debt. It’s not about them making a profit 

from your situation. 

If you opt to go with a debt settlement or debt management company, I’d highly recommend that you read and ask the 14 Questions to 

Ask a Debt Settlement Company before you hire them. *** 

How does a DMP affect your credit? 

Another reason I chose to go with a Consumer Credit Counseling Service (CCCS) was because I wanted to minimize the impact on my 

credit. In my case, I hadn’t yet fallen behind, but I was close. I was overwhelmed and even though I was paying $200 to $300 on each 

account every month, my balances weren’t moving. It was being eaten by the never-ending accumulating interest. I was fortunate 

enough to have worked for one of the top credit scoring companies in the business, so I knew how credit scores worked — what hurt, 

and what hurt more. So I knew that while a DMP wouldn’t hurt my credit while I was in the program, it wouldn’t be all roses. 

 

 

 

http://blog.credit.com/
http://www.nfcc.org/
http://www.credit.com/credit_information/debt_help/questions-to-ask-a-debt-settlement-company.jsp
http://www.credit.com/credit_information/debt_help/questions-to-ask-a-debt-settlement-company.jsp
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While you’re in a DMP 

When you enter into a DMP there are a few things you’re agreeing to up front. One, you won’t open any new credit cards or take out 

any new loans while you’re in the program. If you do apply for credit, the lender or card issuer will decline your application because your 

credit report will tell them that you’re in a DMP. Don’t let this give you heart palpitations. It’s not a big bold scarlet letter “A” on the front 

page of your credit report. In reality, the only time the DMP notation would even be seen is if you were to apply for credit, which you 

shouldn’t be doing anyway because it’s part of the agreement — at least until you get out of debt and back on track. 

You also agree not to take on any more debt on your existing accounts while you’re in the program. Your creditors, who have agreed to 

waive your fees, reduce your interest and reduce your payment, take your commitment seriously and won’t allow you to charge any 

more. The kicker, and the reason why many people balk at the idea of a DMP — the creditor will most likely close the account once the 

debt is paid. It’s the nature of the beast, but it’s not the end of the world. Yes, it’s bad for your credit to close accounts — which is why I 

said DMPs won’t hurt your scores while you’re in them. However, the reason why it’s bad to close credit card accounts is because it can 

negatively affect your total revolving utilization percentage if you’re carrying balances on other cards. But if you’ve just completed a 

DMP it means you just finished paying off all those credit cards, so it won’t have the same effect that it would on those carrying other 

cards with balances. 

The other downside to closing accounts is that you eventually lose the credit history on them because they will eventually fall off your 

credit reports — and that’s where your credit and credit scores could suffer. But only if you never open another line of credit or credit 

card again. It’s actually healthy to have a credit card or two (if managed wisely) for your credit scores. And this leads me to my next 

piece of advice. 

The road ahead: Leveraging your credit scores 

When you commit to a DMP, if there is any way possible, keep one account out of the program. You have a choice. You don’t have to 

put every account you have into the program, but you need to be careful here. Because I knew going in that I would not have access to 

the 6 credit card accounts or the history I’d built with them over the years, and that they would be closed at the end of the program, I 

wanted to keep one card out to help leverage my credit and get back on solid footing (without starting from scratch) when the program 

ended. 

I had one credit card from my credit union. It had a very low interest rate and fortunately, I didn’t owe very much on that particular card 

so I chose to keep it out of the program and pay it off separately. Just one card — and only if it has a low enough balance that you can 

handle the payment along with your DMP payment obligations. If you can do this, it’s something to consider. If not, you can always start 

with a new credit card when you finish the program and have a clean slate. 

Once you’re out of the plan and have paid off all your debt, you’ll begin seeing offers (from the same companies you just finished 

paying off, if you can believe it), to sign back up and open a new credit card account. A word of caution, these offers will not be great 

and the interest rates will be high. But hopefully after five years of repaying and digging yourself out, you’ll have learned a few things 

about how to better manage credit cards so that you don’t fall into the same trap. The sole purpose of opening a new account would be 

to leverage your credit scores. 
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Personally, I wanted to have solid scores in the event that I ever needed to purchase a new car or buy a home. I wanted the choice and 

the flexibility that credit provides. Not to run up credit card debt. I had no desire to put myself through that again. But for life’s bigger 

purchases that make more sense to finance? Yes. I didn’t want to go the route of ‘cash only’ that you hear some finance experts 

preach. If you like that lifestyle and prefer it, then more power to you. But for myself, and most people these days, we don’t have $300k 

to plunk down to pay for a house in cash. The same goes for a car — why would I pay $20-30k in cash when I could qualify for 0% 

financing with excellent credit? That’s why credit, regardless of what some people will say, can give you leverage and opportunities that 

you wouldn’t necessarily have otherwise. The key is how we manage it, of course. 

 

 

*** Fourteen Questions to Ask a Settlement Company By Gerri Detweiler 

http://www.credit.com/credit_information/debt_help/questions-to-ask-a-debt-settlement-company.jsp 

If you’re thinking about working with a debt settlement company to negotiate or settle your debts, there are some essential questions 

you should ask them before you sign up.  

1. What are your fees? 

Under the FTC’s debt relief rules, settlement firms cannot charge up-front fees after October 27, 2010. The first fee cannot be charged 

until a debt is settled. If you do not get a full written disclosure listing your expected fees – Red Flag! 

2. How long have you been in the debt settlement business and how much debt have you settled? 

Many companies don’t settle much debt at all, and young companies have very little experience. Under the new debt relief rules, 

companies that describe results they have had with other consumers must base those claims on all consumers who have enrolled in 

their programs, not just a few of their best examples. If the company cannot provide proof of their experience – Red Flag! 

3. Can you stop my creditors from calling me? It is not possible to stop all creditor calls. If they say they can – Red Flag! 

4. Will you be making monthly payments to my creditors? 

Settlement companies do not make monthly payments to your creditors. If they claim to do so or if they give you the impression that 

they do – Red Flag!  

5. Can I get sued? The answer to this question is “yes;” it is a possibility. If they say anything to the contrary – Red Flag!  

6. Will this have a negative effect on my credit report? The correct answer to this question is “Yes.” All debt relief programs will 

have a negative impact on your credit reports and scores. If they say anything to the contrary – Red Flag!  

https://www.credit.com/ufg/default/dcl
http://www.credit.com/products/credit_reports/
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7. When can I expect my first settlement?  

The settlement firm should tell you when your first settlement is expected, based on your creditors and the amount of money you are 

able to save to settle. The longer it takes to settle, the greater your risk of being sued. Any longer than 12 months – Red Flag!  

8. How are you calculating my estimated savings? 

If a company estimates you will save, say 50% of your debt by negotiating, they must base that estimate on the total debt you settle, 

including any fees or interest that accrue after you enroll in the program. In addition, they must also include the cost of the fees you’ll 

pay before calculating savings. Any firm that fails to provide a full disclosure of estimated savings – Red Flag!  

9. Can you tell me exactly how long this will take and exactly how much this will cost?  

Debt settlement is not an exact science, and you should not expect a firm to be able to predict exactly what will happen with your debts. 

However, under the new debt relief rules, the settlement firm must give you a reasonable estimated time frame based on your debts 

and how much you are able to save. If a firm does not provide this disclosure - Red Flag!  

10. Are there tax consequences I should be made aware of?  

The correct answer is “Yes.” The IRS considers forgiven debt to be taxable income, though you may be able to get the taxes wa ived if 

you can show the IRS you are insolvent. This should be explained. If not – Red Flag!  

11. Who is holding my money while I’m waiting on a settlement?  

Your funds should be held at a third party escrow company in an insured account. This account must be under your control, and you 

should have the right to close the account and get your money back without penalty at any time. If the company tells you to save your 

own money or to send the funds to them – Red Flag!  

12. Are you being paid a commission? Commissioned salespeople may stretch the truth or leave out vital information to make the 

sale. If they say yes – possible Red Flag!  

13. When will I hear from you next?  

A reputable settlement firm should keep you in the loop and pass along updates on the status of negotiations with your creditors. 

Anything less – Red Flag!  

14. Are there other alternatives to debt settlement?  

A legitimate debt relief firm will not discourage you from consulting with a reputable credit counseling agency to find out whether you 

may be a good candidate for a Debt Management Plan (DMP). They also will not discourage you from consulting with a bankruptcy 

attorney to learn about that option. If a company discourages you from exploring other options first – Red Flag. 

http://www.credit.com/answers/questions/429/What-is-a-Debt-Management-Plan%3F

