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Debt settlement companies claim they can negotiate reduced payoffs on consumer credit card
bills and similar debts. They convince consumers to stop paying their bills if they haven’t already
done so. But debt settlement can leave people worse off than when they started.
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Debt settlement doesn’t work:

Most customers can't settle all their debts,' so the unsettled ones end up even bigger.
A high percentage of customers drop out of debt settlement agreements.?

Most major credit card companies won't deal with debt settlement companies.®

Debt settlement hurts people in debt:

Signing up increases debt collection calls and lawsuits because debt settlement
companies encourage participants to default on their debts.

Participants’ credit scores plummet 161 points on average within 6 months after joining,
and take years to recover. In comparison, bankruptcy and credit counseling often cause
credit scores to go up.*

Some debt settlement companies convince customers to sign high-rate consolidation
loans.®

Debt settlement companies charge people hefty fees for getting the same settlement the
creditor would offer directly.

Debt settlement companies’ fees take up a big chunk of the money the debtor is setting
aside.®



m Participants can end-up worse off than when they started.
— The debts that don’t settle get bigger

— Participants owe big fees on the settled debts + related fees + taxes on settled
debts + legal fees or judgments from being sued.

Debt settlement hurts businesses:

m Debt settlement is estimated to drive about half of all defaults.”

m An estimated three-quarters of accounts were current when the customer signed up for
debt settlement.?

Consumers have better, less harmful options
There are three better options than debt settlement:

= Nonprofit credit counseling: Credit counselors give advice for free or a nominal fee
and, if appropriate, set up a debt management plan under which they distribute monthly
payments to participating creditors. The creditors agree to stop collection efforts and
waive or reduce penalties, late fees, and interest in return for installment payments that
will pay all of the original principal balance.

m Chapter 13 bankruptcy: Chapter 13 is like debt settlement in that debtors pay a
reduced percentage of the balance due. But it is court-supervised and creditors must
participate and stop all collection efforts.

m Chapter 7 bankruptcy: Chapter 7 typically eliminates the same debts that consumers
enroll in debt settlement, but the benefits are more certain and quicker.

Summary Comparison of Debt Settlement, Debt Management Plans, and Bankruptcy

Nonprofit Debt

Debt Settlement Management Plan Bankruptcy
Debt reduction Negotiate partial 100% payment of Ch 7: typically 0%
method payment of debts principal, fees waived, payment

interest reduced
Ch 13: Partial payment

Can it address No No Yes
secured debt?

Does it affect all No No Yes
creditors?

Does it stop debt No Yes® Yes
collection

harassment?




Nonprofit Debt

(reduction of debt
after fees) predictable
at the outset?

Debt Settlement Management Plan Bankruptcy
Can customer predict |No Yes'? Yes
in advance which
creditors will
participate?
Are total fees No Yes Yes
predictable at
beginning?
Is the net benefit No Yes Yes™"

What is the impact on
credit scores?

Big immediate drop,
followed by slow rise;
average score 30pts
better after 72m'2

Slight drop followed by
slow rise™

Except in the unusual
case where the debtor
is current on all debts
at the time of filing
bankruptcy, filing
bankruptcy results in:

Ch. 7: Big immediate
score increase,
followed by
slow rise;
average score
116pts better
after 72m

Ch. 13: Steady rise;
average score
85pts better
after 72m™

Does the cancellation
of debt trigger
potential tax liability?

Yes

No

No

Many states have laws on the books that protect consumers by banning debt settlement or
limiting how much they may charge. Lawmakers should push back against any attempts to
weaken those laws. With economic pressures and inflation at an all-time high, people in debt
need real solutions, not debt settlement traps.

For more information, contact Andrew Pizor, apizor@nclc.org.
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