Debt Consolidation: Warnings and Suggestions
 

Promises of low interest rates are tempting some consumers to take on additional debt to ease existing credit woes. The goal is to consolidate various higher-interest balances into one, easier-to-handle and less-costly package, but be careful of what looks to be a quick fix. Many end up returning to old habits within 2 years of consolidating and others have taken on so much debt that they do not qualify for the very low interest rates initially advertised. However, if you're at the end of your credit rope or swear that this time you'll be more disciplined, debt consolidation may be something to consider despite its risks. A major appeal of consolidation loans is convenience. Instead of paying 20 different creditors who are charging different rates at different times of the month, you take out one big loan and pay off all those accounts. Then you make a single payment on that loan once a month.

· Calculate interest and fees on all your existing accounts to determine the total of the payments you now make. Then compare those amounts with the consolidation loan numbers to make sure it truly is a better choice.

· Check with your local credit union which may be able to provide a lower rate.
· Look into debt management as it often costs less, is quicker than a debt-consolidation loan, and encourages a debt free lifestyle. A credit counseling professional can help in managing debt and changing credit and spending behavior. Credit counseling agencies also force you to stop racking up debt. In exchange for consolidating your debt and working with your creditors to reduce your payments, credit counselors often require you to give up your credit cards. 

· On the downside, the reduced payment plan will probably show up as a negative mark against on the credit report. Even though the creditor agreed to the reduced payment, technically, you did not pay your account as called for in your original credit agreement. 

· Always be vigilant of the credit company you use and be wary of scams and fraudulent lenders
· Verify certifications or third-party registrations by checking with the Association of Independent Consumer Credit Counseling Agencies or the National Foundation of Credit Counseling to see if the agency is a member of either group. Ask for references from others who have used the service.
· Always read documents completely before signing. Make sure that the debt management or credit counseling firm answers all your questions and that you have a firm understanding of how the process will work and what it will cost. If the company won't give you straight answers or you don't understand what's going on, don't sign up with that company.
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