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Will debt consolidation hurt or help my credit rating? 

 
Answer:  
Debt consolidation can lead to an improvement in your credit rating by making your debt easier to manage. Sometimes, 
debt consolidation means taking a loan at a lower interest rate to pay off several smaller loans at higher interest rates. 
Making one payment instead of many may help you keep your debt under better control, make it easier for you to make 
timely payments, and thus improve your credit rating.  
 
Although managing your debt will improve your credit record in the long run, consolidation can have a more immediate 
impact. For example, if you have 10 accounts in default on your credit report, your lenders will consider you a bad credit 
risk. But if you can pay off those accounts with a consolidation loan, you have eliminated the problem. Your new credit 
report will now show that you cured the defaults and retired the debts. And you have only one open account--your 
consolidation loan. As long as you stay current on the consolidation loan payments, your credit rating will be viewed 
more favorably than before.  
 
Remember, your goal is to manage your debt by making your payments more affordable. You can do this by lowering 
your interest rate or increasing the number of months you have to pay off the debt. There is no point in consolidating if 
you don't achieve one or both of these goals--you'll want to be sure you can afford the consolidation loan and make the 
payments. Otherwise, you'll end up back where you started.  
 
Although debt consolidation has its advantages, you must recognize that by extending the time to pay off your debt, you 
will ultimately be paying more in interest charges. Also, once you get a consolidation loan, you should consider closing 
some of your credit card accounts so that you can't simply run up your bills again. 
 
  

IMPORTANT DISCLOSURES  

The information presented here is not specific to any individual's personal circumstances. To the extent that this material concerns tax matters, it is 
not intended or written to be used, and cannot be used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law. Each 
taxpayer should seek independent advice from a tax professional based on his or her individual circumstances.  

These materials are provided for general information and educational purposes based upon publicly available information from sources believed to 
be reliable—we cannot assure the accuracy or completeness of these materials. The information in these materials may change at any time and 
without notice.  

Securities and investment advice offered through Investment Planners, Inc. (Member FINRA/SIPC) and IPI Wealth Management, Inc., 226 W. 
Eldorado Street, Decatur, IL 62522. 217-425-6340.  
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