Deep in debt? You may be able to cut a better settlement deal

USA (English) | USA (Espafiol) |

%

CredhCufds.com

Search by Type Of Card

b Low Interest Credit Cards
¥ Balance Transfer Cards
b Instant Approval Cards
* Reward Credit Cards

Points

Retail

Gas Cards

Hotel/Travel

Auto

Home Improvement
b Cash Back Credit Cards
b Airline Credit Cards
» Business Credit Cards
b Student Credit Cards
b Prepaid & Debit Cards
b Credit Card Specials

Search by Credit Quality

b Excellent Credit
¥ Good Credit

b Fair Credit

b Bad Credit

b No Credit History

Search by Bank or Issuer

b Advanta

P American Express®
b Bank of America®

b Capital One®

b Chase

b Citi® Credit Cards

» Discover®

b First National Bank of Omaha
» First Premier Bank
» HSBC Bank

b MasterCard®

¥ Orchard Bank®

b Visa®

News and Advice

¥ News About Credit Cards
b Credit Card News Archive
b Credit Card Blogs

Tools

» Credit Card Calculators
b PrivacyWise™
b Credit Card Site Map

Accept Credit Cards

» Merchant Account Providers
¥ Merchant Account Articles

Page 1 of 2

Bookmark

|Search CreditCards.com  Search |

Credit Cards > Stories > Deep in debt? You may be able to cut a better settlement deal

Deep in debt? Try to get a better settlement deal
Bad economy's irony: Savvy debtors may have more room to negotiate
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By Connie Prater

The price that debt buyers pay for bad credit card debt portfolios has declined in recent months,
according an account receivables industry analyst.

This behind-the-scenes development in the debt buying industry may be of interest to consumers
who find themselves in arrears and getting calls from debt collectors.

According to research conducted by Rockville, Md.-
based Kaulkin Ginsberg, the prices debt collection
companies and debt buyers pay for portfolios of bad '
credit card debt are falling compared to a year ago.
Among the reasons, according to Kaulkin director
Mark Russell: the increased amount of delinquent
credit card debt that has been sold and resold in
recent months as the economy tanks and more credit
cardholders default on their accounts.

Supply and demand

As the supply of bad credit card debt goes up, the
price of these portfolios is going down. Prices have
dipped by 10 percent to 50 percent depending on the
age of the debt, according to Russell's data, based on
research from debt buyers and analysis of recent portfolio transactions in the credit card sector.

i

"In 2005, there was a lot of entry in the debt buying business and they had no problem going to Wall
Street and getting capital,” says Bob Hunt, a senior economist with the Federal Reserve in
Philadelphia and author of "Collecting Consumer Debt in America." "That certainly had an effect in
terms of bidding up prices. At that time, it was clearly a demand effect. Now there is sort of a bunch
of effects happening at the same time. More supply of bad debt being sold by creditors, perhaps less
demand for debt as the cost of capital for these firms has risen."

He adds: "Every one of these things sort of suggest that the price of debt has fallen.”

Wriggle room?
So if bad debt prices have gone down, does that give debtors any additional wriggle room to
negotiate lower settlement payout amounts?

Unpaid credit card debt is typically sold by credit card issuers to debt buyers for pennies on the
dollar. That is, if you owed $1,000 in credit card debt, a debt buyer may buy your debt as part of a
multi-million dollar portfolio of other deadbeat accounts. The buyer may pay only 5 cents to 10 cents
on the dollar (or $50 to $100) of your original $1,000 debt obligation. Buying the debt gives the
collector the right to seek and collect the full $1,000 debt from the consumer. If the debt buyer
collects the full $1,000 from the consumer, the company has logged a $900 to $950 profit. Of course,
the debt buyer must deduct from this amount the expenses (salaries, equipment, postage and other
costs) associated with tracking down the money owed.

Says Russell from Kaulkin: "With debt buyers, potentially there could be a little more bargaining room
if they have access to some level of cash."

He adds: "I believe that a debtor could have a bargaining chip if they can show that they have the
ability to pay; if they can show that they can have a large payment.”

Debtors with access to cash who are in the position to pay off the debt in full, or pay off the
settlement amount in full (rather than stretching it out over a series of installments), may be able to
get more favorable settlements, Russell says.

A deal might look something like this: "With a $2,000 debt, say you can put $500 down upfront and
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then pay $50 a month going forward," says Russell, who likens the negotiations to buying a used car.
"If 1 do this, could you reduce my debt from $2,000 to $1,000. That's the kind of thing that debt
buyers may be amenable to."

Hunt notes that not everyone will be able to take advantage of these circumstances. Let's face it.
Some people are not skilled negotiators. Often consumers do not negotiate settlements themselves.
Debt resolution specialists or accredited consumer credit counselors may be more savvy at these
kinds of negotiations. Hunt says, "Those settlements at the end of day are going to reflect the kind of
cash flow and liquid assets that consumers have right now."

A note: Beware of the potential tax implications of negotiating to pay a lesser amount than you owe in
credit card debt. The Internal Revenue Service requires creditors, including debt buyers, to file 1099-
C tax forms reporting forgiven credit card debt as income.

To comment on this story, write to: Editors@creditcards.com

See related debt articles: "Consumer credit woes mean boom in debt collection,” "Know your rights:
The Fair Debt Collection Practices Act," "11 tips on dealing with debt collection," "Expert Q&A," "Debt
collectors' code of ethics," "Beware of tax bite that may follow debt resolution," "Blog: I'm not a
deadbeat but | play one on my cell phone," "Blog: Debt collector calling...and e-mailing...and
texting?" "Debt collection complaints still top FTC list in ‘07"

Send comments to Editors@CreditCards.com.
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Three most recent Bad credit, credit repair stories:
Fed proposal: No more credit card rate hike surprises — New proposed rules
would require credit card issuers to send notices and provide free credit
reports when consumers are subject to interest rate hikes based on credit
reports. ...
Top 10 ways students ruin their credit — College can be a great time to
enjoy independence and build a foundation for the future, or an
opportunity to begin their careers with unnecessary credit card debt. ...
Check out credit counselors' credentials first — Before you hire a credit
counselor, make sure you check out their credentials. ...
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