Dealing With
Bankruptcy

Bankruptcy referstothesateof anindividud or organization legdly declared unableto pay their creditors. Bankruptcy
lawsgiveapersontheahility to clear their credit record by relieving them of most of their debts. They dsodlow the
debtor to repay their creditorsin an orderly manner to the best level that their meansalow. Bankruptcy lawsa low
the debtor to resolve debts by dividing among creditorsthose bel ongingswhich are not necessary for day to day
life. Declaring bankruptcy alowsthedebtor to berdieved of paymentsoncetheir bel ongings have been distributed,
evenif their debtshave not beenfully paid. In addition, during bankruptcy proceedingsthe creditorsarenolonger
allowed to pursue payment of the money owed to them by the debtor.

How to Prevent Bankruptcy

In most cases, peoplefilefor bankruptcy because of
extensive debtswhich they do not have the meansto
pay. These are most often caused by problemssuch as
unemployment, lack of insurance, medical expenses,
marital problems, over extended credit and, in some
cases, out of control spending. Makingsmplelifestyle

changes could be abetter resolution than having tofile Different Kinds of

for bankruptcy. Thesemight include sdlling asecond car Bankruptcy

if you haveone, pulling equity out of your home, gpplying

for anon-secured signatureloan, getting aloan froma Chapter 7: AFresh Sart

relative, or slling family heirlooms. * Non-exempt assets are divided up

among creditors
* Remaining debtsarecanceled

Chapter 13: TheFive-Year Payment Plan
e Minimummonthly payment

After Filing for Bankruptcy » Based ontheindividua’smeansand

how much of their assetsthey want to

keep

* Once the five years are up the

remaining debt isdischarged

Themost obvious consequenceof filing for bankruptcy
istheeffect onyour credit score. Bankruptcy will stay
onanindividud’srecordfor seventotenyearsand thus
negatively affect your credit. Themost important thing
todoif you havefiled for Chapter 13 isto makeyour
monthly payments on time; this is the first step to
improving your credit. Your credit depends on your

debt-to-incomeratio. Onceyoufilefor bankruptcy many
of your debts will be reduced and you can begin to
improveyour creditimmediately.
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Changes to Bankruptcy Law Credit Counselors

In October 2005 bankruptcy law went through a
transformation in an effort to prevent abuse by
consumers. Thenew law preventsindividualswith the
meansto pay off aportion of their debt from filing for
Chapter 7. In order to determine the means of the
individud, their incomewill be subject to atwo part test.
First, the income will be subject to aformulawhich
determinesability to pay 25% of “non-priority” secured
debt. Next, theincomewill be compared to themedian
incomeinthat particular state.

Thischangeislikely to be problematic because of its
effect onwomen. Women are17% morelikey tofilefor
bankruptcy. The law will impact single mothersin
particular; the new bankruptcy law doesnot addressthe
barriersto economic security that force many women
andfamiliestofilefor bankruptcy inthefirst place. This
meansthat women must now take measuresto protect
themselvesfrom the power of commercia creditors.

Things to Remember

e Bankruptcy isonly oneof the optionsfor dealing
withfinancia problemsand should beconsdered alast
resort.

* Meet with aprofessional credit counselor to go
over your financid stuation and help to concludewhat
best suitsyour individua circumstances.

» Ifyoufindyoursdlf behind onyour bills, makesure
totalk to your creditors beforeyou get in too deep.

* Explantothemthestuationand
you may be able to work out a
payment plan out which will help
you to avoid having to file for
bankruptcy.

* You canlocateacredit counselor by either looking
at local agenciesin the phone book, or by using the
internet.

» When considering alocal agency, check if itisa
nonprofit organization, what servicesit can offer and
how muchit costs.

» Checkthelocd Attorney Generd’sofficeor consumer
protection agency to see if there have been any

complaints filed about the
G provider

» The Debt Counselors of
America is a nonprofit
organization dedicated to
helping peopleimprovetheir
financid lives. Their web site
iIsagreat resourcefor finding
acredit counselor
(www.americancredit.com).

Helpful Resources

National Foundation of Consumer Credit
www.nfcc.org

at
0o

National Association of
Consumer Bankruptcy Attorneys
http:/Avww.nacba.cony/

‘Solutions' Consumer Credit Counseling
http:/mww.bydes gnsolutions.org/

Bankruptcy inBrief:
aServiceof theMoran Law Group
http://mww.moranlaw.net/lifepostbr.ntm

Consumer Credit Counsdors
http://acce.pair.convhome.htm

Check out theother tip sheetsin Women Work!’s
Fixing Your Finances series. Visit the resour ces section of
www.womenwor k.or g to download tip sheetsfor free!

A Women Work! Resource

Updated 07/06



