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FREQUENTLY ASKED BANKRUPTCY QUESTIONS
1. IS DEBT MANAGEMENT BETTER THAN BANKRUPTCY?
Choosing between debt management and bankruptcy is a major decision and both options should be weighed and considered.  

Debt Management   In most debt management programs, an individual hires a firm to negotiate on his or her behalf with unsecured creditors (usually credit card companies) to reduce the principal balance, reduce the interest rate, lower monthly payments, or some combination.  The debt management company will then collect money from the individual and use the money to pay its fee and pay the creditors.  Services of the programs vary and a non-profit debt management firm that has a BBB rating is often the best choice.  Debt management has some pitfalls in that not all creditors will agree to negotiate and debt that is forgiven in a debt management may result in taxable income.  There is no legal protection for a debtor during the debt management program meaning that a creditor that is not being paid during the negotiation phase may initiate legal proceeding for collection.

Bankruptcy   Bankruptcy offers legal protection from creditors as soon as the bankruptcy is filed.  In a Chapter 7 bankruptcy, most unsecured debts are eliminated.  In a Chapter 13 bankruptcy, payment to creditors is spread out over a 3 to 5 year period and unsecured creditors are paid without interest.  A chapter 13 can also be used to catch up payments on secured debt such as a home mortgage or vehicle.  Debt that is discharged in bankruptcy is not taxable income under the tax code.

Which to Choose   One way to learn about both options is to meet with a bankruptcy attorney for a free consultation.  In that meeting, the lawyer can look at your financial circumstances, and help you decide which option is the right choice for you.

2.  WHAT CAN BANKRUPTCY DO FOR ME?

Bankruptcy may make it possible for you to:
· Eliminate the obligation to pay most of your debts

· Stop foreclosure and catch up on payments (Bankruptcy will not automatically eliminate a mortgage or other lien on your property and will not allow you to keep secured property without payment)

· Allow you to surrender secured property in full satisfaction of the debt

· Stop wage garnishment and prevent a freeze on your bank account

· Stop creditor harassment

3.  HOW WILL BANKRUPTCY AFFECT MY CREDIT?

Many people facing bankruptcy are already behind on their payments, so their credit is already bad and bankruptcy will not make it much worse.    For people who are not yet behind, filing bankruptcy will have an immediate negative effect on their credit score.  A chapter 7 bankruptcy filing will stay on a credit report for up to ten years; however most individuals can begin to reestablish credit soon after filing bankruptcy, although it may take several years to qualify for a home mortgage.

4.   ARE ALL DEBTS ELIMINATED?

No.  Certain types of debts cannot be eliminated in bankruptcy, including child support, most taxes or debts owed to governmental agencies, most student loans, criminal fines, debts incurred through fraud, and debts due to personal injury or death while operating while intoxicated.  A mortgage lien on your home or vehicle cannot be eliminated, but most individuals may keep the property so long as they are current on the debt in a Chapter 7 or can bring the debt current in a Chapter 13.  There are times when a second mortgage may be eliminated in a Chapter 13.  A Chapter 7 discharge will not protect a co-signor or co-debtor who will remain liable on the debt after your discharge.  

     5.  WILL I LOSE MY PROPERTY IF I FILE BANKRUPTCY?
Although there are rumors about people losing property when they file bankruptcy, in most cases no property is lost due to a bankruptcy filing.  There are laws which protect property from creditors, called “exemption” laws.  These laws protect assets up to a certain dollar amount.  Your bankruptcy attorney will need to know about all of your property so he or she can determine if the property is exempt and then properly advise you of the options available.  

6.  IF I HAVE ASSETS THAT ARE NOT EXEMPT SHOULD I TRANSFER THEM?
No.  If you are thinking about filing bankruptcy, you should not attempt to transfer or conceal any assets.  An experienced bankruptcy attorney can help you legally protect your assets.  

7.  CAN I REPAY MY RELATIVES SO I DON’T HAVE TO LIST THEM IN MY BANKRUPTCY?

No.  You are not permitted to treat your friends and relatives any better than you do your other creditors.  This type of payment is considered a preference, and  your relatives could be forced to repay the money into your bankruptcy for the benefit of your  creditors.

8.  HOW DO I KNOW IF IT IS TIME TO SEE AN ATTORNEY ABOUT BANKRUPTCY?
· Has the mortgage company stopped taking your payments?  If so you should see a bankruptcy attorney immediately.  A chapter 13 bankruptcy can force the creditor to accept payment and allow you to catch up any delinquent payments over time.

· Are you being sued?  A bankruptcy will stop the lawsuit immediately.  It will stop a wage garnishment already in place and can prevent your wages from being garnished or your bank account from being frozen.   Bankruptcy may also be used to set aside a judgment lien on your residence or prevent the creditors from obtaining a judgment lien.

· Are you constantly stressed because you can’t pay your debt?  A bankruptcy attorney can help you decide if the time is right.  Contrary to the myth, most people try to hold on too long, rather than seek the protection of bankruptcy.

9.   WHAT ELSE SHOULD I KNOW?

An employer or government agency cannot discriminate against you because you have filed for bankruptcy.  Governmental agencies and entities involved in student loan programs cannot discriminate against you based upon a bankruptcy filing.

The information above is not intended to offer legal advice.  You should seek competent legal counsel about your individual circumstances.  The Law Office of Sheryl M. Pherson is a debt relief agency and helps people file for bankruptcy relief under the Bankruptcy Code.
