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Chapter 7 Bankruptcy Basics 
Keys to the Debtor’s Prison
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If you are reading this book you are probably in a financial crisis.  Information is power, and the information contained in this book will empower you to make informed decisions regarding bankruptcy and your credit.  
At Ross & Ross, LLC we truly care about our clients.  Bankruptcies are personal to us.  We began offering bankruptcy services because a number of our close friends needed help and there was no one to turn to.  As a direct response to this need, we added bankruptcy services and have helped scores of people evaluate the merits of bankruptcy and developed personalized plans to help them get out of the debtors prison of never ending interest payments, harassing calls, and bad credit.  
More information is available at www.RossAndRossLaw.com and in person at our law offices.  The initial consultation is always Free as we want to make sure that we can give you real, concrete help before we charge you anything.  For a no fee appointment simply call our offices at (814) 274-8612. 

Chapter 1 
Act Now.
Carpe Diem – Seize the Day.  If you meet the criteria for bankruptcy, the time to act is almost always immediately.  Some people bury their heads in the sand until it is literally too late to act.  I am reminded of the story of the man who prayed for deliverance from the flood.  Three boats came by, but he refused help – he was waiting for supernatural deliverance.  He eventually drowned.  If you are drowning in debt, quick and deliberate action is required.  
You need to march in the right direction!  In contrast to those who bury their heads in the sand, other debtors act, but they take the wrong actions and end up paying for it over and over.  


No action – wrong action…two sides of the same coin.  If you wait too long, you will have nothing left to protect.  Too poor to file for bankruptcy is the phrase that we use.  Conversely, if you try to avoid bankruptcy through actions but you use the wrong strategy you will either end up with nothing or a lot less than you could have otherwise protected.  Neither path will lead you to success.
Chapter 2 

The Experts

Bankruptcy Attorneys have special training and knowledge.  Now that we have established that today is the time to act, what is the first step?  If you had a brain tumor, would you consult with a medical professional who had the specialized knowledge to help you?  Of course you would.  In the area of bankruptcy, you should consult with a bankruptcy attorney as they have specialized knowledge that is different even from other attorneys who do not practice in this area.  

Ignore the other voices.  There are other voices out there trying to get your attention and your money.  Don’t fall into the debt consolidation trap!  Just as there are no magic wands in medicine, there are no magic wands in dealing with debt.  Our law firm has had the misfortune of dealing with debt consolidation companies that took our clients’ money for several years and delivered nothing.  The debt did not decrease.  The debt consolidation company scammed them, and they were eventually sued.  Our attorneys stepped in and eventually was able to get their money back, but they still had bad credit and debt issues that would have been resolved much quicker if they had consulted with a bankruptcy attorney and had their debts discharged.

Why a Bankruptcy Attorney?  First, they have specialized knowledge of bankruptcy, how to file, how to qualify and how to create a plan that will give you a chance at success.  Second, bankruptcy attorneys, at least the ones at our office, will sit down with you for free and discuss your options with you.  Once you have knowledge, you are empowered to make informed decisions avoid some common mistakes 

COMMON MISTAKES

1. Refinancing the house to paid credit cards, which are unsecured debts.
By refinancing you have now put your house at risk and paid off lower priority claims that could have been discharge by the bankruptcy court.  Now you will either lose your home or pay way more back over time than you would have if you filed for bankruptcy.

2. Negotiating with credit card companies to pay over time when you really cannot afford to do so.
This is a band aid approach that often backfires.  You are already delinquent on your accounts and the bad credit goes on forever as you continue to pay while interest accumulates.  It is a trap.

3. Believing that bankruptcy will hurt your credit when you are already delinquent and/or have been sued.   
Avoid the trap from number two above.  Your credit is already shot.  What bankruptcy does it gives you a date certain from which you can begin to repair your credit.  If you do not file, the bad credit will hang over you for years and years.
4. Leaving your money in a bank to which you owe money.
If you owe money to a bank at which you also have an account and file bankruptcy.  The bank may place an administrative freeze on your account.  Be sure to establish an account at a different financial institution and take all of the money out of the account at the bank to which you owe money so that you maintain control over your money.

Now that you know what to avoid, lets talk more about what Bankruptcy is and what it can do for you.
Chapter 3
Bankruptcy Basics – Chapter 7 Bankruptcy

DEFINING TERMS
Bankruptcy is a statutory remedy that allows you to get relief from debt and to get a new start.  Initially, when you file a petition all collection activity must cease.  This is known as the automatic stay.  Eventually, the goal is to receive a final order discharging you of your debt.  

TYPES OF BANKRUPTCY 

Four types of bankruptcy proceedings are available for individuals: Chapter 7, Chapter 11, Chapter 12 and Chapter 13. Chapters 11, 12, and  13 are beyond the scope of this book.  An explanation of Chapter 7 follows:
THE SEVEN
Chapter 7, also known as "straight bankruptcy,” provides relief from unsecured debts with certain exceptions.  The law provides numerous exemptions that protect your property from your creditors.  These exemptions will be discussed later.  If you have nonexempt assets, the trustee can sell them to pay on your debts.  In more than 90% of the cases that we handle, all our client's property is exempt, which means the debt goes away and your property stays.  These cases are called "no asset" cases because the Trustee does not take possession of any of your assets.
PROPERTY IN A CHAPTER 7
As we discussed above, if your unsecured property is exempt, then you get to keep it.  If it is not, then the Trustee may elect to sell it.  You may also have secured debt, which is debt that is tied to a particular object.  If you default on secured debt then the creditor has the ability to repossess the property and sell it to satisfy the debt if you fall behind.  Examples of this are cars and homes.  Therefore, in a Chapter 7 you will have to stay current on any secured debt on property that you wish to keep.
PROPERTY EXEMPTIONS
Exempt property is property you can protect from your creditors. The fundamental purpose of bankruptcy is to allow people who are overburdened with debt to get relief… in essence it allows for a fresh start" The law allows you to keep property to aid this fresh start. The exemptions are provided in §522(d)(1) of the Bankruptcy Code include the following:

1. Residence You may exempt up to $20,200.00 l equity in your residence, including a mobile home and burial plots. If you and your husband or wife own the property jointly and file a joint petition, you can claim $40,400.00 as exempt. 
2. Motor Vehicle You can claim up to $3,225.00 in equity in one motor vehicle.
3. Household Goods

4. Tools of Trade
5. Wild Card A wildcard exemption is available to exempt any property. The amount of the wildcard exemption is effected by the amount, if any, you claim under the residence exemption. The amount of the wildcard and is application is beyond the scope of this book. 
6. Life Insurance 
7. Health Aids
8. Government Benefits Veterans Administration, Social Security and AFDC benefits are exempt.
9. Alimony and Child Support Alimony, support, separate maintenance and child support payments to the extent they are reasonably necessary for the support of the debtor or a dependent of the debtor.
THE MEANS TEST
In 2005, Congress amended the bankruptcy law to impose new income-related requirements for an individual or a married couple who file Chapter 7. You can think of the means test as a trap created by creditors and designed to lock you in debt.  Fortunately, there are keys that unlock the door to the prison. The keys that unlock the prison and allow you to “pass” the means test are : 1. the means test does not apply unless more than 50% of your total debt is consumer debt. A consumer debt is a debt incurred primarily for a personal, family, or household purpose. Business debts, tax debts, and tort claims are not consumer debts.  2. The means test does not apply to an individual or married couple if the “Current Monthly Income” (“CMI”) of that individual or married couple exceeds the median income of a household of the same size in Pennsylvania.
CMI is not calculated from your current income, but rather is based on your average income received during the six-month period ending on the last day of the month prior to filing the bankruptcy.  The rules on calculating CMI are complicated and are not covered in this overview. 
Even if your CMI exceeds the median income, you can pass the means test by

establishing that your expenses leave you with insufficient funds upon which to pay a significant amount on your debts. The rules on determining these expenses are complicated and are not covered in this overview.

CONCLUSION

Bankruptcy is a powerful tool to stop debt collection, put you on firm ground, give you a fresh start, and protect assets.  Bankruptcy is a complicated process, but bankruptcy attorneys have the knowledge that is needed to guide you through the process and to help you to make informed decisions that are best for you.  The attorneys at Ross & Ross would be happy to sit down with you at no charge to you to discuss the options available to you.  More information is available in person or at www.RossAndRossLaw.Com.  Call for an appointment today at (814) 274-8612.
Ross & Ross – Committed to Helping You.

Federal law requires the following disclosure: We are a debt relief agency helping people file for relief through bankruptcy under the bankruptcy code.
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