
Bankruptcy – What You Need to Know 
 

If you are considering bankruptcy, there are some things you need to 
know.  

Bankruptcy is not a get out of jail free card. In fact, it’s quite stressful 
and has ramifications – both emotionally and financially – that can last 
many years.  

It should be considered only as a last resort, and with a few exceptions, 
it's usually possible to avoid it. 

However, if you are considering filing for bankruptcy, please read on. 

 

First, You Need to Consult with an Attorney  
• Be sure to get a well qualified attorney. Avoid bankruptcy mills. 
• Then, have a consultation with the attorney. 
• If you are married, attend the consultation together.  
• You’ll Need to Qualify to File for Bankruptcy. The attorney may 

give you a means test to see if you qualify. Each state has their 
own means test.  

• Go prepared and have a list of questions with you at the 
consultation.  

• You’ll also want to know your financial numbers and be able to 
clearly explain your situation.  

• Find out what is included if you hire them.  
• DO NOT make any decisions while in the attorney’s office.  
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• Take is slow and do not make any hasty decisions about this. You 
want to have a clear head. 

• If you are married, you MUST be 100% in agreement about 
whether or not to take this step.  

 

Other Important Considerations: 
This is not an exhaustive list, but these are important things to  
know about bankruptcy.  

 

You Need to Qualify. Bankruptcy is not available to everyone. You will 
likely be given a means test. Each state will have a means test to see if 
you qualify.  

 

It is not free. Chapter 7 bankruptcy costs an average of $1500 or more, 
while Chapter 13 averages $5000 or more. 

 

It may not clear all of your debts. Certain debts, such as student 
loans, will not go away if you file for bankruptcy.  

 

It can affect what jobs you can apply for. Some jobs may not be 
available to you if you file bankruptcy, such as in the banking industry, 
for example.   
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It could affect your ability to rent an apartment. Future landlords 
will see that you have filed for bankruptcy when they pull your credit 
report.  

 

It may affect your ability to rent office space. Future landlords may 
receive a letter notifying them you have filed for bankruptcy.  

 

Your employer will know. With certain types of bankruptcy, debt 
payments are made to a trustee via automatic payroll deduction. So 
your employer will know about this.  

 

It can affect your security clearance if you’re in the military. If 
you’re in the military, you need to let your CO (Commanding Officer) 
know because bankruptcy can affect your security clearance.  

 

If you are concerned about your credit score, know that your FICO 
will drop 200-300 point drop as soon as you file.  

 

It is on your public record and credit report for 10 years.  

 

You will likely give up control of your finances for years. A trustee 
takes control of any property you are not able to keep, sells it, and uses 
the cash to pay creditors. The trustee sets up payroll deductions and 
automatic payments to creditors you owe money to.  
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You may get to keep some of your personal property. State law 
determines the homestead exemption, the amount of personal 
property the debtor gets to keep. A trustee takes control of the 
remaining property, sells it, and uses the cash to pay creditors. 

 

There are look back periods where they can see what you’ve done. 
You do not want to manipulate anything to make it look as though you 
do not own an asset, and you do not want to give false information of 
any kind.  

 

Retirement accounts are shielded. They will not liquidate retirement 
accounts.  

 

You may be able to reaffirm secured debts. Which means you can 
catch it up on payments and retake possession. Such as a car.  

 

If the repayment plan is completed in less than 36 months, 100% 
of the unsecured debt must be paid. (Secure debts are debts linked 
to collateral, or something tangible they can take, such as a car or a 
boat. Unsecured debts are not tied to a property and include debts 
such as credit cards, personal loans, student loans, etc.) 

 

Unsecured debt is paid as a percentage of the balance as 
determined by the court. So, the court decides how much you have to 
pay.  Be aware of this.  
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Bankruptcy has Limitations 
It does not clear the following debts: 

• Debts owed to the IRS. 
• Criminal Restitution and Fines. 
• Liabilities arising from a DUI.  
• Most long-term debt, such as mortgages. 
• Domestic support obligations such as Alimony and Child Support. 
• Student loans (with the rare exception of an undue hardship as 

defined by the Brunner Test). 
 

 

There are different kinds of bankruptcy 
Most likely you will either be considering chapter 7 or chapter 13.  

Here is more information about these two types of bankruptcy (you can 
find more information about the types of bankruptcy in the other info 
sheet called Types of Bankruptcy) 

 

Chapter 7 Bankruptcy 

• In most cases, the person(s) have no assets.  
• Most qualifying debts are liquidated. 
• A debtor may reaffirm a secured debt and keep the security. 
• The average cost of a Chapter 7 bankruptcy case is $1,500. 

 

Chapter 13 Bankruptcy 
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• A Chapter 13 bankruptcy may stop a foreclosure. 
• Money placed in retirement accounts is shielded and will not be 

taken. 
• Costs on average $5000. 
• In a Chapter 13 bankruptcy, a trustee is assigned to you and 

manages a repayment schedule. 
• Repayment schedules typically last about 3 - 5 years. 
• If the repayment plan is completed in less than 36 months, 100% 

of the unsecured debt must be paid.  
• Payments are made directly to the trustee or through a payroll 

deduction. The trustee then pays creditors.  

 

In conclusion 
As someone who filed for bankruptcy in 2010 I can assure you it’s a 
stressful and arduous process. In short, it’s not fun!  

 

Though it’s not easy and can take time, in many cases bankruptcy 
can, and should, be avoided.  

 

But if you are still considering filing for bankruptcy, make sure you get 
good legal representation.  

 

Do not rush into this decision. Take your time. Slow down. It’s a 
stressful and difficult process, so you do not want to make this choice 
without deeply considering the consequences and the impact it could 
have for you and your family now, and for several years.  
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If you are married, be sure both of you are 100% in agreement 
before proceeding.  

 

Finally, ask yourself “Does this feel right to me?” 

Trust your deepest quiet voice. 

 

No matter what you choose, remember: your net worth does not 
equate with your personal worth.  

 

No matter where you are in your financial journey, I wish you the best.  

 

And as always, I’m available to support you. You can reach me by email 
kathryn@moneycoachkathryn.com 
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