
Published by the College of Tropical Agriculture and Human Resources (CTAHR) and issued in furtherance of Cooperative Extension work, Acts of May 8 and June
30, 1914, in cooperation with the U.S. Department of Agriculture. Charles W. Laughlin, Director and Dean, Cooperative Extension Service, CTAHR, University
of Hawaii at Manoa, Honolulu, Hawaii 96822. An Equal Opportunity / Affirmative Action Institution providing programs and services to the people of Hawaii without
regard to race, sex, age, religion, color, national origin, ancestry, disability, marital status, arrest and court record, sexual orientation, or veteran status.

Cooperative Extension Service Financial Connections
July 1998

FC-29

The purpose of bankruptcy is to
give debtors who are unable to re-

pay their debts a fresh start. Chapter 7
does so through liquidating a debtor’s
nonexempt property, paying off credi-
tors with the proceeds, and discharg-
ing the remaining debts subject to dis-
charge. Chapter 13 does so through the
establishment of a court-supervised
payment plan that takes into account
the debtor’s circumstances and ability to repay most or
all of his or her debts over a reasonable period of time.

Is bankruptcy for you?
Many people wish they could make their debts disappear.
Wouldn’t it be great if every time our debts became bur-
densome, we could just wave a wand and be set free? In a
sense, bankruptcy is a legal wand that does just that, but at
a price. Here are some questions to ask yourself if you are
thinking about filing for bankruptcy:
• Do I really need to file for bankruptcy?
• What will I gain by filing for bankruptcy?
• What will I lose by filing for bankruptcy?
• Will bankruptcy give me a fresh start?

Do I really need to file for bankruptcy?
Before you rush into filing for bankruptcy, you might want
to consider other alternatives. If you can afford to repay
your debts but need lower payments or more time, Chap-
ter 13 could give you the time, structure, and motivation
you need to make good on your debts. If you can pay your
debts in full but need help setting up a repayment plan,
budgeting your money, and disciplining your spending, the
Consumer Credit Counseling Service can assist you with-
out your going through the formalities and costs of bank-
ruptcy. You yourself might work to reduce and repay more
of your debts through reduced spending, working a second
job, liquidating assets, and restructuring or closing out your
most burdensome loans. You might also negotiate with
creditors and try to lower your payments, extend repay-
ment periods, or discount amounts owed. Be aware that
discounted or forgiven debts are taxable as income.

Thinking About Bankruptcy?
What will I gain by filing for bank-
ruptcy? Bankruptcy will relieve you of
paying certain debts, but not all debts.
While most credit card, medical, and
other unsecured debts will be wiped out,
most money owed for taxes, child sup-
port, alimony, and educational loans will
not. Debts owed to family and friends
may also be discharged, but is this what
you want? Secured loans can be satis-

fied by the repossession and sale of the collateral involved,
but any deficiency could be discharged through bankruptcy.

What will I lose by filing for bankruptcy?
Bankruptcy is a financial setback for those who have pro-
gressed in their acquisition of valuable assets and credit
worthiness. Although some property is exempt from liqui-
dation under Chapter 7, some prized possessions and hard-
earned investments could be lost. The state and federal
exemption lists ensure that some of one’s equity in a home,
car, personal belongings, tools of a trade, and other pos-
sessions is protected. However, nonexempt possessions and
values of exempt possessions in excess of certain speci-
fied limits are subject to liquidation. The necessity to sat-
isfy the nonexempt portion of obligations can mean the
loss of one’s home, car, prized stamp collection, purebred
pets, or family heirlooms. Keep in mind that efforts to hide
property can result in dismissal of the proceeding and felony
charges.

Will bankruptcy give me a fresh start?
This is perhaps the most important question to answer. The
value of bankruptcy depends most on what happens after
bankruptcy. Although the fact of bankruptcy becomes part
of one’s credit history for up to ten years, the advantages
obtained can be worth the stigma attached if the debtor has
been able to correct an impossible situation and become
financially responsible once again. Debtors who use the
process only to gain a free ride while indulging bad habits
may well find their future debts even more expensive and
more difficult to discharge.
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