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The who, why and how of bankruptcy fllmgs

By Janice Brunson
staff writer

Charge accounts are maxed out,
and the house payment Is three
months past due. Utility services are

_ about to be disconnected, the car is
in repossession and dally phone calls
from credlitors send the blood pres-
sure soaring. R

Earnings simply do nol provide in-
come enough Lo keep up with the
bills, especlally now that overtime
pay has been cut In the face of a
faltering economy.

A gloomy picture but onc that Is
all too famlllar to trustees for the
U.S. Bankruptey Court, Eastern Dis-
trict-of Michlgan, in Detrolt. During
the flrst four months of 1991, ban-
kruptcies are up significantly over
the same perlod last year, Irom
4,597"111ings In 1990 to 6,021, N

Of the total number filed, more
than 80 percent are personal or con-
sumer fllings, people whose financlal
llves are out of control. They seek
relief tn bankruptey court under one
of two options — complete liqulda-

tion under Chapter 7 or debt repay-
ment under Chapter 13. The majori-
ty Ille Chapter 7.

Southfield attorney Stuart Gold,
one of a dozen Lrustees who oversees
proceedings In metropalltan Detroit
for the U.S. court, describes today's
typlcal debtor. -

“UNDER 45 years old. Married
with a combined income of $30,000.
One or two children. Anywhere from
$10,000 to $20,000 of unsecured lla-
billtles, most lkely credit card
charges and medlcal obligations.

“Cause of the calamity — one or
the other (husband or wife) has been
lald off or uncmployed for a perlod
of time or there has been a drop in
overtime pay. We're seeing more
and more of that.”

In the scenario described by Gold,
Chapter 7 bankruptcy s appropriate
because, after exemptions allowed

" by law, asscts are nil.

Exemptlons include $7,500 equity
in a home, $1,200 value In a vehicle,
$1,300 In personal and other posses-
slons and $750 In work tools. Renters

who have no home equity are per-
mitted an additlonal §3,750 in mls<
cellancous deductions.

If exemptions exceed assets, nII
debts are discharged. If assets ex-
ceed debts, excess assels are ligul-
dated and creditors are pald with the

proceeds. .

Bascd on the formula, 90 percent
of all people who file Chapter 7 have
no assets, according to Marlon
Mack, assistant U.S. trustee for cast-
ern Michlgan, Bul others are capable
of at least some repayment of out-
standing bills but file Chapter 7 to
avoid all payment.

Gold cltes the case of a 45-year-
old, unmarried professional em-
ployed by a major area corporation.
He carns $60,000 a year and is
$58,000 in debt.
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— Marion Mack

provide deblors with a “fresh start,
not a head start,” nccordlng o

Other factors also prompt 13, ac-
cording to trusm: &:r)n Erman, a

Mack, who safd the
provislon was cnacied into the b:nk-
ruptcy code in the 1980s to toughen
carller laws that tended to favor the
debtor.

“Abuse s like pornography. You
know [t when you see it It jumps off
the page. It shocks the conscicnce,”
Mack sald, adding that court chal-
lenges for abuse under

“This guy can maké
changes In his lfestyle and partici-
pate in a repayment program. And
he should,” Gold said.

Still, the man flled Chapter 7, The
petlilon wu dismlssed for "snbsl.'m~
tial abuse.

THE INTENT of bankruplcy o

Seek portfolio growth, cut
expenses, couple advised

By Dan Boyce
and Alan Ferrara
spoclal writors

‘Local financial planning ex-
perts reviewed the data of the
Jamily profited here and made
general recommendations based
on the participants' resources
and goals. The information is for
cducational purposes only; refer-
ences are not intended as dis-
crimination or endorsements by
Observer & Eccentric Newspa-
pers or the advisers,

To reccive- a free financial
planning brockure or te obtain a

* qQuestionnaire to participate in
this cotumn, contact the Center of
Financial Planning, Dept. 100,

211 Central Park Bhsd., Suite
604, Southficld 48076 or call 948-
7900. Names of participanis are
withheld upon request, and sub-
mitted financial data is confiden-
tiat.

Our profiled couple this month s
facing some major changes in thelr
lives and wondering how best to cope
with them.

Ira and Joan Cremins have lived
almost all of their married [lfe in
Plymouth, Jra, who will turn 62 next
month, was laid off last year from
his job as a materials handler for an
auto supplier. Joan, 59, worked as a
sales clerk until she was lald off in
1988. Partly because of Ira’s past
health probleins, they decided to opt
for an carlier than planned retlre-
ment rather than actively seck stop-
gap jobs.

Their main goal is to maintain
thelr standard of living in reflre-
ment, which they estimate will re-
quire an inceme of $2,500 per month
or $30,000 annvally, The only major
expense looming on the horizon is re-
placement of their 1984 car within
1he next two years, They estimate a
new car will cost them $15,000-
$20,000,

One of thetr major financial assets
is their home, which they value at
$195,000 and which Is owned free
and clear. They are contemplating a
move 1o o smallcr home, With their
children grown, they do not need the
amount of space In their current
home, and they would like to reduce
thelr property taxes.

A move to a less expensive resi-
dence not only would lower their
property taxes but would also proba-
bly free up some of the equity locked
in their curcent home — allowing for
a greater investment cushlon. We be-
licve that such a move early [n re-
tirement s well-advised. It might
help keep them from perhaps be-
coming “house poor” later in life.

We would suggest that they buy

the new ear at the {ime they sell
their cursent house, if possible. A
portion of the home equity could be

" used for the car. We would also sug-
gest that they at least consider a re-
cent mode), low-mlleage used car.
This could shave thousands of dol-
lars off the cost of a new auto.

We belleve that thelr inelination to
pay cash for the car, as weil as any
other retlrement purchases is good
strategy. We have found that those
retired Indlviduals who have kept
their debts to a minlmum are the
most financially secure In retire-
ment. This is especially true regard-
Ing consumer debt, which is both
wvery costly and Is not tax-deductible.
A law debt position decreases the
amount of required ronthly expend-

Chapter 7 have steadlly Increased In
the past six'months. The disposition
of such challenges are settled In
court.

‘The case of the $60,000-a-year
professional is teliing. As required
by law, he submitted verification of
Income and a monthly budget of llv-
Ing expenses to Gold, trustee in the
case. Allowances for such budgeted
ltems ags telephone, clothing,-recre-
atlon and church coniributlons were
considered exorbltant, and the court
dismlssed the petitlon.

While there are no hard and fast
formulas - to-determine substantial
abuse, Mack said “It Is a good falth
ls:ue Should creditors be forced to

Flnancial Position

Invasted Assals:

Chacklng and Cash $10.000
6000

EE Savmas Bonds

Lifo Insurance Cash Value 19000

Stocks 8,500

LR AS 51,700

Totalinvosimonts .$178,200

Non-lnvastment Assots:
3

Rosidonce 195.000
Automobiles 4,000
Othor Parsonal Assols 20,000
TotalNon-Invostment  $2/9.000
Tatal Assats £397.200
BILITIES
Insuranco Loans @ 5%  $7,000
Total Linbilittes $7.000
NET WORTH $390,200

The Bottom Line
Financial Strengths:

+ Owns homa fos and cloas

v/ No consumot cobl

v/ Anestegg has beon accumulaled

 Potantial for treeing up equity in home
i moye oceurs

+ Good.

or clothlng or
dry cleaning? Maybe a person has to
tone down lifestyle.”

Under . Chapter "13, debtors at- -
tempt -to. pay outstanding bills,
agreeing to repayment schedules of
three to tive years. Those (Iling 13
are normatly employed or have a
regular source of Income.

"Thl: classle 13," according to
attorney  David

Financial Weaknesses:

/ Layolf forcod oarly retirement

v/ Fixedroliremont income

V Littie proloction agalnst tuture inflation
v Health insuranco pooded untif age 65
 No estate plan

FINANCES

ftures. As a result, a retlree on a
fixed incame can survive and thrive
at much lower income levels,

THE CREMINS' future income In-
cludes a fixed pension of $400 per
month for Ira. He also expects to
receive $300 from Soclal Security,
and Joan will recelve approximately
half of that three ycars from now
when she turns age 62. The remain.
der of their Income must come from
their own savings and Invesiments.

It appears that they will be able to
meet thelr income needs durlng the
next few years. With income of
$1,300 per month from pension and
Soctal Sccurity, they nced an addi-
tional $1,200 per month from invest.
ments 1o meet their $2,500 per
month income goal. 1f they earn an
average of 8 percent on  their
$178,000 of investment assets, they
would be able to gencrate the $1,200
per month needed. Eight percent can
be obtained right now In long-term
U.S. government treasury bonds or
with shorter term deferred Invest.
ment annulty contracts.

A major concern of ours is the
probability of future Inflation erod-
ing their purchasing power. At an
average 5 percent rate of inflatlon,
their purchasing power would be cut
In half over 15 years, and the cost of
living would quadruple over Joan's
30-year life expectancy. If they put
thelr entire savings Into long-term
government bonds, they would be
virtuatly assured of a lower stan-
Ward of living in the future.

They can expect only minor In.
creases in thelr future income from
the addition of Joan's Soclal Security
In three years and from the invest-
ment of any sales proceeds from
thelr home. We would offer two
suggestions to help them deal with
significant problem of tnflation.

FIRST, IRA and Joan need to take
a close look at thelr expenditures,
They should (rack thelr cxpenses
over a period of several months and
determine whether there are some
expendltures that are really unnee-
essary for their quality of Mfe, Even

the total investment assets increase
somewhat to offsct {uture inflation-
ary pressures. This can be done ei-
ther through reinvestment of income
or from growth In the value of their
Investments. Currently, they have
only onc small growth Investment —
a stock holding,

‘This observation leads to the sce-
ond suggestion, to consider some
growth and income investments in
their portfolio rather than commit-
1ing to pure income-orlented invest-
ments. Utllity stocks, convertible
bonds, and quality blue chlp issues
are all appropriate assets for a part
of their portiolio — perhaps 30 per-
cent of 1. Although returns are not
guaranteed, they should be able to
achieve higher average rates of re-
turn over the long haul. They might
want to use mutual funds to achteve
adequate diverslfication and to galn
professional management experilse.

1f they are able to successfully re-
duce cxpenditures and increase av-
crage investment returm, they will
not need as large an investment
cushlon in retlrement. This In (um
may give them greater flexibility in
thelr cholee of a retirement resi-
dence.

Another issue they must address is
the need for health insurance during
the early years of retirement until
bath are age 65 and ecligible for
Medicare. They may want to contact
a speciallst In the insurance area to
investigate allernatlves. But they
should first Ioak Into continuing the
group coverage ‘from Ira's old em-
ployer. By law, they must be offered
such coverage under the group med|-
cal plan for two years from the date
of Ira's layol! although the premlum
would be paid by Ira and Joan. Some
companies also offer the ability to
convert this group caverage to per-
sonal caverage until age 65,

Ira and Joan need to put a basic
estate plan in place. They currently
have no wills, trusts or other docu-
ments, All property Is held jointly,
except for their IRAs and autos.
‘They should realize (hat in the case
of a common accident, thelr proper-
ty would be prob:lltd and distributed

small long-term r n thelr
expenditure rate is a real plus for

them.
Early In retirement we like to sce

state rules
call the lnlcsucy statutes.

Ptease turn 10 provious page

Ruskln who Is also a bankruptcy
trustee, are homeowners facing im-
minent foreclosure because of de-
fault In house payments. “It allows
time to catch up.”

UNDER 13, assets aren't liquldat-
«ed, permitting the homeowner with a
largc oquity the opporlunily to sal-
vage the Investment.

p attorney. ‘I'hcy
are personal cullcs legal guldance
and the wlllingness of creditors to
accept repayment plans,

in certain regions of the country,
such factors appear to weigh heavi.
ly. In Tennessee, for example, there
is a dlsproportionately high inci-
dence of Chapter 13 filings, sald U.S.
trustee Mack.

Court costs for ming Chapter 7 or
13 proceedings are the same for
each, $120. But Chapter 13 proceed-
tngs are more complicated and last
fonger because of repayment sched-
ules of up to five years. Chapter 7
fillngs are normally completed with-
In90 days.

Many times, 7 or 13 is cqually ap-
propriate, accerding to Erman. In
such Instances, “we favor the chap-
ter that gives the cllent the most all-
around benefit.”

In clther case, bankruptcy almost
always has a npegatlve impact on
credit ratings and makes little al-
lowance for those who attempt re-
payment.

"1 advocate that the distinction
should be noted by credit agencles,”
Mack sald, favoring those who "try
and pay their bllls to the best of thelr
abllity.”

Otherwise, Ruskin adds, “What's
the Incentive for attempting repay-
ment? The credit community wants
it bath ways, (repayment but no dis-
tinction on credit reports). They're
shooting themselves in the foot by
not offering this extra Incentlve.”

Under Chapter 7, bankruptcy is
noted on consumer eredit reports for
10 years and under 13, for seven
years, according to Pat Young:of
TRW Information Services in South-
field. The firm Is one of the nation's
largest credit reporting agencies.
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