Considering bankruptcy? A few thoughts

Many people are financially hard hit. Bankruptcy is an option that many are considering.
What considerations should be made before you decide to file bankruptcy?

First, consult a reputable bankruptcy attorney. They will be able to help you navigate the
legal issues in a bankruptcy. Exemptions from bankruptcy differ from state to state. They
can also help you avoid various transactions that would make your filing much more
difficult. Consultation with an attorney about a bankruptcy does have a cost. They will
strongly advise that you destroy ALL credit cards, since use of credit after discussing
potential bankruptcy with an attorney is fraudulent.

Second, before you file, you must go for formal credit counseling from an approved
credit counseling agency. This counseling must occur within 180 days prior to filing a
bankruptcy petition.

Third, if you are having financial difficulties, be careful about taking money from your
retirement accounts (pension, 401(k), IRA, or ROTH IRA). Your IRA is excludable up to
amounts reasonably necessary for retirement. All pension and 401(k) amounts are
excludable. Loans from pension plans are not dischargeable in bankruptcy (so don’t
borrow). Distributions from these accounts are taxable and usually carry an additional
10% income tax penalty. Neither the tax nor the penalty would be dischargeable in
bankruptcy.

Fourth, know your income. If your income is above the median income in your state, you
usually must file chapter 13 bankruptcy (a wage earner plan). This chapter does not allow
a fresh start but requires a three to five year payment plan to settle as much of your debt
as possible. If your debt is more business debt than personal debt (including home
mortgage), you are exempt from the wage earner plan filing requirement.

Fifth, know that many debts are NOT dischargeable in bankruptcy. Tax liabilities from
late or fraudulent returns are not dischargeable. Tax liabilities that are three years old or
less from timely filed returns are not dischargeable. Fraud or intentional torts, drunken
driving torts, school loans, and marital support (alimony and child support) can not be
discharged. If your debts include any of these obligations, bankruptcy will not discharge
these debts.

The information on this website is for general guidance on matters of
interest only. Each person or business has facts and circumstances that are
particular to them and the application and impact of laws can widely vary
as a result. Due to the changing nature of laws and the hazards inherent in
electronic communication, there may be delays, omissions or inaccuracies
in the information contained on this website. No warranties of any kind,
express or implied, are created. The information on this website is
provided with the understanding that Bradshaw, Gordon & Clinkscales
LLC is not herein engaged in rendering legal, accounting, tax, or other



professional advice and services. As such, it should not be used as a
substitute for consultation with professional accounting, tax, legal or other
competent advisers.

IRS Circular 230 requires us to include the following statements in all tax advice related
correspondence. The information provided above is general information. Any tax advice
contained in this communication (or in any attachment) represents our best judgment and is
not intended or written to be used, and cannot be used, by you or any party for the purpose
of (i) avoiding penalties under the Internal Revenue Code or (i) promoting, marketing or
recommending to another party any transaction or matter addressed in this communication
(or in any attachment). All parties should seek advice based on their own particular
circumstances from their independent tax advisor. We will not update this essay for
subsequent changes to the tax law, regulations or case law.



