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THE LAW & YOU 

 
DEALING WITH DEBT 

By: Bijal M. Jani, Esq. 
 

 
According to the statistics issued by the federal courts, 

over one million Americans filed for bankruptcy last year. As an 
attorney, I have listened to the woes of dozens of clients who are 
drowning in debt due to bad business decisions, unfortunate 
circumstances, poor money management, or a combination of all 
these factors. In a world that is largely based on a credit economy, 
it is of little value to dwell on the causes of overwhelming financial 
debt. Rather, it is important to assess the situation and try to figure 
out a way out of the financial chaos so that individuals can regain 
financial stability.  
 

For those individuals tired of receiving endless telephone 
calls and letters from creditors, it should be noted that filing 

bankruptcy is not always the magic answer. The latest changes to the bankruptcy laws have 
made it harder for certain types of debts to be discharged. For example, filing for bankruptcy 
will not eliminate repossessions of your property by the creditors, nor will it eliminate 
outstanding child support and alimony obligations, or most student loans and tax debts. 
There are simply too many people who believe that no matter the source of the debt or the 
amounts owed, they can easily file for bankruptcy which will magically erase all the 
outstanding debts. Unfortunately, a large percentage of individuals spend significant 
amounts of money in legal fees and bankruptcy filings which then get dismissed due to inept 
or deficient filings.  Filing for bankruptcy also affects future credit rating and the ability to 
secure loans, including mortgage and car loans. Therefore, filing for bankruptcy should be a 
last resort, when all other options have been attempted but failed.  
 

Some consumers try to get help from “credit counseling” or “credit repair” 
companies to help eliminate their debts. Despite promises to “clean up” credit histories, 
many of these companies accomplish little other than taking hundreds or thousands of 
dollars in up-front non-refundable fees and then simply vanishing, leaving the consumer 
with even less money to allocate and a poorer credit rating. Readers should be cautioned 
against “credit counseling” companies that require advance non-refundable fees, high 
monthly service charges, or advise a person to get a “new” credit report by applying for an 
Employer Identification Number.  Basically, the rule of thumb is to beware of any promises 
that sound too good to be true and/or beware of companies that fail to provide detailed 
written information as to the services they will provide. Companies offering help can be 
investigated for complaints with the local Better Business Bureau, and companies operating 
as non-profit counseling organizations are usually a better choice than a for-profit private 
company.  
 

 A prudent solution for a debt-ridden consumer may be to do a debt settlement 
himself/herself or retain the services of an experienced attorney to do so on their behalf. 
Basically, a debt settlement is a formal, negotiated modification of a pending debt that is 
worked out between a creditor and a debtor. The creditor is content to receive some or all of 



the outstanding debt within a specified time period and the debtor is relieved from unending 
penalties and interest for the outstanding debt, and a diminishing credit rating. Further, a 
debt settlement is advantageous because it does not bar the debtor from filing bankruptcy in 
the future if the need arises. However, it should be noted that a debt settlement is voluntary 
and the creditor must be willing to agree to the terms of the settlement. Once a settlement is 
negotiated, a written confirmation should be obtained to avoid future liability with the same 
creditor.  
 

Prior to making the decision as to which road to pursue for eliminating and/or 
managing the outstanding debts, the consumer must evaluate which debts should be paid as 
a priority. The following is a listing of essential debts that should be paid first: rent or 
mortgage, utility bills, child support, car payments, secured loans, and unpaid taxes. If the 
rental payment is too high, consider moving and renting a cheaper property. If there is a 
mortgage that must be paid but cannot be afforded due to a long-term loss of job or illness, 
serious consideration should be given to selling the house to avoid possible foreclosure. 
Utility bills must be paid to ensure that basic services such as water, heating, electricity, and 
gas are available. Many local utility companies are willing to accept lower payments due to 
dire circumstances. Outstanding child support payments should be paid to avoid strict 
penalties from family court judges. Cars that become unaffordable should be sold to avoid 
repossession and to reallocate available funds for other debts.  If taxes are unpaid, some type 
of repayment plan should be negotiated to avoid a frozen bank account or liens/penalties on 
properties.  
 

Non-essential debts are those debts that do not need to be paid immediately but 
should be accounted for since non-payment will affect future credit ratings. Some common 
non-essential debts are department store charge cards, subscriptions to publications, legal or 
accounting bills, and loans from friends/relatives. It is not surprising that many individuals 
are willing to pay for a non-essential expense such as a cable or satellite dish connection but 
will not pay the rent or utility bill. If an individual finds that he/she does not have major debt 
issues but simply is not competent at managing their income and expenses, there are many 
government agencies that can assist in teaching consumers how to manage their debts 
better.     
 

Finally, consideration should be made as to how to pay for the existing debts. While 
refinancing on a home is a highly publicized option, consumers should beware of high 
interest rate loans, closing costs, and the ability to pay for an increased mortgage payment 
each month when the new loan payments become due.  
 

The best way to deal with debt is to examine the debts, investigate the options, and 
then review the conclusions with a competent attorney or financial consultant.  


