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Navigating the Maze of Bankruptcy and Debt Relief Services 
Open-Ended Response Answer Key 

1. Bankruptcy might be suitable when an individual or business faces 
overwhelming debt and cannot realistically repay it. For example, a 
business with massive debts might consider Chapter 11 bankruptcy to 
reorganize its finances and continue operations. Alternatively, an individual 
with no means to pay off their debts might opt for Chapter 7 bankruptcy to 
liquidate assets and obtain relief. The choice between Chapter 7 and 
Chapter 13 depends on the specific financial circumstances. 

2. Bankruptcy can significantly impact an individual's credit score and 
financial future. It remains on the credit report for several years, making it 
challenging to obtain new credit or loans. To rebuild credit after 
bankruptcy, individuals can start by creating a budget, making on-time 
payments, and considering secured credit cards or small loans to 
demonstrate responsible financial behavior over time. It's a gradual 
process, but responsible financial management can lead to credit score 
improvement. 

3. Debt settlement involves negotiating with creditors to reduce the total debt 
amount. Creditors may consider the debtor's financial hardship, the 
likelihood of receiving full payment, and the age of the debt when 
deciding whether to settle. The risks of debt settlement include potential 
negative impacts on credit score and the possibility of owing taxes on 
forgiven debt. Benefits include a reduction in the overall debt burden and 
the possibility of avoiding bankruptcy. 

4. I would advise them to start by thoroughly assessing their financial situation, 
including the amount of debt, income, and expenses. Then, they should 
research and consult with professionals from each debt relief service option 
to understand the pros, cons, and potential impacts on their credit and 
finances. Based on their assessment, goals, and level of financial hardship, 
they can make an informed decision. For example, if they need to lower 
their interest rates and streamline payments, debt consolidation may be 
suitable. If they need to reduce the total debt amount and can handle 
potential credit score impacts, debt settlement might be an option. Credit 
counseling is a good choice for those who need budgeting help and 
advice without necessarily reducing the debt. 

 


