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Mod 7: Managing Debt
Topic 3 Application
Read the scenario and answer the questions that follow. Submit your completed document to the dropbox. 

Scenario

Connor is 19 years old and lives at home. He helps out by paying some of the house expenses in exchange for free rent. He has saved up $3,000 from his seasonal job as a foreman for a construction company and wants to use it as a down payment on a truck. 

At the dealership, Connor sees a truck that he really likes, but it's more than he intended to spend. The salesman tells him not to worry because he can afford it and the dealership will finance his purchase so Connor buys it. Although Connor can make the monthly payment, he can't cover all of the insurance. He asks his parents if they can help him, and they agree to pay for the insurance. 
Soon after he purchases the truck, his father gets sick and has to take an unpaid medical leave from work. Now his parents can't afford to pay for the truck's insurance and are having difficulty paying other bills because his father isn't collecting a paycheck. Connor is now contributing more to the house expenses on top of his own expenses. He soon finds that he is unable to meet his own financial obligations, including paying for the truck and for its insurance. He files for Chapter 13 (wage-earner plan) bankruptcy hoping that he'll be able to work out a payment plan with his creditors that will allow him to keep his property, including his truck, stereo, television, and so on.

When the financiers at the dealership learn that he is behind on his car payments and has no insurance, they file a petition with the bankruptcy court to lift the automatic stay that attached to all of Connor's property when he filed for bankruptcy. An automatic stay is an injunction that protected Connor from lawsuits, foreclosures, garnishments, and most collection activity once he filed a bankruptcy petition.
Connor's primary motive to file for bankruptcy was to keep his truck, but the bankruptcy judge rules in favor of the dealership. Because Connor hasn't made payments on time and insured the truck as stated in the contract he has with his creditors, the judge lifts the automatic stay and the dealership repossesses the truck.

The dealership sells the truck at auction for a price that doesn't cover all of Connor's debt. In addition to losing the truck and the money that he already put into it, Connor still owes his financiers $2,000. How much he will have to pay depends on the findings of the bankruptcy court. Since he has no way to get to work, he loses his job. With no income to pay his creditors, he may now be forced to withdraw his petition for Chapter 13 bankruptcy (wage-earner plan) and file for Chapter 7 bankruptcy (liquidation) instead meaning that he could lose more of his possessions. 
Questions

1. Identify Connor's needs versus his wants. Did he need this particular truck, or any truck, to get to work?  What could he have done differently concerning this purchase to prevent a financial crisis?




2. What were some choices that Connor made that worsened his financial situation? What could he have done differently that would have been better for his situation? 




3.  What were some things that Connor could have done to manage and protect his personal finances better before he got into trouble?




4.  What are some financial pitfalls/surprises that Connor should anticipate and prepare for at this stage in his life? 




5.  What other options could Connor have pursued before he filed for bankruptcy?




6.  What are some short-term and long-term consequences for Connor of filing for bankruptcy protection?
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