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An excerpt of Chapter Two from Amy Kenyon’s book, The Consumer Guide to Debt Settlement.

CHAPTER TWO: THE BAD DEBT PROCESS

The collections industry is lucrative. Over 40 billion dollars in bad debt is collected from people like you every single year. 
Collection agencies receive an average of 25% to 33% of the amount that is collected as their commission fee or recovery for 
collecting. This is big business. Creditors don’t want the consumer to know how it works.
You need to be prepared to take advantage of a system that considers you just another �le or number lingering in an o�ce of 
literally hundreds of thousands of �les. Since you are new to the process, use the Glossary in the back of this book to answer 
your questions when you see an unfamiliar term.

Below are the likely steps that will occur in the bad debt process. Bank policies and laws change daily, and these steps are not 
all inclusive. They are general steps that are likely to be encountered in the credit card collection process.
Review the illustrated stages of the process, and then let’s learn all the dirty details.

A legal default is de�ned as the failure to ful�ll a �nancial obligation when due. Typically, when you fail to make your payment 
on the date that the payment is scheduled to be due, pursuant to the contract or verbal arrangement, you have defaulted. 
Because you signed a contract (or in this day and age, clicked the button on the computer screen or agreed by phone), you 
are now stuck to the terms of that contract. When you fail to comply, the creditor immediately may have legal remedies 
available under the law or pursuant to the contract.

Basically, the default occurs on the day that you miss your payment.
The default may occur with both secured and unsecured debts. That means that whether the debt is for your house, car, or a 
credit card, failure to pay in any situation creates a default.

People do not just wake up one morning and say, “Hey, I think I will stop paying my bills today,” and then actually stop paying. 
Such a thought probably passes your mind, but your overwhelming sense of responsibility and morality suddenly pushes that 
thought out of your head. And, as usual, you send that credit card payment.

People generally are forced to stop paying out of necessity. If everyone quit paying and wanted settlements, the debt settle-
ment parameters would increase, and people with genuine hardships would be scrutinized more severely. If you just got back 
from a trip to Hawaii while your neighbor is struggling from cancer, how fair would it be for you both to get the same debt 
settlement o�er?
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If you are reading this book, though, you probably did not just return from an extravagant vacation in Hawaii. 
You are probably forced to choose between which creditors you should pay and which creditors you should not pay. 
You may be “robbing Peter to pay Paul.” You may be fearfully facing an imminent default. Don’t worry. If you are in a 
situation where you must choose between payments, this is generally the order in which you should pay your debts, 
from 1 being the most important to 6 being the least important:
 1. Mortgage payment
 2. Student Loan Payments and Tax Debts
 3. Necessary monthly utilities, ie: electric, water
 4. Car payment
 5. Unnecessary monthly utilities, ie: cable, internet, trash (okay, so we all have our own idea of what is necessary)
 6. Credit card payments, medical bills and other unsecured debts.

This is just a general guide, and it could change based on your speci�c state and �nancial situation. Please note that 
unsecured creditors have been listed as the last party to pay. Yes, unsecured creditors should ALWAYS be paid last. 
Unsecured creditors may include credit cards, medical bills, retail accounts, and other debts for which you did not promise 
collateral in exchange for the loan.

Also, some practitioners will argue that you should pay your utilities before your student loan payments. Unpaid 
government loan payments can result in the government garnishing your tax refund and or future bene�ts. Don’t mess with 
the government. If you do decide to settle your government student loan obligations or tax debt (yes, you can actually 
do that), my suggestion would be to speak to a professional practitioner in those areas �rst.

PRACTICE TIP: It is never a good idea to default on all of your debts at the same time. Why? If you default on all at once, you 
could be sued by multiple creditors at the same time. Debt settlement companies may advise you to default on all debts at 
once, but be wary of a company that makes this recommendation without reviewing your debts and expenses �rst. The 
overwhelming stress of many lawsuits �led often leads people into bankruptcy. If you must default, default �rst on the 
highest interest rate credit card.

You may be wondering how a default will impact your credit. The truth is that defaulting on your debts will negatively a�ect
 your credit, at least temporarily. Typically, lenders report delinquency to the credit reporting agencies upon a default. The 
delinquency will generally show up on your credit in 30 day increments. This means that your credit report may show that 
you are 30 days past due, 60 days past due, 90 days past due, or 120 days past due. Since your payment history may impact 
approximately 30% of your credit score, a default can really hit your credit.

In our upcoming sample illustrations, Mr. Nokash’s credit score will likely plummet more abruptly than Peter Plumber’s credit 
because Nokash stopped paying everything all at once. This is another good reason to initially only stop paying some 
of your debts.

The credit industry makes good money on your default. Your interest rate will increase, and you will be charged late fees. 
If the late payments continue, the interest rate will go to the maximum under federal and or state law. All of these things 
may result because of a default.

Despite the consequences that may follow a default, there is a beautiful bene�t to the default. That bene�t is that you 
have �nally positioned yourself to settle your debts and �nd �nancial freedom.

EXAMPLES OF DEFAULT
NOKASH FAMILY
Mrs. Ijava Nokash realized that her family can no longer a�ord to pay the mortgage payments on the rental property. 
A debt settlement company advises them to stop paying all of their bills at once to initiate a debt settlement plan. They 
follow the advice and stop paying. The date that the Nokash family stops paying, the debts are all in default status.
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A promissory note that Mrs. Nokash signed reads that she will be responsible for late fees if she fails to make the house 
payment by the 15th of the month. Today is the 2nd of the month. As a result, Mrs. Nokash may see late fees on the 16th of
 the month if she doesn’t make her payment by the 15th. For now, she has simply defaulted on her loan obligation.

PETER PLUMBER
Peter realizes that he can no longer a�ord the outrageous interest on his rising credit card payments. Too many debts are 
coming due each month. And now he has an extra mouth to feed- his grandson Jr. He stops paying two out of four of the 
credit cards. On the date that Peter quits paying those two credit cards, only those two credit cards on which he stopped 
making payments are in default. Credit cards three and four are not in default because he is still making the payment. The 
credit card agreements for cards one and two state that Peter’s interest rate will increase if he misses a payment, so Bank 
of Money Snatchers increases the interest rate to the highest allowable rate permitted under the terms and conditions 
within the contract, 31%, and charges him late fees.

Soon after default, you may receive letters looking similar to this one:

HassleBold Bank
     August 1, 2013
Mrs. Ijava Nokash
1234 Broke Lane
Needmore, Florida 12345
     RE: 8888444400009876
     Balance: $3,056.36
Dear Ijava Nokash:

We are sure that you are aware of the outstanding balance that you have with Hasslebold Bank on the above referenced 
account, and we don’t want to hassle you. Because we value you as a customer, we want to advise you of how you can 
take advantage of our convenient payment options.

  Visit www.hassleboldbanktakesyourmoneyrightnow.com
  Call 1-800-800-8000 to make a payment over the phone

We also want to make sure you are aware that your credit rating may decrease if you do not keep your account payments 
up to date. We can enroll you in Hasselfree Autopayment, our automatic payment system, and/or we could provide you 
with regular emails to help you to send you payment by the due date.

Please review your account, and if you have not paid already, please pay today.

          Sincerely,
          Customer Service Team
          HassleBold Bank

If you receive a letter like this from your original creditor, place it in a �le. The time has not yet come to negotiate. If you 
stop making payments, the creditor will start demanding payment. This is where we move into stage 2, Collections.
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