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STATE!vl.ENT OF SENATOR BOB DOLE 
BEFORE THE 

SUBCOMMITTEE ON COURTS 
SENATE JUDICIARY COMMITTEE 

-GENERAL BANKRUPTCY B_EARING 

APRIL 3 , 1981 

TODAY AND MONDAY, APRIL 6 , 1981 , THE SUBCOMMITTEE ON COURTS WILL TAKE A 

MUCH NEEDED LOOK AT THE NEW BANKRUPTCY CODE . 

SINCE THE NEW BANKRUPTCY LAW WENT INTO EFFECT ON OCTOBER 1 , 1979 , FILING 

FOR BANKRUPTCY HAS BECOME EPIDEMIC . ACCORDING TO FIGURES FROM THE ADMINISTRA-

TIVE OFFICE OF THE UNITED STATES COURTS , IN 1978 , THE LAST FULL YEAR THE OLD 

STATUTES WERE IN FORCE , THE NUMBER OF TOTAL ESTATES FILED WAS LESS THAN THAT 

IN 1967 . IN STARK CONTRAST , FOR THE FIRST TWELVE MONTHS UNDER THE NEW CODE , 

TOTAL BANKRUPTCIES NUMBERED SOME 425 , 000 , WITH CLOSE TO 50 , 000 BUSINESS FAILINGS 

AND ROUGHLY 375 , 000 PERSONAL BANKRUPTCIES . THIS REPRESENTS A 60 PER CENT IN-

CREASE OVER THE PRECEDING TWELVE- MONTH PERIOD -- WITH COMMERCIAL FILINGS UP 

50 PER CENT , WHILE PERSONAL FILINGS CLIMBED A STAGGERING 75 PER CENT . LAST 

YEAR OVER 150 , 000 MORE BANKRUPTCIES WERE FILED THAN IN THE PREVIOUS RECORD HIGH 

YEAR OF 1975 - THE CONSUMER LOAN INDUSTRY ESTIMATES LOSSES OF $2 BILLION FROM 

PERSONAL BANKRUPTCY ALONE IN 1980. MOREOVER , THE DEBTS OF FAILING COMPANIES 

LAST YEAR WERE APPROXIMATELY $4 . 5 BILLION . 

MANY FACTORS HAVE PROBABLY CONTRIBUTED TO THIS RECENT NATIONWIDE SURGE IN 

BANKRUPTCIES BESIDESTHE NEW FEDERAL CODE . THE PERSISTENCE OF DOUBLE- DIGIT 

INFLATION AND INTEREST RATES COUPLED WITH SUSTAINED WIDESPREAD UNEMPLOYMENT 

FORCE MANY AMERICANS INTO FINANCIAL PERIL . MORE AGGRESSIVE _lillVERTISING BY 

ATTORNEYS , NOW LEGAL AS A RESULT OF A RECENT U. S . SUPREME COURT DECISION , HAVE 

MADE IT VERY EASY TO UNDERTAKE FILING FOR Bfu""n<RUPTCY WITH MINIMAL LEGAL HELP 

Al'JD EXPENSE . THE DEVELOPMENT AND WIDESPREAD EXPANSION OF THE CREDIT CARD 

INDUSTRY IN THE LAST TEN YEARS HAVE MADE UNSECURED CREDIT READILY AVAILABLE 
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TO AN UNPRECEDENTED EXTENT . THESE CAUSES HAVE HELPED TO FOSTER AN ATTITUDE AMONG 

SOME OVERLY SELF- INDULGENT MIDDLE- CLASS AMERICANS THAT BANKRUPTCY IS NO LONGER 

THE SOCIAL AND PERSONAL EMBARRASSMENT IT ONCE WAS, BUT RATHER A COMPLETELY LEGAL 

AND VERY CONVENIENT WAY OF BEING FREE OF DEBT (AT LEAST FOR THE TIME BEING) 

WITHOUT BEING DESTITUTE . THIS PERVADING ATTITUDE IN TURN ENCOURAGES MORE 

BANKRUPTCY FILINGS . 

THUS, TODAY, WITH THE DISTINGUISHED PANELS OF THE PERSONAL LOAN INDUSTRY 

AND CREDITOR- ORIENTED LAWYERS, WE WILL TRY TO DETERMINE HOW MUCH OF THE CON-

SUMER BANKRUPTCY PROBLEM LIES WITH THE FEDERAL LAW, AND HOW MUCH HAS BEEN CAUSED 

BY THE ECONOMY , LAWYER ADVERTISING, INDUSTRY PRACTICES, LENIENT ENFORCEMENT 

AND ADMINISTRATION , INADEQUATE STATE LAWS , OR PERSONAL DEBTOR IRRESPONSIBILITY . 

ON MONDAY , APRIL 6 , WE WILL ADDRESS THE GROWING PLIGHT OF OUR NATION ' S GRAIN 

FARMERS FACED WITH INDEPENDENT ELEVATORS GOING BANKRUPT . WE WILL ALSO HAVE 

PANELS OF HIGHLY RESPECTED BANKRUPTCY JUDGES , COMMERCIAL EXPERTS , U.S. TRUSTEES , 

C1 AND A DEBTOR-ORIENTED LAWYER TO PROVIDE us THEIR PERSPECTIVES AND INSIGHTS . 

HOPEFULLY , EXTENSIVE DISCUSSION BY OUR DISTINGUISHED WITNESSES WILL FOCUS 

ON CONTROVERSIAL PROVISIONS SUCH AS FEDERAL EXEMPTIONS IN PERSONAL BANKRUPTCIES , 

PREFERENCE TEST IN COMMERCIAL BANKRUPTCIES ~ RE-AFFIRMATION , AND DISCHARGEABILITY 

OF DEBTS . SUCH TESTIMONY FROM THESE HEARINGS WOULD THEN PROVIDE THE GENESIS 

FOR APPROPRIATE LEGISLATION TO CORRECT PROPERLY IDENTIFIED PROBLEMS WITH THE 
/ 

FEDERAL BANKRUPTCY CODE . 

AT THIS TIME , I WOULD LIKE INSERTED IN THE RECORD TWO RECENT ARTICLES 

FROM THE NEW YORK TIMES , WHICH VIVIDLY PORTRAY THE GRIM SITUATION WITH PER-

SONAL AND BUSINESS BANKRUPTCIES . 

c 
- 2-

This document is from the collections at the Dole Archives, University of Kansas 
http://dolearchives.ku.edu

Page 2 of 5
s-press_024_006_003_A1b.pdf



0 

'LOSSES UP SHARPLY I 
ON CONSUf1\ER LOANS ! 
BY BANKS, RETAILERS : 

rtiany Lenders Found Cutting Back 

on Credit Given to Individuals, 

Especially Less Affluent 

By ROJJEP.T A. BENNETT 

Losses on con.:;\lmer lo:in.s have I.tr 
c1 eased sharply at b:inT.s, fln:incc compa-

nies nnd rct.aflen; around the COW}try. As 
a result, mnny of these ln:;tltutlo!1.S ~ 

cutting back on ·credit to individuals, 8.lJ 

Informal check with the creditors showa. 

Jndlvlduals In th: lower-Income brackets, 

and uio:;e who do not own rclil c.stnte that 

cnn be usc<l as coll;:lernl, mny find It 
c:sp<:cl::llly difficult to obtnl.n credit. j 

Jnmcs A . Mc.tth::ws, vice president of 
the Continental Illinois National Bank 

and Trust Comp:i.ny of Chlca_[;o, the na-
' tlon's &CYLnth-llirgcst bunk, .!-uld that 

j ·'amsumi:rs might hsve to use credit 

; 111ure judiciously." It mli;ht 'tx' llC..'CC!:.~ury 
! tu return tu the V.'il)' of living of the 19:,0's, 

: he u.111 inucd, wln.:n pt.:oph.• "h:d;.: l:c:.;lthy I 
1 :a::it:..ckto\" . .>rJc.: ... >d1t.'" ; 

The..-r- ;o rt. l)P (clia hl< It ~ti~ t;n. ,,., the 

'uvc1 .<11 dv1lur .. 11.uu;:t uf CJn~ume1 -:oun I 
lu:;sl.'..S, lJ;,t industry ~ -ut•I< <.:l> c:.aimatl.'. th1il j 
~2 L;ill1un "'as lo!>t frum j>L.r,;:mal U:111k 1 
ru1;tcy blrn1e m IL"SO 1he i;u:.:n:es h:.id · 

oli.Jdt: no e!>timnlt· fur 1979 since Josst:s 

hum p::r:-.onul lunbuptric~ po~c.:d 110 big. 

n;fic<Jnt prublun tl1ut yl'ar. Dul co<irt 

record:, shuw 1h:-.1 tlw numocr of pc1-:.<u1al 

L:mknlptcies r.1sc 7G percent last ye:.1. to 
::Hi7,0JO, fr;,m 2J3.~J in l!i/9. As a rouh, 

k11ding instituthms h:.ive 1t:ported si.wble 

Jo..,s:::s on consumer n Nill 
- - I 

B:rnl.: uf Am~rlc:. Ll.ic~L:. Up 40% I 
I In Su11 F1 .i.11cl>-(.u, fur 1.:>- ..... 111ph:, lht: I 
I Bunk ,_,r Amcnc.t, the 11.l11un ,; luq;,·::.l, 

:.aHl 11.!> Ju::.>t::. un u.ILiumLr lu...on;:; wut: UI' I 
I 40 p..:ru'.11t fru111 1\(/9. 1hi.: lki11h d..:t lincd 

· 10 pul a dull.u Vdh.:t: vn thu lu!>:-.t::. . 

i Cllf\Jank tJ.c ~tcund l;.U i;t"!>l, :..ild I 
I ' . I 

I 
lo...::.i.:s cm uimu;i1t:r !u;;ns ro_e 5ti fkn.:c:nt, I 
to almu::.t l-:!G\l m!lhon, L1 JSSO !ium $125 

in!ll!~l ln !!ii~. five ) ·1.:.1r., c...irlit:r, the)' I 
I 1c.t~kd LS mtlllon. I 
1 At th.: Dt:.:·.d1cto.l Corpvr.itlun, • !cud· 

· JnH fl1...nLe L..>my.:.;iy, l~~~l on c.o1 .... umcr 1 · 
lo.:l!"U la~t l.Llr fo:n,-G <t!'T.lr'.;t 54 ~rC<:nl,, 

I<., ~109 .... ,1111 ~ f,·..ir.1 ~71 rrJh!c.11. I 

Ah .. S.c ilF"l. Ro,lJL.tCk ! rr,mpuny. a I 
lll:lJOf l"l:l.">lltr, JCj>JI led {h:>t lu.'..f,(.'S lto ... · : 

JX>r.son .. \I b<:in.kriJJ•t!:Jc..> In tliu flJlil ll ' 

niunth. of }!;.'.,!) ro~e 124 vc1ct:nt, tD i~u1 
million, !r.im ~lb mllllo11 I.Ji th: cum_p!Jrti· 

blc: 1979 j.cr1vd. 
Lcn1krf' anpbu!t'd th.e !Uli!>t:.'I to mu.ny 

f.ictors, includln:,: the tumblnuUun CJf re-
l C!.~lun and l11fl:.tlun. Ilut th<l pro~:c.:1n 

it.at mu:.t 11 uublt: .. the crcd!ton; Ill U1e 

Continut-d un Pui;c Dt, Lulumn 1 

Contlnu:::i Fro:n P~~ I, S~~ 1 

diminished," s:iid F.M.W. C:i sper..m, 
B::::cficlal's cha irman. 

Banks, too, have be-en tii;h1cning 
their stMdards. M::mufactun.:rs Han-

over, for example, has stoppc'(l iss~ 
its ~~e.steli:ard or Visa crC'd.it c.!l.rds to 
ir.ii,idua!s v.itb incomes of less th.an 
$15,000. Pre,·iously, it hnd no mini-
mum. 

"The face of consumer crC'd.it will 
c.h:'J'.ge to a tood degree," said Luther 
G. Frl'ncb Jr., senior "ice president of 
the 1'orth Ca rolina N:itionll.1 B!in.k.. 
'"L'n.c;e-cured losns v.ill bc-co;ne more 
E.nd more difficult to come by." 

federal banknlptcy law thst went into ef-
fect on Oct. l, 1979. 

~~:my, perhaps most, b.'.lnks hav-e 
bc~n incrrnsing the so-called credit· 
5-e0res n~ed by consu:-:iers to obtain 
ur.secu.red losns. Potential borrowers 
fill out forms gi\ing information about 
their financ;a} position. B:ised on the 
p:?.St perforrn=ce of indhidu.'!lS v.ith 
similar characteristics, the appliC..'iilt 
is given a score. If his total score is 
high enough, be l!.Sll.9.lly gets the loan. 

The Jaw ensbled indhiduals to protect' 
in ucb more of their property a.&.!linst sei-

zure by creditors thsn previously. In 

some stntes, such a.s 1't.J<· Y.::rk, :-.r:C-..'.!;:lll 
J!.Ild !-°?.;;:n:-:-1!~, state laws incr=.se the 
amount or ;rotected a..."5ets. Some law-

~·ers estimate that a married CUJple de-

cl a.ring b3.nkru ptcy in Call fornl a can .re-

tain more than $ l 00, roJ ln persons} prop-
erty. 

Citibank, which ba.s decided that lit-
tle C!l.ll be done to reduce the rate c.f 
losn losses, appesrs to be tnJ:.in.,g a d.if. 
fe rent a pprD3 ch th.3.Tl most other con-
~TIJ er lenders. Its strstegy is to accept 
th: ]05-.<;eS and p3ss these costs on to lts 
I;.:X.'ld customers in the fonn of higher 
charges. 

In addltlon, the Supreme Court ruJed in 

the.bst year that lav..·ycrs may advertise, 

a.no m C!.DY I aw firms ha v-e tx>cri a&!; res-
s I vcly proma'.ing their senices, for P50 

to~. to l:elp lndhidu.!!.ls ease or elimJ-

nste their d:bt bun:kn through b.:mk-

ruptcy lav.-s. _ 
.J,.lmost every consumer lender in the 

country b£..S ~JI trying to find charac-
teristks thst would ld~nllty a prob3ble 
bankrupt, but no orp.1.ni:..atlon rnain-
t.alns that Ith~ hsd fill)' success. 

"The b!illkruptcy problem Is not =· 
fined to the lower end of the economic 
spc-ctrum," s..'l.ld Edward D. M..iller, 
senior vice president of the M::mufac-
turers H~ver Tnist Company. 
"Many of the 1.ndhidusls declaring 
bsnkruptcy rue the piy-s who used to be 

I 

our best customer5." 
Unsble to identity the lndlvidusls 

most likely to dC'CIRre p<'f"SOnal b.ink-
;-uptcy, m~y lenders are simply tisht-
ernn.,g c re-di t st .:rnd s rds. 

~c.neficill.1 Fin:ince, for example, 
which has l.rdditlo;rnlly lent primarily 
to indi,idu.!l.IS in the lower-Income 
brackets, hE.S bq;un to £iVe prdercn~ 
:o borrowers who ran rut up rrsl est.ste 
RS COJ1ater;:;.] for 8 10..'ln, w·h\ch 0 in-:s the 
!rnder some protc-ction ni;:ilnst b."Jlk. 
ruptcy. Tcxfay, itlmost thrft'~U.'l.r1crs 

.Jf Bcneficial's 10..'lns nre sffun..-d by 
:--e.:i.J cstste, up from a qu.aner fiv-e 
_n,srs ago. '"The :ivaibbility of unse-
.: ;.; i"\'d c rrdJ t h s.s b-. 'CJl s I pli fir runJ y 

"\ 

"'\\"e are going to have to arccpt these 
losses as an incremental cost of doing 
tusincss," said Richard S. Braddock, a 
~or \ice president of Citibsnk. "It 
"ill be reflected in our pricing." 

On its crcditc:i.rds, for e..xsmple, Citi-
b..-mk chari;es an annual rate of inlerest 
on outst::.nding bal.'1..nres of 19.8 per-
cent, a:i:npared with 18 pcrrcnt for 
most other c re-di t ;C3 rd i ~ i.ng b:mk.s in 
?'cw York. 
Bc.nJ;:ruptcic_,; Qclntupled 

··There is absolutely no question tbst 
the lxlnkruptcy law has lx-cn a msjor 
factor in JSSO," s:iid William H. Piper, 
oeCTJtive \ice president of the Gene.see 
Sa.nJ; in Flint, !>!ich. 

At Genesee, tbe number of personal 
han.~ptclcs h:is quintupl<"d in the last 

I n~·e yesrs, Mr. Piper said. Although 
the re-ce.!'sion has h:id a more dramatic 
impact on Flint th.'l..n most other cities 
- its unemployment rate st3Ilds nt 20 

~rccnt h<:c..sl!Se of the city's depend-
ence on the depressed auto1.-iob!le in-
custry - Gi:'.ncsce's experience hs.s not 

tx--cb very different from that of banks 
and other lenders elsc"·hcre in the 
rountry. Crc-ditors are p.s.rticuJarly dis-
turbc<l by this l.IT.Ild lx-c.:ltLc;e they ha\-e 
not be-en sble to dlscover a p..,nem thst 
would help L'icrn in detennining likely 
candidates for b.<inkruptcy. 
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lJankruptcies Soaring 
A._~ High !n t~r~t R;ates ·

1 _::.:~- f. cf~cc: ;.~;; :--· _.. 

: :;_::-;:_ ByKENNETIIB.NOBLE _ 
; ~- :Buiines.5 bankruptci~- are spreading 

·'through the nation's economy at a spec-
t,cuiar pace, largely because of last 

·~·c:::r's re:e:~io;: and cu;-rc:i~ J-:ig: inter-

~ .. j t:~ c ~1;-~t 10 \, ~e;...s of Ll~!s year, Lusi-
ess bankruptcy filings soare<l to 2,933, a 
ain of 63 percent from Hie comparable 

period last year and the highest number 
;.>0rted for the period since 1953. The _:n e2rly last year was already 53 per-
nt above .that for the similar period in 

1979, according to data released Jast week 

"I tJ1:nl: th t re's a very guod likeli-
hood that tI-ie co:-iditions that caused 
these failures v.ill ease. Interest rates 
will come down, the whole economy 
will become Jess subject to abrupt fluc-
t1...'~ t:~o:. 2 ~--:~:-:- ~., ~ : .... !"-~ rt;~-tc ··1ill 
b~ :-..: __ ._r ___ .... :d .:_:;·v .• ~j 
again." 
Too Late for Leon Telch 

Any.upturn in business activity, how-
. .- ever, 'l'rill be too late for Leon Teich, the 

68-year-old president of Celect~Knit 
Fabrics on Co:-iev Island. For more 
than 40 years, he had weathered his 
s~2re o: t-.:,-:ne:s re\'e~es in Kew 
\'or~-' .. : i . · :~ ·- c::.:! ic.c.J a~· ~3.!" c-J i: :::.:~­
try. 

But in the wake of last year's reces-
sion, when sluggish COPSwner demand 
combined v.ith unusually high interest 
rates, Celect~Knit, like many small 
and mediu..rn-sized businesses, was 
squeezed to the point of insoivency. 

"We were still liqu.id, but we had no 

_by Dun & Bradstreet Inc.. : .. -· -- : : , · . . · 
: While the rash of business failures has 

- ' cash flow," Mr. Teich said. "We didn't · 
have enough money . to purchase raw 
materials or meet our payroll." Faced 

s..,ept across nearly the entire spectrum 
of business concerns - manufacturing, . 
wholesaling and retail services have all 
exp..:r: enced incre2ses of more than 60 
p:rc ::r;: - a few a;t-as '.vere espec:ally 
ha.rd-hit. -

Problems in Housing and Autos 
·":·contractors are really taking a bath 

around the country," said Leonard An-
dre·,,.·s, whose company p!.!bi!shes the Na-
tfonal Bankruptcy Reporter, a legal 
newsl~tter. New housing construction 
plunged 25 percent in 1980, -its worst per-

Continue<l on Pz.te D5, Column 1 

· · Continued From Page Al 

with rising credit a.TJd energy costs, he 
filed for bankruptcy. _ 

: William C. Dunkelberg, an econom-
ics professor at Purdue, said: "'For 
companies opernting at the margin, 
hlgh interest rates might be the straw 
that breaks the camel's back. But if 
you really think about the role of inter-
est costs in a firm's operations, that's 
not It, it's the sick bottom line: Sales 
are going up, but not as much as infla-
tion, and companies can't ge!_ their -= 
prices up fast enough, so their cash 
flow is squeezed. That's really the 
problem. If the economy picks up, 
they'll do just fine, even v.ith high in-
terest rates." 

Although interest rates have dropped 
in recent weeks, they are still high by 
histotiCal standards, and they continue fonnance since 1975, ruining many small to hit many smaller companies hard, 

contractors. . .. since such concerns must borrow at Another major casualty has been auto- higher rates than more creditworthy mobile dealers. Buffeted by the downturn large corporations. -
in Detroit's fortunes, more than 1,600 of For small manufacturers like -Mr: the nation's 28,000 dealers close<! their Teich, the problems -began early last doors for good in the past year, according year as CO!bllll1er demand began to to industry" surveys. For the auto_motive lag. Inventories plied up, and those 

The fear of paying high mterest rates 
also deters companies that are in fairly 
sound financial condition, but which 
may need to borrow In order to expand 
and prcsper. 

"It'~ ;;!:nest a cultural J:.ind "' 
th:ng," !..2.!d Larry Weinberg, preside.1: 

--of Brooklyn Economic Development, a 
government agency advising small_ 

=businesses. _- __ 

--~~~- sOO ~~~es understand 
how to pass along the high cost of tx:r-
rowing. Tney are sure enough of their 
market she.re that by raising tr.~::-­
prices, t!:ey wo:i't be prici;-;g t)- .; :-·-· 
s<:;ve:s out of business. Tne small ma..-i:;. 
facturer thinks thaUf he starts to pass 
along the cost of 24 percent borrowing, 
he "ill price himself out of a market in 
which he's . a very small piece," Mr. 
WeLriberg said. 

Tne interest rate -phenomenon has 
also haunted creditors. 

"Because of the m~mber of bankrupt-
- des that are being reported, our mem- -
bers have become much more stringent 
in their credit policies," said Coo}:e 
O'Neale, a vice president of the Na-
tional Association of Credit Manage-

:' ment, a trade group representing 
credit granters. "-:bey may put a com-
pany on cash-on-delivery, or cash in ad-
vance, and they are making collection 
calls earlier." The result~ "Tightening 
credit is just going to add to a compa-
ny's woes. it might just be pushing 
them toward bankruptcy." , _ 

In addition, the recently revised Fed-
eral bankruptcy law may have encour-
aged some compan.ies to file for bank-
ruptcy, although, according to account-
ants and legal experts, the new law is 
not significantly more Jen.ient to busi-
ness debtors than the previous one. 

The new Jaw affects both arrang~ ments with creditors and the so-calle<l 
preference law, ·which governs funds 
already paid out by the company filing 
for bankruptcy. -

According to legal sources, facto 
were almost always protected un er 
the old preference law,· but now they 
might find themselves vulnerable. 
They say some factors might be tight-
ening peyrnent terms to 45 days from 
the more typical 60- or 90--day periods, store<l goods, in turn, had to be fi-retall industry as a whole, bankruptcies nanced, fre-~eently L'firoi . .:gh a factor. which spells trouble for a rnanufac-la.s; ye::.r rcse r:10re th<tll ~ tJercent, Dun A factor, most commonly used in the turer who has late payments from & Bradstreet estimli.ted. - ' apparel industry, ·buys from a com- some of his retail accounts. For the first 11 months of 1980, a total pany the right to collect its accounts The debts of falling companies rose of 10,727 businesses filed bankruptcy due, and then grants credit to the com- to about R3 billion during the January-petitions, 52 percent more that the 7,055 pany in return. But the interest Novembo._r period last year the latest filings in the simila.r period of 1!1?9, °?e charged by factors can run several available figures show, co;:n~ v.ith business survey group reported; it said points above the prime rate. For Mr. I $2.5 billion in the similar period of 1979. -It did not yet have figures for _Decem~ _ Teich, th.is meant finance charges ap- In addition, the average $405,000 debt of _ ber. preaching 23 percent when the prime ~company now in bankruptcy p;"OCe-e-j-So:-r.e economists say, however, that lending rate stood at 20 percent last mgs - al!ov.ing for irJJation - is oJ-e·.e bar~.iptcy rate may not neces- April. - / most double the average in 1932, the sarily foreshadow disastrous changes , "We used to buy natural yarns from __ biggest year for business failures ever. in the business climate. · : · , down South, dye them, put them on -: •. Most smaller businesses In distress "Many people worry that the dra- knitting machines and sell the finished . : ~ have two majo~ legal alternatives: ma tic business-failure rate is going to fabric," Mr. Telch rer....alled. But v,.;th · Chapter 7 -.straight bankruptcy- or throw the whole financial market into a the rise in credit costs "We could no _ Ch.apter 11, which includes debt reor-sort of l:8-ilsp!11," ~a.id A~~.Murray, a;1 longer finance the purchase of the yarn · ganiz.ation. - ~ , econo!TI1st Wlth Citibank. But I don t or the making of the fabrics." · - : . _Under Chapter 7, the company's as-tJ-jnk these statistics point to some fac- · -- -- - · · - - - : sets are auctioned off and distributed to tor &.at is going to have a large inde- • creditors in order of priority. In such pendent influence on the course of the cases, holders of common stock are al-econorny. _. - - - · · mostalways'l'ripedout,__ 

NEW YORK TIMES, March 30! 1981 
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Most coinpariies prefer to file under 
Chapter 11, which is tailored to enable 
r:ianagernent to continue running a 
business, but sets up a committee of the 
company's m<'-jor creditors to work out 
a plan for ceb• payments. 

Companies that try to revive after 
bankruptcy alm~t invariably emerge 
in sharply shrunken form. 

Celectro-Knit Fabrics, operating out 
of six bu!idings, employed more than 
200 people when it closed its doors last 
October. Mr. Teich is now starting a 
smaller ccntract-firushing- company, 
occupyi:"!g orJy .one of the buildings. 

·nie:re are cniy 10 e;-:iployees. 
But with borrowing costs still high, 

Mr. Teich is no\ optimistic about the 
new enterprise. "As the business 
stands now, it's probably too small to 
be viable," he said, and increasing its 
size wouid be difficult since "I have no 
crc:dit at all, not a dollar." 
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