
	

Continue

https://feedproxy.google.com/~r/skout/mBVl/~3/A3Ryygt5BCM/uplcv?utm_term=chapter+10+bankruptcy


Chapter	10	bankruptcy

6	second	take:	Bankruptcy	is	complicated.	While	you	can	technically	do	it	yourself,	a	good	bankruptcy	lawyer	can	guide	you	through	the	process.	Managing	your	finances	can	be	difficult.	Sometimes	you	feel	as	though	you	have	everything	worked	out,	and	then	a	major	emergency	completely	ruins	your	finances.	For	instance,	if	you	‘re	uninsured	and
then	have	a	major	medical	issue,	it’s	easy	to	end	up	with	tens	of	thousands	of	dollars	of	debt.	Unfortunately,	major	medical	problems	might	mean	you	can’t	work,	either.	In	this	case,	it’s	easy	to	see	how	you	can	quickly	go	from	being	in	good	financial	shape	to	being	on	the	verge	of	bankruptcy.	Chapter	7	vs.	Chapter	13	Bankruptcy	But	how	exactly	does
bankruptcy	work,	and	what	should	you	know	about	it?	There	are	two	major	types	of	bankruptcy	that	individuals	can	file:	Chapter	7	and	Chapter	13.	Here’s	what	you	need	to	know	about	each	type	and	the	differences	between	them.	Chapter	7	Bankruptcy	Chapter	7	bankruptcy	is	generally	used	to	erase	your	unsecured	debt.	This	includes	debt	on	items
such	as	credit	cards,	medical	bills,	and	unsecured	personal	loans.	However,	only	certain	people	qualify	for	Chapter	7	bankruptcy.	In	general,	you	qualify	if	you	make	less	than	the	median	income	in	your	state	for	a	household	that	matches	your	size.	You	might	also	qualify	for	Chapter	7	bankruptcy	if	you	meet	the	“means	test.”	This	is	a	complicated
formula	that	might	qualify	you	if	you	have	a	very	small	disposable	income.	If	you	make	too	much	money	or	have	too	much	disposable	income	to	qualify	for	Chapter	7	bankruptcy,	you	might	qualify	for	Chapter	13	bankruptcy.	More	on	that	in	a	minute.	During	the	Chapter	7	bankruptcy	process,	a	bankruptcy	trustee	will	sell	any	assets	you	own	that
exceed	the	exemptions	offered	by	your	state.	Then	the	trustee	uses	those	proceeds	to	pay	back	your	creditors.	For	this	reason,	it	typically	makes	more	sense	to	file	Chapter	7	bankruptcy	if	you	don’t	have	many	assets	in	excess	of	your	state’s	exemptions.	If	you	have	no	nonexempt	assets,	there	is	nothing	to	sell.	Chapter	13	Bankruptcy	Chapter	13
bankruptcy	may	work	for	you	if	you	don’t	qualify	for	Chapter	7	bankruptcy	because	of	your	income.	Chapter	13	bankruptcy	is	very	different	from	Chapter	7	bankruptcy.	“Chapter	13	is	more	of	a	reorganization	or	consolidation	of	debts,”	Mapes	explains.	“In	a	Chapter	13	bankruptcy,	the	debtor	will	make	monthly	payments	to	a	trustee,	and	then	the
trustee	will	pay	the	creditors	back	a	portion	of	what	is	owed	to	them.	The	debtor	will	have	to	make	payments	for	a	minimum	of	three	years	and	a	maximum	of	five	years.”	The	payment	plan	is	usually	based	on	your	discretionary	income.	You’ll	have	to	pay	off	certain	debts,	called	priority	debts,	in	full.	These	include	things	like	child	support,	tax	debt,
and	alimony.	You’ll	also	have	to	keep	paying	your	mortgage	and	car	loan	if	you	don’t	want	to	give	up	your	home	or	car.	If	you’re	behind	on	these	payments,	you’ll	have	to	catch	up,	too.	However,	you	might	not	need	to	repay	unsecured	debts	in	full.	You’ll	have	to	pay	only	an	amount	equal	to	your	leftover	discretionary	income	during	the	payment	plan.
While	you	can	keep	all	of	your	assets	when	filing	Chapter	13	bankruptcy,	you’ll	have	to	pay	your	creditors	an	amount	equal	to	any	assets	above	and	beyond	what	your	state’s	exemptions	allow	for.	Pros	and	Cons	of	Chapter	7	The	obvious	benefit	of	Chapter	7	bankruptcy	is	erasing	your	qualified	unsecured	debt.	With	the	debt	erased,	you	will	no	longer
suffer	under	the	heavy	burden	of	the	monthly	payments	you	used	to	have	to	make.	Another	benefit	of	Chapter	7	bankruptcy	is	the	process	is	faster	than	Chapter	13	bankruptcy.	It’s	“over	in	six	to	eight	months,”	says	Jeffrey	D.	Mapes,	J.D.,	a	board-certified	bankruptcy	attorney.	Unfortunately,	Chapter	7	bankruptcy	comes	with	a	large	downside,	too.
Namely,	it	will	remain	on	your	credit	report	for	10	years	and	severely	damage	your	credit	score	in	the	beginning.	This	can	make	it	difficult	to	get	loans	after	you	emerge	from	bankruptcy.	You	can	work	to	rebuild	your	credit,	but	it	will	take	time.	Pros	and	Cons	of	Chapter	13	Chapter	13	bankruptcy	can	help	people	with	high	incomes	or	important
assets,	such	as	a	home	or	car,	get	debt	relief	and	keep	their	assets.	Unfortunately,	you’ll	have	to	make	payments	according	to	the	three-	to	five-year	repayment	plan.	As	with	Chapter	7	bankruptcy,	Chapter	13	bankruptcy	will	have	a	large	negative	effect	on	your	credit.	Chapter	13	bankruptcy	will	stay	on	your	credit	report	for	seven	years.	The	negative
effect	on	your	credit	score	will	make	it	harder	to	take	out	loans	or	result	in	higher	interest	rates	on	loans	you	do	qualify	for.	You	Might	Want	to	Hire	Help	Bankruptcy	isn’t	something	to	take	lightly.	While	you	could	fill	out	the	paperwork	and	file	for	bankruptcy	yourself,	the	process	is	extremely	complex.	If	you	qualify	for	Chapter	7	bankruptcy,	you
should	check	out	Upsolve,	a	service	that	helps	low-income	individuals	file	Chapter	7	bankruptcy.	If	you	qualify,	you	might	be	able	to	get	free	help.	However,	if	you	don’t	qualify,	you	might	want	to	hire	a	lawyer	to	help.	Chapter	13	bankruptcy	has	even	more	moving	parts	than	Chapter	7	bankruptcy.	Good	bankruptcy	lawyers	may	be	able	to	save	you
money	and	prevent	huge	headaches	by	helping	you	strategize	your	case.	They’ll	also	make	sure	you	don’t	make	any	mistakes	when	filling	out	the	complex	paperwork.	“Technically	you	do	not	need	a	lawyer	to	file	bankruptcy	in	the	same	way	that	technically	you	don’t	need	a	dentist	to	pull	a	tooth.	The	difference	is	if	you	try	it	yourself,	there	is	probably
going	to	be	a	lot	more	pain,”	says	Mapes.	If	something	pops	up	that	you	weren’t	aware	of,	it	could	completely	derail	your	bankruptcy	case.	Even	if	you	qualify	for	Chapter	7	or	Chapter	13	bankruptcy,	it	might	not	be	the	best	option.	Make	sure	you	explore	alternatives	in	detail	before	filing.	If	you’ve	ever	found	yourself	swimming	in	a	sea	of	debt,	you
may	have	considered	filing	bankruptcy,	which	relieves	the	burden	of	insurmountable	debt	for	many	people.	In	the	U.S.,	the	federal	court	system	grants	this	relief	to	petitioners	under	laws	enacted	by	Congress,	collectively	called	the	U.S.	Bankruptcy	Code.	The	Code	is	divided	into	chapters,	some	of	which	lend	their	chapter	numbers	to	the	type	of
bankruptcy	filing	they	describe,	such	as	Chapter	7	and	Chapter	11.	But	Chapter	5	is	not	a	type	of	bankruptcy	you	can	file;	it’s	simply	one	of	the	chapters	in	the	Code	that	defines	procedural	guidelines	for	debtors	and	creditors	(including	creditors'	estates).	Tips	Chapter	5	bankruptcy	is	not	technically	a	'fileable'	process	-	instead,	it's	a	series	of
guidelines	for	debtors	and	creditors	in	the	event	of	a	bankruptcy.	Congress	established	bankruptcy	law	with	a	primary	goal	in	mind	–	“to	give	an	honest	debtor	a	financial	‘fresh	start.’	”	This	federal	statutory	law	is	included	in	Title	11	of	the	United	States	Code.	Federal	courts	have	exclusive	jurisdiction	over	bankruptcy	proceedings,	and	these	courts
must	follow	the	Federal	Rules	of	Bankruptcy	Procedure.	The	bankruptcy	ball	is	typically	put	in	motion	when	a	debtor	voluntarily	petitions	a	bankruptcy	court	by	filing	for	debt	relief.	Less	frequently,	a	creditor	may	initiate	the	bankruptcy	process	by	filing	an	involuntary	petition,	which	creates	a	bankruptcy	estate.	The	Bankruptcy	Code	allows	different
types	of	debt	relief	and	debt	adjustment,	depending	on	the	debtor’s	particular	financial	circumstance.	Filing	bankruptcy	is	not	a	one-size-fits-all	process.	Individuals,	businesses	and	even	school	districts	may	petition	federal	courts	for	debt	relief.	But	each	of	these	groups	comes	under	different	types	of	bankruptcy	filings.	Individuals	–	Chapter	7	or
Chapter	13	bankruptcy,	depending	on	the	petitioner’s	financial	situation.	Businesses	–	Chapter	7,	if	the	business	wants	to	liquidate	debt,	or	Chapter	11,	if	the	goal	is	to	reorganize	debt.	Municipalities	–	Chapter	9	bankruptcy	applies	to	cities,	towns,	villages,	taxing	districts,	municipal	utilities	and	school	districts.	Family	farmers	and	fishermen	–
Chapter	12	is	specifically	tailored	to	these	two	professions.	Parties	from	more	than	one	country	–	Chapter	15	is	structured	for	the	inclusion	of	foreign	courts,	foreign	creditors	and	other	cross-border	bankruptcy	cases.	Chapter	5	of	the	Bankruptcy	Code	is	divided	into	three	subchapters,	which	are	each	further	subdivided	into	sections.	Subchapter	1	–
Creditors	and	Claims.	Sections	501	through	511	in	this	subchapter	cover	topics	such	as	how	creditors	file	claims	(Section	501),	request	administrative	expenses	(Section	503)	and	determine	whether	a	claim	that	is	secured	by	a	lien	on	a	debtor’s	property	is	allowable	(Section	506).	Subchapter	2	–	Debtor’s	Duties	and	Benefits.	Sections	521	through
528	in	this	subchapter	cover	topics	such	as	a	debtor’s	duties,	which	include	filing	lists	of	creditors,	assets	and	liabilities	(Section	521),	the	details	of	discharging	debts	(Section	524)	and	the	duties	and	requirements	for	debt-relief	agencies	(Section	528).	Subchapter	3	–	The	Estate.	Sections	541	through	562	in	this	subchapter	cover	topics	such	as	what
constitutes	a	debtor’s	property	(Section	541),	statutory	liens	(Section	545)	and	postpetition	transactions	(Section	549).	Even	if	an	individual	(or	a	business)	cancels	or	forgives	the	debt	you	owe,	the	IRS	still	considers	the	amount	of	your	canceled	debt	as	income	for	tax	purposes.	But	this	is	not	the	case	in	bankruptcy	proceedings.	Although	your
bankruptcy-cancelled	debts	may	reduce	some	of	your	benefits,	the	amount	of	these	debts	is	not	considered	taxable	income.	IRS	Publication	908	(Bankruptcy	Tax	Guide)	notes	that	you'll	still	have	to	file	tax	returns	(or	extensions)	that	are	due	after	you	file	bankruptcy,	or	you	could	jeopardize	your	bankruptcy	filing	status,	which	could	mean	dismissing
your	case.	Visit	IRS.gov/forms	and	follow	the	prompts	to	view	or	download	Publication	908.	A	bankruptcy	attorney	or	tax	professional	may	be	a	valuable	resource	to	help	you	navigate	the	details	of	this	publication	as	they	apply	to	your	specific	case.	Chapter	7	bankruptcy	is	a	liquidation	of	a	debtor's	non-exempt	property,	and	this	involves	the	listing	of
assets	and	liabilities.	Make	a	list	of	income	and	monthly	expenditures	with	help	from	a	certified	family	mediator	in	this	free	video	on	bankruptcy	and	Chapter	7	bankruptcy.	Learn	how	Chapter	13	bankruptcy	works,	whether	you	are	eligible	to	file	Chapter	13	bankruptcy,	what	happens	to	your	car	and	home	in	Chapter	13,	differences	between	Chapter
7	and	Chapter	13,	how	much	you'll	have	to	pay	through	your	Chapter	13	bankruptcy	repayment	plan,	and	more.	Illness,	divorce,	foreclosure,	and	job	loss—almost	everyone	will	experience	one	of	these	problems	at	some	point	during	their	lifetime,	or	even	several	at	once.	If	you've	ever	found	yourself	in	such	a	situation—or	are	in	it	now—then	you	know
that	debt	can	pile	up	fast,	quickly	placing	an	individual	or	family	in	a	challenging	financial	position.	Without	a	safety	net,	it	would	be	difficult	for	many	to	get	back	on	their	feet.	What	Does	Bankruptcy	Do?	Bankruptcy	provides	a	solution	by	giving	people	saddled	with	substantial	debt	the	opportunity	to	get	out	from	under	it	while	treating	creditors	in	a
fair	manner.	Once	complete,	a	debtor	(the	person	filing	for	bankruptcy)	will	often	describe	the	relief	that	comes	with	a	clean	financial	plate	as	a	"fresh	start."	They	get	to	start	over	without	the	looming	burden	of	unpaid	bills.	For	the	most	part,	bankruptcy	falls	into	one	of	two	types—liquidation	or	reorganization.	Chapter	7	bankruptcy.	In	exchange	for
wiping	out	qualifying	debt,	you	must	agree	that	the	trustee	can	take	and	liquidate	(sell)	some	of	property	to	pay	back	debt.	However,	you	can	keep	(exempt)	property	protected	under	state	law.	Chapter	13	bankruptcy.	Chapter	13	bankruptcy	reorganizes	debt	for	high-income	earning	individuals	(although	it	is	available	to	others,	too).	Although	you	can
keep	all	of	your	property,	you	must	pay	creditors	the	value	of	any	nonexempt	assets	as	part	of	a	three-	to	five-year	Chapter	13	bankruptcy	payment	plan	as	well	as	any	additional	discretionary	income	(as	determined	by	the	bankruptcy	rules).	Chapter	7	Bankruptcy	In	a	Chapter	7	case—the	type	of	bankruptcy	most	frequently	associated	with	a	fresh
start—the	debtor	gets	particular	debts—such	as	credit	card	balances,	medical	bills,	and	personal	loans—wiped	out	in	a	streamlined	process	without	paying	into	a	monthly	repayment	plan.	In	exchange,	the	debtor	agrees	that	the	bankruptcy	trustee—the	individual	responsible	for	overseeing	the	case—can	sell	certain	property,	called	nonexempt
property.	The	trustee	then	distributes	the	sales	proceeds	to	creditors	according	to	a	priority	ranking	system.	A	debtor	doesn't	have	to	give	up	all	assets,	however.	You'll	be	able	to	exempt	(keep)	the	things	necessary	to	continue	working	and	maintaining	a	home,	such	as	household	furnishings,	clothing	and	a	small	amount	of	equity	in	a	vehicle.	Many
filers	can	retain	all	of	their	property.	Each	state	decides	what	its	residents	can	keep.	A	Chapter	7	bankruptcy	won't	discharge	all	debt,	however.	Some	debt—called	nondischargeable	debt—remains	with	you	even	after	bankruptcy	(and	ultimately,	until	you	pay	it	off).	Examples	of	nondischargeable	debt	include:	•	domestic	support	obligations,	such	as
spousal	and	child	support	•	income	taxes	incurred	within	the	last	three	years	(and	sometimes	older	taxes,	too)	•	injury	or	wrongful	death	awards	stemming	from	operating	a	vehicle	while	intoxicated,	and	•	student	loan	debt	(unless	you	can	show	that	it	would	be	unfair	to	require	repayment).	Both	individuals	(consumers)	and	businesses	can	file	for
Chapter	7	bankruptcy.	A	Chapter	7	bankruptcy	typically	lasts	four	to	six	months.	Chapter	7	Bankruptcy:	Eligibility	and	Your	Property	and	Debt	Here	are	some	of	the	key	points	you'll	want	to	remember.	Chapter	7	Bankruptcy	Eligibility	Not	everyone	can	file	and	receive	a	discharge	under	this	chapter.	For	example,	if	most	of	your	debts	are	consumer
debts	(as	opposed	to	business	bankruptcy	debt),	and	your	disposable	income	is	sufficient	to	fund	a	Chapter	13	repayment	plan	after	subtracting	certain	allowed	expenses,	you	won't	be	allowed	to	use	Chapter	7	bankruptcy.	You're	also	limited	to	a	discharge	every	eight	years.	For	more	on	this	and	other	requirements,	see	Chapter	7	Bankruptcy	--	Who
Can	File?	Property	in	Chapter	7	Bankruptcy	You'll	be	able	to	exempt	the	essential	property	needed	to	work	and	maintain	a	home	such	as	clothes,	some	equity	in	a	car,	and	household	furnishings.	Many	debtors	who	file	for	Chapter	7	bankruptcy	find	that	all	of	their	property	is	exempt	under	applicable	state	exemption	laws	(and	sometimes	federal
exemption	laws).	To	learn	more,	see	Bankruptcy	Exemptions	in	Chapter	7.	Secured	debt	in	Chapter	7	Bankruptcy	If	you	owe	money	on	a	secured	debt,	such	as	a	mortgage	or	car	loan,	you'll	have	a	choice	of	allowing	the	creditor	to	repossess	the	property	(and	discharge	the	debt)	or,	if	you're	current	on	your	payments,	keeping	the	property	and
continuing	to	make	your	payments	under	the	contract.	Nondischargeable	Consumer	Debt	in	Chapter	7	Bankruptcy	Bankruptcy	works	well	to	eliminate	many	debts	owed	by	individuals,	such	as	credit	card	balances,	medical	bills,	and	personal	loans.	However,	some	debt,	including	domestic	support	obligations	and	current	income	tax	bills,	can't	be
wiped	out	in	bankruptcy.	For	more	information,	see	What	Bankruptcy	Can	and	Cannot	Do.	Nondischargeable	Business	Debt	in	Chapter	7	Bankruptcy	Bankruptcy	doesn't	wipe	out	debt	owed	by	a	business.	It's	rare	for	a	company	(other	than	a	sole	proprietorship)	to	file	for	Chapter	7	bankruptcy	because	in	most	cases,	more	efficient	ways	to	wind	down
the	business	exist.	This	chapter	works	well	when	the	owners	want	the	bankruptcy	trustee	to	sell	and	distribute	assets	to	creditors	in	a	transparent	manner.	However,	there	are	several	ways	owners	can	find	themselves	personally	liable	for	the	business	debt.	Contact	an	attorney	if	you're	considering	filing	a	business	bankruptcy.	Get	step-by-step
instructions	on	filing	Chapter	7	bankruptcy	in	How	to	File	for	Chapter	7	Bankruptcy	by	Attorney	Cara	O'Neill	and	Albin	Renauer.	Chapter	13	Bankruptcy	In	Chapter	13	bankruptcy,	or	"wage	earner"	bankruptcy,	you	must	have	a	reliable	source	of	income	to	repay	some	portion	of	your	debt.	Repayment	Plan	in	Chapter	13	Bankruptcy	You'll	propose	a
repayment	plan	that	details	how	you	are	going	to	pay	back	your	debts	over	three	to	five	years.	The	minimum	amount	you'll	have	to	repay	depends	on	how	much	you	earn,	how	much	you	owe,	and	the	value	of	your	nonexempt	property.	Debt	limits	in	Chapter	13	Bankruptcy	You	cannot	have	more	than	$1,257,850	in	secured	debt	and	$419,275	in
unsecured	debt	(as	of	April	2019).	Mortgage	and	Car	Payment	Arrearages	in	Chapter	13	Bankruptcy	Many	people	use	the	Chapter	13	bankruptcy	repayment	plan	to	catch	up	on	past	due	house	and	car	payments	and	avoid	repossession	or	foreclosure.	For	more	information,	go	to	Your	Home	and	Mortgage	in	Chapter	13	Bankruptcy	and	Reducing	Loans
and	Non-Residential	Mortgages	in	Chapter	13	Bankruptcy.	For	more	information	on	Chapter	13	bankruptcy,	see	Chapter	13	Bankruptcy:	Repay	Your	Debts,	by	Stephen	Elias.	Other	Types	of	Reorganization	Bankruptcy	In	addition	to	Chapter	13	bankruptcy,	there	are	two	other	types	of	reorganization	bankruptcy:	Chapter	11	and	Chapter	12.	Chapter
11	Bankruptcy	Chapter	11	bankruptcy	is	typically	used	by	financially	struggling	businesses	to	reorganize	their	affairs.	It	is	also	available	to	individuals	whose	debt	exceeds	Chapter	13	thresholds.	If	you	are	considering	Chapter	11	bankruptcy,	you'll	need	to	talk	to	a	lawyer.	Chapter	12	Bankruptcy	Chapter	12	is	similar	to	Chapter	13	bankruptcy.	But	to
be	eligible	for	Chapter	12	bankruptcy,	at	least	80%	of	your	debts	must	arise	from	the	operation	of	a	family	farm	or	fishery.	If	you're	interested	in	this	bankruptcy	type,	you	should	consult	with	a	lawyer.	More	Information	For	clear-cut	answers,	information,	and	strategies,	see	The	New	Bankruptcy:	Will	It	Work	for	You?	by	Cara	O'Neill	(Nolo).
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