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     BANKRUPTCY      

WHAT IS BANKRUPTCY? 

Bankruptcy is a serious decision that should be made only after consultation with a bankruptcy 

expert and only if you believe it is the only way to deal with your financial problems. Some 

people declare bankruptcy because they have overspent on their credit cards and believe they 

have no way to pay them off. These people should first see consumer credit counselors before 

deciding to file for bankruptcy. For more information, contact Debt Counselors of America at 

www.getoutofdebt.org. Other people declare bankruptcy because of large expenses, such as for 

medical care, that they cannot pay off. 

 

Whatever a person’s reason for thinking bankruptcy is the answer, he or she should first see a 

bankruptcy lawyer. This handout provides a general overview of bankruptcy law and should not 

be used as a substitute for getting expert advice from a bankruptcy lawyer.  

 

It is a federal legal proceeding that allowed people to reduce or eliminate some or many their 

debts and get a fresh financial start. In return, the person who files for bankruptcy must turn over 

some of his or her property or income to creditors. 

 

WHAT ARE THE DIFFERENT KINDS OF BANKRUPTCY? 

An individual filing for bankruptcy generally must decide whether to do so under Chapter 7, 11, 

12 or 13 depending upon the particular individual’s circumstances and preferences involved.  

 

Chapter 7 
Sometimes known as a “straight bankruptcy” or liquidation, and results in a discharge of all 

eligible debts (some debts cannot be discharged). Once a Chapter 7 is filed, an estate is created 

and a trustee is appointed to administer and liquidate all of the debtor’s assets to pay off 

creditors. Each debtor is entitled to certain exemptions and can retain certain assets that the 

trustee may not take. Exemption amounts vary based on the debtor’s state of residence. Once a 

person is discharged under a Chapter 7, they cannot file another Chapter 7 for eight (8) years. 

More information on filing Chapter 7 bankruptcy can be found below. 

 

Chapter 11 
A reorganization plan generally utilized by businesses, though individuals can file a Chapter 11 

too. Under Chapter 11, the debtor retains possession of its assets and formulates a plan to pay 

creditors over a period of time. Debtors may divide creditors into different classes and have 

certain protections allowing them to remain in business. There is no limit on the amount of debt 

an individual or business may have under Chapter 11.  

 

Chapter 12 
Designed to provide relief for debtors who qualify as family farmers and fishermen. More 

information can be found here: https://www.law.cornell.edu/wex/chapter_12_bankruptcy.  

 

Chapter 13 

http://www.getoutofdebt.org/
https://www.law.cornell.edu/wex/chapter_12_bankruptcy


A repayment plan to creditors under the supervision of the Bankruptcy Court for debtors with 

regular income. The debtor must formulate a plan of repayment, generally lasting between three 

and five years based on the debtor’s monthly income. The debtor submits a portion of his/her 

future earnings, which is paid to a trustee, for distribution to creditors pursuant to the plan. The 

plan must be confirmed by the court and entered in good faith. The debtor may designate certain 

classes of creditors. Frequently, this chapter is used to pay back arrearages to secured creditors, 

particularly mortgage holders on the debtor’s personal residence. 

 

If the debtor complies with all requirements of the plan and completes it on schedule, the balance 

of any unsecured debt owed will be discharged. If the total debt exceeds $2.75 million, the 

debtor is ineligible for Chapter 13 bankruptcy. More information on filing Chapter 13 

bankruptcy can be found below. 

 

SHOULD I FILE BANKRUPTCY? 

Seeing a bankruptcy lawyer and filing bankruptcy can be expensive. A typical bankruptcy case 

might cost between $1,000 and $1,500 plus filing fees. But that cost is slight when compared to 

the “other costs” associated with filing bankruptcy. These “other costs” could include bad credit 

ratings that can be affected for up to 10 years, difficulty in renting apartments or getting car 

insurance, higher interest rates for home and car loans, having to disclose a bankruptcy on job 

applications and the social stigma attached to being bankrupt.  

 

However, in some cases bankruptcy is the only option. These are where a person’s debts greatly 

outweigh his or her ability to pay them and it will be impossible to pay those debts off. 

Bankruptcy also helps give an overburdened debtor a fresh start.  

 

WHAT ARE THE BENEFITS OF FILING FOR BANKRUPTCY? 

 Discharge of most or all unsecured debts. 

 May allow you to prevent your home from being foreclosed on, though it may not 

eliminate your mortgage or other liens on your property. 

 May prevent repossession of other property, including your car. 

 Will stop creditors from harassing you for collections and prevent wage garnishment—

collection efforts must stop as soon as a debtor files for bankruptcy. 

 

FILING CHAPTER 7 BANKRUPTCY 

Under Chapter 7 bankruptcy, most debts are discharged or forgiven. The exceptions to discharge 

include: 

 Spousal support 

 Child support 

 The last three years of income taxes. 

 Most student loans. 

 Most debts on luxury items of more than $800 incurred within 90 days of filing for 

bankruptcy. 

 Most cash advances of more than $1,100 obtained within 70 days of filing for 

bankruptcy.  

 

A Chapter 7 debtor must surrender all non-exempt assets, which are then sold, with the proceeds 

distributed to creditors. This is called liquidation. Assets include such things as land, household 

goods, cash, jewelry, insurance policies, and retirement funds such as IRAs. Some assets are 

exempt, which allows the debtor to keep them, or partially exempt them. For example, while 

exemptions vary from state to state, most states allow debtors to exempt homes from Chapter 7 

filings. But assets subject to liens by creditors, such as a car loan from a bank, are called 

“secured assets” and will not be exempted. 

 

FILING CHAPTER 13 BANKRUPTCY 



Under Chapter 13 bankruptcy, a debtor reorganizes and consolidates his or her debts, keeps 

assets and repays creditors based on a court-approved payment plan. The person who administers 

the plan is a trustee (usually a bankruptcy lawyer) appointed by the court. To be eligible for 

Chapter 13 bankruptcy, a debtor must less than $2.75 million in total secured and unsecured 

debts and a regular monthly income. A debtor’s obligations to creditors depends on whether 

those creditors are “secured” or “unsecured.” Chapter 13’s principal benefit is that it may allow a 

debtor to keep his or her assets—most notably saving his or her home from foreclosure. 

However, after a court-approved repayment plan is drafted, all of a debtor’s “disposable” income 

goes to creditors each month to pay off debts. 

 

RESOURCES 

Cornell Legal Information Institute 

 Bankruptcy: https://www.law.cornell.edu/wex/bankruptcy 

 Chapter 12 Bankruptcy: https://www.law.cornell.edu/wex/chapter_12_bankruptcy  

Maryland State Bar Association – Should I File for Bankruptcy?: https://www.msba.org/should-

i-file-for-bankruptcy/ 

American Bar Association – Pros and Cons of Filing for Bankruptcy: 

https://www.americanbar.org/groups/public_education/resources/law_issues_for_consumers/ever

ydaylaw0/personal_finance/bankruptcy/pros_and_cons_of_bankruptcy/#advantages 

Bankruptcy Basics: https://www.uscourts.gov/services-forms/bankruptcy/bankruptcy-

basics/chapter-13-bankruptcy-basics  

The Bankruptcy Site: https://www.thebankruptcysite.org/resources/bankruptcy/if-i-run-my-

credit-cards-bankruptcy-can-i-get-  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This handout is for informational purposes only and is not intended to be specific legal 

advice. If you need legal advice, speak with an attorney at your nearest Legal Assistance 

Office. Legal Assistance Offices can be found at https://legalassistance.law.af.mil/ 
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