
Is Chapter 7 Bankruptcy Right for You? Understanding the Ideal Candidate 

Who is an Ideal Candidate for Chapter 7 Bankruptcy? 

Chapter 7 bankruptcy, commonly known as liquidation bankruptcy, is designed for individuals 
overwhelmed by debt with limited income or assets. This type of bankruptcy is best suited for 
those who truly cannot afford to repay their debts and need a fresh start. 

People who typically consider Chapter 7 bankruptcy often face significant financial hardships, 
such as mounting credit card debt, medical bills, personal loans, or other unsecured debts. If an 
individual’s income is insufficient to cover basic living expenses and debt payments, Chapter 7 
can provide relief by discharging most unsecured debts, allowing them to start anew. 

To qualify for Chapter 7 bankruptcy, an individual must pass a means test. This test compares 
their income to the median income for a household of the same size in their state. If their 
income falls below this threshold, or if they can demonstrate that they lack sufficient disposable 
income to repay their debts, they may be eligible. Additionally, many essential assets—such as 
a home, car, and personal belongings—can often be protected through exemptions. 

Understanding Chapter 7 Bankruptcy and How It Differs from Chapter 13 

Chapter 7 bankruptcy eliminates unsecured debts, such as credit card balances, medical bills, 
and personal loans. It is the most common form of bankruptcy for those with limited income 
struggling with overwhelming debt. 

When filing for Chapter 7, a court-appointed trustee reviews the debtor’s financial situation. If 
there are any non-exempt assets, they may be sold to repay creditors. However, in most cases, 
individuals filing for Chapter 7 can retain essential property due to exemptions that protect 
assets such as homes and vehicles. Once the process is complete, most remaining unsecured 
debts are discharged, meaning the debtor is no longer legally required to pay them. 

In contrast, Chapter 13 bankruptcy focuses on reorganizing and repaying debt over time. 
Instead of an immediate discharge, Chapter 13 allows individuals to establish a repayment plan 
over three to five years based on their income. This option is ideal for those who have a steady 
income and wish to keep significant assets, such as a home or vehicle. Additionally, Chapter 13 
is available to those who do not qualify for Chapter 7 under the means test or who prefer to pay 
back some of their debts. 

The Process of Filing for Chapter 7 Bankruptcy 

The Chapter 7 bankruptcy process typically takes about four to six months to complete. Below 
are the key steps: 



1. Initial Consultation: Meet with a bankruptcy attorney to review financial status, assess 
eligibility, and determine if Chapter 7 is the right solution. 

2. Gathering Documents: Collect essential financial documents, including pay stubs, tax 
returns, a list of assets and debts, bank statements, and expense information. 

3. Credit Counseling: Complete a mandatory credit counseling course from an approved 
provider, typically taking an hour or two online or over the phone. 

4. Filing the Petition: The attorney prepares and files the bankruptcy petition with the 
court. Once filed, an automatic stay takes effect, halting creditor collection efforts 
immediately. 

5. Appointment of a Trustee: A court-appointed trustee reviews the petition, identifies any 
non-exempt assets, and oversees the process. 

6. Meeting of Creditors: About 20 to 40 days after filing, the debtor attends a 341 
meeting, where the trustee may ask questions about the petition. Creditors may attend 
but rarely do. 

7. Debt Discharge: If all goes smoothly, most eligible debts are discharged within 60 to 90 
days after the meeting of creditors, relieving the debtor of the legal obligation to repay 
them. 

What Happens to Assets in Chapter 7 Bankruptcy? 

Many people worry about losing their property when filing for Chapter 7 bankruptcy. However, 
exemptions protect essential assets. These exemptions vary by state but typically cover primary 
residences, vehicles, personal belongings, and retirement accounts. 

If a debtor owns non-exempt assets—such as valuable collectibles, real estate, or high-value 
jewelry—the trustee may sell them to repay creditors. However, for most individuals filing for 
Chapter 7, non-exempt assets are minimal or nonexistent, meaning they can retain most, if not 
all, of their property. 

Additionally, in some cases, debtors can reaffirm certain debts, such as car loans or mortgages, 
to keep their assets while continuing to make payments. 

Debts That Can and Cannot Be Discharged in Chapter 7 Bankruptcy 

While Chapter 7 can discharge many types of unsecured debt, not all debts are eligible. The 
following debts can typically be eliminated: 

● Credit card debt 
● Medical bills 
● Personal loans 
● Unpaid utility bills 
● Judgment debts from credit cards or unpaid loans 



However, certain debts are non-dischargeable, including: 

● Student loans: Generally not dischargeable unless undue hardship can be proven, 
which is a high legal standard. 

● Child support and alimony: Family law obligations remain the debtor’s responsibility. 
● Most tax debts: While some older tax debts may qualify for discharge, many remain 

non-dischargeable. 
● Debts incurred through fraud: If a debtor obtained loans or credit through fraudulent 

means, those debts may not be discharged. 
● Personal injury debts from intoxicated driving: Any debt related to injuries caused by 

drunk driving cannot be eliminated. 

The Means Test and Income Eligibility for Chapter 7 Bankruptcy 

Income level plays a significant role in determining eligibility for Chapter 7 bankruptcy. The 
means test ensures that only individuals who genuinely cannot afford to repay their debts 
qualify. 

The means test consists of two steps: 

1. Income Comparison: The debtor’s current monthly income is compared to the median 
income for a household of their size in their state. If it is below the median, they typically 
qualify. 

2. Disposable Income Calculation: If the debtor’s income exceeds the median, further 
calculations account for necessary living expenses (e.g., housing, utilities, healthcare). If 
disposable income is minimal, they may still qualify for Chapter 7. Otherwise, they may 
need to file for Chapter 13 instead. 

Navigating the means test can be complex, but an experienced bankruptcy attorney can help 
determine eligibility and guide debtors through the process. 

Final Advice for Those Considering Chapter 7 Bankruptcy 

Filing for Chapter 7 bankruptcy is a significant decision that requires careful consideration. Here 
are some essential tips: 

1. Seek Professional Guidance: Consulting a bankruptcy attorney ensures that debtors 
understand their options and make informed decisions. 

2. Be Honest and Transparent: Failing to disclose all assets and debts can lead to legal 
consequences, including case dismissal. 

3. Avoid Large Financial Transactions Before Filing: Making significant purchases, 
transferring assets, or repaying certain debts before filing can raise red flags and 
complicate the process. 

4. Complete All Required Courses: Mandatory credit counseling and financial 



management courses are essential to the bankruptcy process. 
5. Stay Organized and Responsive: Providing necessary documents promptly and 

attending all required meetings will help the process go smoothly. 

Chapter 7 bankruptcy is designed to provide financial relief and a fresh start. With the right legal 
guidance, individuals can successfully navigate the process and work towards rebuilding their 
financial future. 
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