Determining Ability to Pay Under the
Bankruptcy Abuse Prevention and Consumer
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that have ability
to pay

Protection Act of 2005 (S. 256)

All Chapter 7
Filers
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Is gross income
greater than state
household
median?

Will debtor’s net
income pay over 5
years at least $6,000 of
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some cases $10,000)?
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Determining Monthly Net Income Under S. 256

Debtor’s Current Monthly Income

Less
m food (plus 5% if reasonable and necessary)
m housekeeping supplies

National . o
Standards m apparel and services (plus 5% if reasonable and necessary)

® personal care products and services
m miscellaneous

Less
Local m housing rent allowance (if debtor rents), including utilities
Standards m operating cost allowance for each car

Less actual expenses in other categories
m other categories of reasonable heaith and welfare or production
of income expenses
Q utilities (if pay mortgage), child care, education, life
insurance, charity, taxes and health care

= up to $1,500 per year per child in private school tuition

m average payments over 5 years for secured debt

m priority debts averaged over 5 years

Actual

Expenses

Debtor’s Monthly Net Income

February 2005



Ability to Pay Procedures

Case commenced

Debtor files petition with a statement showing income, expenses and
707(b) calculations

J

First meeting of creditors
Trustee examines debtor

J

10 days after first meeting of creditors
{40-60 days after filing of petition)
Trustee or bankruptcy administrator reviews debtor’s petition and files a
statement with the court whether debtor’s case is subject to
presumption of dismissal.

{

5 days after trustee’s statement filed
Court sends a copy to each creditor

Debtor's current monthly income is over state Debtor’s current monthly income not over
median income and debtor can pay $6,000 of state median or debtor cannot pay $6,000 of
unsecured debt (or in some cases $10,000). unsecured debt (or in some cases $10,000).

Trustee files a statement
why did not file a 707(b)
motion to dismiss or
convert

Trustee files
707(b) motion to
dismiss or convert

{

Court hearing or
negotiated
settiement

Debtor’s case Debtor stays
dismissed in Chapter 7
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