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Introduction

When financial hardship hits, many Americans look to bankruptcy as a way to regain control of their lives. While the
most familiar chapters—Chapter 7 and Chapter 13—often dominate headlines, Chapter 6 is a lesser known but
powerful tool for a specific group of debtors. It offers a structured path to eliminate or reduce debt while protecting
essential assets. A key component of Chapter 6 is the treatment of pro rata debts, which determines how creditors
receive payment from the debtor’s remaining assets. Understanding how pro rata debts work within Chapter 6 can
help you navigate the process more confidently and make informed decisions about your future.

What Is Chapter 67?

Chapter 6 of the U.S. Bankruptcy Code is designed for individuals with a limited income who cannot afford the
regular repayment schedule required in Chapter 13. It allows debtors to eliminate most unsecured debts while
retaining the ability to keep essential property. The chapter is specifically tailored for:

¢ Individuals whose income is below the median for their state but above the poverty line.

« Debtors who have a modest amount of disposable income that is insufficient for a Chapter 13 repayment plan.

e Those who are not eligible for Chapter 7 due to the means test but also cannot meet the stricter requirements
of Chapter 13.

Chapter 6 provides a streamlined approach to debt relief, focusing on eliminating unsecured debts and protecting
the debtor’s ability to maintain basic living standards.

Understanding Pro Rata Debts

Definition and Context

In bankruptcy law, pro ratarefers to a proportional distribution of assets among creditors. When a debtor has
limited assets that can be liquidated, the bankruptcy trustee must divide those assets fairly, ensuring that each
creditor receives a share relative to the size of their claim.

How Pro Rata Applies to Chapter 6

Unlike Chapter 7, where all unsecured debts are typically discharged, Chapter 6 often requires that creditors

receive a portion of their claims through the pro rata distribution of any liquidated assets. Because Chapter 6 is

tailored for low income debtors, the assets available for distribution are usually minimal. This means that many
creditors may receive only a fraction of what they are owed, if anything at all.

Key Elements of Pro Rata Distribution

1. Identification of Liquidated Assets — The trustee evaluates all assets that can be sold or otherwise converted
into cash.

2. Calculation of Total Claims — All creditor claims are tallied, including unsecured loans, credit card balances,
and other debts.

3. Determining the Pro Rata Share — Each creditor’s share is calculated by dividing the amount of liquidated
assets by the total claims, then multiplying by the individual creditor’s claim.



4. Disbursement — The trustee distributes the calculated amounts to creditors in accordance with the
bankruptcy schedule.

Because Chapter 6 typically involves a small pool of assets, the pro rata shares can be extremely low, leading to a
situation where many creditors receive little or no payment.

How Chapter 6 Addresses Pro Rata Debts

Discharge of Unsecured Debts

One of the primary benefits of Chapter 6 is that it allows debtors to have most unsecured debts discharged. This
includes credit card debt, medical bills, personal loans, and other non secured liabilities. The discharge eliminates
the debtor’s legal obligation to pay these debts, freeing them from future collection attempts.

Pro Rata Distribution of Remaining Assets

After the discharge of unsecured debts, the bankruptcy trustee focuses on the debtor’'s remaining assets. If the
assets exceed the debtor’s obligations, the trustee will distribute the surplus to creditors on a pro rata basis. If the
assets are insufficient, creditors may receive partial payments, or in some cases, nothing at all.

Priority Debts and Secured Creditors

It's important to note that certain debts are given priority in bankruptcy. These include:

* Taxes owed to the IRS or state tax authorities.

e Child support and alimony obligations.

* Wages earned within the last 180 days.

e Certain debts secured by collateral, such as a car or mortgage.

Priority and secured creditors are paid before unsecured creditors. However, because Chapter 6 is often used by
individuals with limited assets, many priority claims may also be partially satisfied through the pro rata distribution.

Eligibility and Filing Process

Eligibility Criteria

To qualify for Chapter 6, debtors must meet specific income thresholds. These thresholds are based on the median
household income in the debtor’'s state and are updated annually. The debtor’'s disposable income—income after
essential expenses—must be below the median but above the poverty line.

Filing Requirements

1. Gather Financial Documents — Income statements, bank statements, a list of all debts, and a statement of
assets.

2. Complete the Petition — File the official bankruptcy petition with the appropriate U.S. Bankruptcy Court.

3. Submit the Statement of Financial Affairs — Provide a detailed overview of all income, expenses, assets, and
liabilities.

4. Pay Filing Fees — The current filing fee for Chapter 6 is typically lower than Chapter 7 or 13 fees.

5. Attend Credit Counseling — Complete a credit counseling session from an approved provider.

6. Meet with a Bankruptcy Trustee — The trustee will review the case and determine whether to approve the
filing.

Post-Filing Steps

Once the court approves the Chapter 6 filing, the debtor must comply with the court’s schedule for asset liquidation



and creditor payment. The trustee will manage the pro rata distribution and ensure that all creditors receive their
fair share.

The Role of Creditors in Chapter 6

Notification and Participation

Creditors are notified of the bankruptcy filing and are given the opportunity to file claims against the debtor’s estate.
They must provide documentation to support their claims, and the court will verify the validity of each claim.

Understanding Their Position

Because Chapter 6 often results in a limited pool of assets, creditors may receive only a portion of what they are
owed. Creditors need to understand that the pro rata distribution is a fair, equitable process designed to allocate
scarce resources among all claimants.

Appeals and Disputes

If a creditor believes that the amount of the claim is incorrect or that the pro rata distribution is unfair, they can file a
dispute with the bankruptcy court. However, most disputes are resolved through negotiation or a court hearing.

Advantages and Disadvantages of Chapter 6

Advantages

e Debt Discharge — Most unsecured debts are eliminated, freeing the debtor from future collection efforts.

¢ Asset Protection — Debtors can keep essential property, such as a primary residence or a vehicle, if the value
is below the exemption threshold.

e Lower Costs — Filing fees and administrative costs are generally lower than Chapter 13.

¢ Faster Process — The entire procedure can be completed in a few months, depending on the case’s
complexity.

Disadvantages

 Limited Asset Distribution — Creditors may receive very little or nothing at all.

» Potential Credit Impact — A Chapter 6 filing remains on the credit report for up to 10 years.

e Complex Eligibility — Meeting the specific income thresholds can be challenging for some debtors.

* Risk of Incomplete Discharge — Certain debts, such as student loans and taxes, may not be discharged.

Common Misconceptions About Chapter 6

“Chapter 6 Is Just Chapter 7 with Less Money.”

While both chapters involve debt discharge, Chapter 6 is specifically designed for low income individuals who
cannot afford a repayment plan. It offers a more tailored approach to asset protection and creditor distribution.

“All Creditors Are Paid Equally”

In practice, the pro rata distribution means creditors receive payments proportional to their claims, but the actual
amount can vary significantly depending on the debtor’s available assets.

“I Can Keep My Car and House.”

Debtors may keep essential property if it falls under the state’s exemption limits. However, if the property’s value
exceeds the exemption, it may be sold to satisfy creditor claims.



Alternatives to Chapter 6

e Chapter 7 Bankruptcy — For debtors with very low income and few assets; it involves liquidation of non exempt
assets.

e Chapter 13 Repayment Plan — For debtors with higher income who can afford a structured repayment plan
over three to five years.

¢ Debt Settlement — Negotiating reduced payment amounts directly with creditors outside of bankruptcy.

¢ Credit Counseling and Budgeting — Working with a credit counselor to manage debt without filing for
bankruptcy.

Step by Step Filing Guide

1. Assess Your Financial Situation — Calculate your gross and disposable income, list all debts, and determine
the value of your assets.

2. Consult a Bankruptcy Attorney — An experienced attorney can help you confirm eligibility and guide you
through the filing process.

3. Complete Credit Counseling — Attend a session with an approved provider; this is a legal requirement.

4. Prepare the Petition — Gather all necessary documents, fill out the required forms, and ensure accuracy.

5. File the Petition — Submit the petition to the appropriate U.S. Bankruptcy Court and pay the filing fee.

6. Attend the Meeting of Creditors — The court will schedule a meeting where the trustee and creditors will
review the case.

7. Cooperate with the Trustee — Provide any additional information requested and comply with all court orders.

8. Receive Discharge — Once the court approves the discharge, you are legally free from most unsecured debts.

9. Rebuild Credit — Begin the process of restoring your credit score through responsible financial behavior.

Frequently Asked Questions

What debts are not discharged in Chapter 67?

Common non dischargeable debts include student loans, certain tax obligations, child support, alimony, and debts
arising from fraud or willful misconduct.

Can | keep my house in Chapter 6?

If the value of your home is below the exemption limits set by your state, you may keep it. However, if it exceeds the
exemption, it may be sold to satisfy creditor claims.

How long does Chapter 6 last?

Chapter 6 typically takes about 6 to 12 months to complete, depending on the complexity of the case and the
amount of assets involved.

Will a Chapter 6 filing affect my credit score?

Yes, a Chapter 6 filing remains on your credit report for up to 10 years. However, many consumers find that
rebuilding credit after discharge is achievable with disciplined financial habits.
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