means test for chapter 7 in texas

means test for chapter 7 in texas is a crucial financial evaluation used to determine
eligibility for Chapter 7 bankruptcy relief. This legal mechanism assesses an individual's
income, expenses, and overall financial situation to decide whether they qualify for the
liguidation process under federal bankruptcy law. In Texas, the means test plays a vital role
because it ensures that only those debtors who genuinely cannot repay their debts through
a Chapter 13 repayment plan can access Chapter 7 bankruptcy protections. Understanding
how the means test works, its specific criteria, and its application in Texas is essential for
anyone considering bankruptcy as a debt relief option. This article will provide an in-depth
examination of the means test for Chapter 7 in Texas, including eligibility requirements,
income calculations, expense allowances, and common challenges faced by filers.
Additionally, it will discuss the impact of the means test on bankruptcy outcomes and the
alternatives available when the test is not passed.
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Understanding the Means Test for Chapter 7
Bankruptcy in Texas

The means test for Chapter 7 in Texas is designed to evaluate whether a debtor’s financial
situation qualifies them for a no-asset bankruptcy liquidation. The primary goal of the test is
to prevent abuse of the bankruptcy system by individuals who have the ability to repay
some portion of their debts. This test is applied uniformly across all states but must be
understood within the context of Texas’s specific exemptions and cost of living
adjustments.

Under the Bankruptcy Abuse Prevention and Consumer Protection Act (BAPCPA) of 2005,
the means test establishes a two-step process that begins with comparing the debtor’s
current monthly income to the median income for a household of the same size in Texas. If
the debtor’s income is below the median, they automatically qualify for Chapter 7
bankruptcy. If the income is above the median, the debtor must proceed to the second
step, which involves calculating disposable income after allowed expenses to determine if



repayment is feasible.

Purpose and Legal Basis

The means test was introduced to ensure fairness in bankruptcy filings and to discourage
debtors from filing Chapter 7 bankruptcy when they have sufficient income to pay back
creditors through a Chapter 13 plan. Its legal foundation lies in federal bankruptcy law, but
the application considers local median income and expense standards, which vary by state,
including Texas.

Texas Median Income Figures

The median income for Texas households is published periodically by the U.S. Trustee
Program. These figures are crucial in Step One of the means test, as they serve as a
benchmark to measure a debtor’s income. Texas median income data accounts for
household size, affecting the initial presumption of eligibility.

Income Calculation for the Means Test

Calculating income for the means test involves determining the debtor’s current monthly
income (CMI), which is derived from the average monthly gross income received over the
six months prior to the bankruptcy filing. This calculation is comprehensive and includes
various income sources.

Definition of Current Monthly Income

Current monthly income includes all income received by the debtor and their spouse (if
filing jointly), such as wages, salaries, bonuses, commissions, rental income, pensions,
Social Security benefits, and any other regular sources of income. It does not include
certain one-time payments or benefits that are irregular or non-recurring.

Income Averaging Period

The six-month averaging period is critical. For example, if a debtor files for bankruptcy on
July 1, the income from January through June will be averaged to calculate the CMI. This
approach helps smooth out fluctuations in income, providing a more accurate financial
picture.

Allowed Expenses and Deductions

After establishing current monthly income, the means test requires deducting allowable
expenses to determine disposable income. These deductions are standardized and
designed to reflect reasonable living costs, which helps ensure that debtors are not unfairly



deprived of essential resources.

Categories of Allowed Expenses

Allowed expenses are based on IRS National and Local Standards as well as actual
expenses related to secured debts and necessary living costs. Common categories include:

Housing and utilities

Transportation expenses

Food, clothing, and personal care

Health care costs

e Secured debt payments (mortgage, car loans)

e Taxes and insurance premiums

Texas-Specific Considerations

While the allowed expenses follow federal guidelines, Texas’s cost of living and median
income levels influence the local standards applied. Texas debtors may benefit from higher
allowable expense deductions in certain categories compared to other states, which can
impact the outcome of the means test.

Passing or Failing the Means Test

After subtracting allowable expenses from the current monthly income, the resulting
disposable income figure determines if the debtor passes or fails the means test. This
outcome directly influences whether the debtor qualifies for Chapter 7 bankruptcy or must
consider alternative options.

Passing the Test

If the debtor’s disposable income is below the threshold set by the bankruptcy code, they
pass the means test and are eligible to file for Chapter 7 bankruptcy. Passing indicates that
the debtor does not have sufficient income to repay debts through a structured payment
plan.



Failing the Test

Failing the means test means the debtor’s disposable income is high enough that the court
presumes they can afford to repay some portion of their debts. In such cases, the debtor
may be required to file under Chapter 13, which involves a repayment plan over three to
five years.

Implications of the Means Test Results

The results of the means test affect not only eligibility but also the debtor’s financial and
legal strategy. Passing the test allows for quicker debt discharge through Chapter 7, while
failing may lead to longer repayment terms or the need to challenge the presumption of
abuse.

Presumption of Abuse

Failing the means test creates a “presumption of abuse,” which the debtor can attempt to
rebut by demonstrating special circumstances that justify additional expenses or
adjustments. Examples include significant medical expenses or a recent job loss.

Impact on Credit and Debt Relief Timeline

Chapter 7 bankruptcy generally results in faster debt relief, typically within a few months,
while Chapter 13 requires a longer commitment to debt repayment. The means test thus
plays a pivotal role in shaping the debtor’s financial future and credit recovery timeline.

Common Challenges and Considerations in Texas

Debtors in Texas often encounter specific challenges related to the means test, including
income fluctuations, property exemptions, and the interpretation of allowable expenses.
Understanding these nuances is key to successful bankruptcy filing.

Income Fluctuations and Documentation

Self-employed individuals or those with irregular income may find the six-month averaging
method problematic. Accurate documentation and careful calculation are essential to
present a truthful financial picture under the means test.

Texas Homestead Exemption and Its Effect

Texas offers one of the most generous homestead exemptions in the country, which
protects a debtor’s primary residence from liquidation. While this does not directly affect
the means test, it influences the overall bankruptcy strategy and potential asset retention.



Legal Assistance and Professional Guidance

Due to the complexity of the means test and bankruptcy laws, consulting with a qualified
bankruptcy attorney in Texas is advisable. Professionals can help navigate the means test,
maximize allowable expenses, and explore alternatives if necessary.

Alternatives to Chapter 7 if the Means Test is
Failed

If a debtor fails the means test for Chapter 7 in Texas, there are several alternatives to
consider that can still provide debt relief and financial restructuring options.

Chapter 13 Bankruptcy

Chapter 13 allows debtors to create a court-approved repayment plan based on their
disposable income, typically lasting three to five years. This option is suitable for individuals
who have sufficient income to pay creditors over time but cannot meet full obligations.

Debt Settiement and Negotiation

Outside of bankruptcy, debtors may negotiate with creditors for reduced payments or
settlements. While this does not provide the automatic protection of bankruptcy, it can be a
viable alternative for some Texas residents.

Credit Counseling and Financial Management

Mandatory credit counseling is a prerequisite for bankruptcy filing. Additionally, financial
management courses can help debtors improve budgeting skills and avoid future financial
distress.

Frequently Asked Questions

What is the means test for Chapter 7 bankruptcy in
Texas?

The means test for Chapter 7 bankruptcy in Texas determines whether a debtor's income is
low enough to qualify for Chapter 7 liquidation rather than being required to file Chapter 13
repayment. It compares the debtor's average monthly income to the median income for a
Texas household of the same size.



How is the means test calculated for Chapter 7
bankruptcy in Texas?

The means test calculation involves averaging your monthly income over the six months
prior to filing, then comparing it to the median income for Texas households of similar size.
If your income is below the median, you qualify for Chapter 7. If it's above, further
calculations on allowable expenses determine eligibility.

What is the current median income used for the
Chapter 7 means test in Texas?

The median income figures are updated periodically by the U.S. Trustee Program. As of the
latest update, the median income for Texas households varies by household size. Debtors
should check the most recent figures on the U.S. Trustee's website or consult a bankruptcy
attorney for current data.

Can a self-employed person in Texas use the means
test for Chapter 7 bankruptcy?

Yes, self-employed individuals in Texas can use the means test for Chapter 7 bankruptcy.
Their income is calculated based on their net income from business operations over the six
months prior to filing, adjusted for allowable expenses.

What happens if | fail the means test for Chapter 7
bankruptcy in Texas?

If you fail the means test, meaning your income is too high to qualify for Chapter 7, you
may be required to file for Chapter 13 bankruptcy instead, which involves a repayment plan
over three to five years.

Are there any exceptions to the means test in Texas for
Chapter 7 bankruptcy?

Certain special circumstances, such as excessive medical expenses or recent loss of
income, may allow debtors to pass the means test despite having income above the
median. These exceptions require thorough documentation and legal guidance.

How often is the means test updated for Chapter 7
bankruptcy in Texas?

The means test income thresholds and expense allowances are typically updated every few
years based on changes in the Consumer Price Index and other economic factors. It's
important to use the most current forms and guidelines when filing.



Do married couples filing jointly in Texas have to pass
the means test together for Chapter 7?

Yes, married couples filing jointly in Texas must combine their incomes and expenses to
complete the means test for Chapter 7 bankruptcy. Their combined financial situation is
evaluated to determine eligibility.

Can | challenge the results of the means test in Texas if
| believe it is inaccurate?

Yes, you can challenge the means test results by providing evidence of special
circumstances or disputing income and expense calculations. Consulting with a bankruptcy
attorney can help in preparing a correct and fair means test submission.

Additional Resources

1. Understanding the Chapter 7 Means Test in Texas

This book offers a comprehensive guide to the Chapter 7 means test specific to Texas
residents. It explains the eligibility criteria, income calculations, and allowable expenses in
clear, straightforward language. Ideal for individuals considering bankruptcy, it provides
practical examples and step-by-step instructions to navigate the process successfully.

2. Chapter 7 Bankruptcy: Means Test and Exemptions in Texas

Focusing on the intersection of the means test and state exemptions, this book helps
readers understand how Texas bankruptcy laws affect their filing. It highlights the nuances
of exemption claims and how they influence the means test outcome. Legal professionals
and debtors alike will find valuable insights to optimize their bankruptcy strategy.

3. Texas Bankruptcy Procedures: A Guide to the Means Test

Designed for both attorneys and laypersons, this guide breaks down the procedural aspects
of the Chapter 7 means test in Texas. It covers required documentation, timelines, and
court expectations. The book also touches on recent legal updates and how they impact the
means test evaluation.

4. Navigating the Means Test for Chapter 7 Bankruptcy in Texas

This resource focuses on helping debtors accurately complete the means test forms to
avoid common pitfalls. It includes sample worksheets, tips for maximizing deductions, and
explanations of income vs. expense calculations. Readers will gain confidence in preparing
their bankruptcy filings with minimal errors.

5. The Texas Debtor’s Handbook: Chapter 7 Means Test Explained

Written for individuals overwhelmed by financial distress, this handbook demystifies the
Chapter 7 means test in Texas. It offers compassionate advice combined with practical
knowledge about income thresholds and allowable expenses under Texas law. Personal
stories and FAQs make the content relatable and easy to understand.

6. Means Testing in Texas Chapter 7 Bankruptcy: Legal and Financial Perspectives
This book provides an in-depth analysis from both legal and financial viewpoints on how the



means test operates in Texas. It discusses judicial interpretations, creditor responses, and
strategic considerations for debtors. Ideal for professionals seeking a deeper understanding
of the bankruptcy landscape in Texas.

7. Chapter 7 Means Test Workbook for Texas Residents

A hands-on workbook filled with exercises, checklists, and sample calculations to guide
Texas filers through the means test process. It encourages active participation and self-
assessment to ensure accurate reporting. The workbook is perfect for those who prefer
learning by doing.

8. Bankruptcy Means Test Strategies for Texas Chapter 7 Filers

This book focuses on strategic planning to help debtors meet Chapter 7 eligibility
requirements under Texas law. It explores income management, timing of filing, and
expense documentation techniques. Financial advisors and attorneys will find useful tactics
to assist their clients effectively.

9. Demystifying the Means Test: Chapter 7 Bankruptcy in Texas

A clear and concise explanation of the means test tailored to Texas bankruptcy filers. It
breaks down complex legal jargon into everyday language and highlights key points to
watch out for during the filing process. The book is a practical tool for anyone facing the
challenges of Chapter 7 bankruptcy.
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