
 

STUDENT LOAN DEBT DISCHARGED IN BANKRUPTCY 
 
With student loan debt exceeding one trillion dollars, life without student loan debt is a 
dream that many recent graduates wish was their reality.  The high cost of education 
coupled with slow economic growth has turned the dream of a college education into a 
nightmare.   Not so for Kristin Gourlay of Kentucky.  In re KRISTEN E. GOURLAY, 2012 FED 

APP. 0001P, 6TH CIR. 
 
Kristin filed for Chapter 7 debt relief in the bankruptcy court for the Eastern District of 
Kentucky.    As a part of her relief, an adversarial proceeding was filed to contest the 
dischargeability of $25,495.06 of student loan debt owed to Sallie Mae, Inc.  Sallie Mae 
was timely served with notice of the adversarial proceeding, but did not file a timely 
response.  Kristin filed a default certificate and with no answer in the court record, the 
bankruptcy court entered the default judgment and effectively discharging Kristen's 
student loan debt! 
 
Upon discovery of this judgment, Sallie Mae filed a motion to set aside the judgment on 
grounds of excusable neglect citing internal processing breakdown as the reason why no 
answer was filed in the adversarial proceeding.  Rejecting this argument,  the bankruptcy 
court denied the motion to set aside the entry of default judgment and Sallie Mae 
appealed the denial as an abuse of the court's discretion. 
 
On appeal, the 6th Circuit Bankruptcy Appellate Panel affirmed the decision of the lower 
court entering a default judgment against Sallie Mae, Inc.  The appeals court stated that 
Sallie Mae had not met its burden of demonstrating the the lower court had abused its 
discretion in granting the default judgment.  Citing a stricter standard of review after the 
entry of default judgment, the court stated that the bankruptcy court's ability to set aside 
the judgment was limited by the public policy favoring finality of judgments and ending 
litigation. 
 
With this framework, the appeals court looked to consider the more specific 
circumstances that Sallie Mae, Inc evidenced as "good cause" and reviewed whether the 
default was due to mistake, inadvertence, surprise or excuseable neglect.  The court 
considered the question of whether Sallie Mae's had put in place internal safeguards to 
ensure that important documents reached the right person or department.  Determining 
that it was unclear whether there was a policy regarding these important documents, the 
court opinied that Sallie Mae had not met its burden of establishing excusable neglect.  
Affirming the lower court decision, Kristen Gourlay received a discharge of her student 
loans to Sallie Mae, Inc.   
 
For information on whether your student loan is eligible for discharge contact Denise 
Brown’s Legal Direction at 502-587-0331. 
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