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On March 23, 2010, the U.S. Supreme Court issued a 9 — 0 opinion in United Student Aid Funds, v.

Espinosa (08-1134) in which the Court affirmed the 9th Circuit’s holding that a chapter 13 debtor can obtain a
discharge of a student loan by including it in a chapter 13 plan, if the creditor fails to object after notice and
opportunity to do so, and the BK court enters an order confirming the chapter 13 plan. In bankruptcy, a student
loan is not discharged unless the bankruptcy court makes a determination that excepting the student loan would
be an undue hardship on the debtor. Under Bankruptcy Rules, the court is required to make such a
determination in an adversary proceeding — a lawsuit within the bankruptcy case. In Espinosa, the debtor did
not bring an adversary proceeding. Rather, the debtor put in his plan that only the principal amount of the loan
would be paid through the plan, but that accrued interest would be discharged. The student loan lender did
receive a copy of the plan, and even filed a Proof of Claim. But, the lender did not object to confirmation.

The court did, subsequently, enter an order confirming the plan as proposed. After confirmation, the chapter 13
trustee sent a notice to the lender, saying that the Proof of Claim amount differed from the amount stated in the
chapter 13 plan, and that if the lender disputes the amount in the plan, they should notify the trustee within 30
days. After the debtor completed his plan payment, the student loan lender tried to collect the remaining amount
due. The debtor filed a motion seeking enforcement of his bankruptcy discharge.

The lender filed a motion seeking to declare the order confirming the chapter 13 plan void — which was the
issue before the Supreme Court. That is, the student loan lender argued that the BK Court order confirming the
chapter 13 plan void because they (the lender) was denied due process regarding the required statutory finding
of undue hardship, which did not happen here.

The Supreme Court, in looking only at Bankruptcy Rule 60(b)(4), which permits a court to relieve a party for a
final order or judgment, found that the lender was not denied due process, since the lender did receive the plan,
filed a claim, and received the notice from the chapter 13 trustee. The Court agreed that the confirmation of the
plan without an undue hardship determination was legal error, legal error does not void the order. The Court
noted that Rule 60(b)(4) strikes a balance between the need for finality of judgments, and the right of parties to
have a full and fair opportunity to raise issues.

http://financialrecoverylaw.com/

Richmond ¢ Blacksburg ¢ Fredericksburg ¢ Research Triangle  Mclean

Copyright Sands Anderson Marks & Miller, PC.

THE INFORMATION CONTAINED IN OUR WEB SITE DESCRIBES LEGAL MATTERS HANDLED IN THE PAST BY OUR ATTORNEYS. OF COURSE, THE RESULTS
WE HAVE ACHIEVED DEPEND UPON A VARIETY OF FACTORS UNIQUE TO EACH MATTER. BECAUSE EACH MATTER IS DIFFERENT, OUR PAST RESULTS
CANNOT PREDICT OR GUARANTEE A SIMILAR RESULT IN THE FUTURE.


http://financialrecoverylaw.com/�
http://www.sandsanderson.com/offices/richmond.html�
http://www.sandsanderson.com/offices/blacksburg.html�
http://www.sandsanderson.com/offices/research_triangle.html�
http://www.sandsanderson.com/offices/research_triangle.html�
http://www.sandsanderson.com/offices/mclean.html�
http://www.scotusblog.com/2010/03/todays-opinion-10/�
http://www.scotusblog.com/2010/03/todays-opinion-10/�
http://studentaid.ed.gov/PORTALSWebApp/students/english/index.jsp�
http://www.uscourts.gov/rules/bkrules.html�

The lesson to be learned — creditors should indeed carefully review proposed chapter 13 plans, and raise
objections to disputed issues before a plan is confirmed.
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