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The court then analyzed whether the plan complied with section 1129(a)(7)’s “best interests of the creditors” 
test. The court found its task was to determine whether the Objecting Creditors, who voted against the Plan, “would 
receive more under the Plan as member of Class HC3b than they would if [the entity of which they were a creditor] 
were liquidated on its own in a chapter 7 case.”47 The court noted that under the liquidation analysis provided by the 
proponents of the plan, the Objecting Creditors would receive between 1.9% and 14.3% under the plan, and between 
0% and 13.7% in a liquidation. As to the assumptions in the analysis, the court found sufficient evidence in the record 
to support the plan proponent’s estimates. The court found that converting to Chapter 7 would result in substantial cost 
and delay. Moreover, the court found that the intricately negotiated settlements that were the bedrock of the plan would 
likely collapse if the case were converted. As such, the court held that the plan’s treatment of the Objecting Creditors 
satisfied section 1129(a)(7).

Finally, the court turned to the approval of the settlements in the Plan. The court noted that, under section 
1123(b)(3)(A), a plan may provide for settlements or adjustments of any claim or interest. However, citing Exide Technolo-
gies,48 the court noted it was under a duty to determine that the proposed compromise is fair and equitable. Furthermore, 
the Third Circuit has established four factors for consideration analyzing a proposed settlement: “(1) the probability of 
success in litigation, (2) the likely difficulties in collection, (3) the complexity of the litigation involved and the expense, 
inconvenience and delay necessarily attending it, and (4) the paramount interest of the creditors.”49

Analyzing the plan, the court first noted that it constituted a global settlement of various claims and issues, which 
would likely fail if any one of the particular compromises were not approved. Citing Exide Technologies, the court found 
its duty in evaluating the merits of the litigation was to determine whether the settlement was reasonable in light of the 
potential litigation. As such, the settlement was clearly reasonable. Next, the court found that because the disputes being 
settled were largely intercompany disputes, the substantial expenses of such litigation would adversely impact the various 
entities’ likelihood of collection. Third, the court found that the size and complexity of the potential claims would lead 
to lengthy, expensive trials. Finally, the court found that, as displayed in the overwhelming acceptance of the plan, the 
settlements were in the interest of the creditors. For those reasons, the court concluded the settlements contained in the 
plan were fair and equitable.50 

Accordingly, the court overruled the Objection of the Objecting Creditors and confirmed the Plan.

VI.  Claims Under WARN Act Arising From Pre-Petition Termination Of Employment
Are Not Administrative Claims Under Section 503(b)(1)(A)(ii),

Rather They Are Priority Unsecured Claims Under Section 507(a)(4)-(5)
Up To The Statutory Cap After Which They Are General Unsecured Claims

In Henderson v. Powermate Holding Corp. (In re Powermate Holding Corp.),51 the bankruptcy court was presented 
with a question “of first impression in this Circuit” — whether WARN Act claims are entitled to administrative priority 
in bankruptcy following the 2005 amendments to section 503 of the Code governing administrative claims. 

47.	 Id. at 164.

48.	 In re Exide Techs., 303 B.R. 48 (Bankr. D. Del. 2003).

49.	 New Century, 390 B.R. at 167.

50.	 Accord In re Nutritional Sourcing Corp., 398 B.R. 816 (Bankr. D.Del. 2009).

51.	 394 B.R. 765 (Bankr. D. Del. 2008). 
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Powermate Holding Corp., Powermate Corporation, and Powermate International, Inc., (collectively, “Debtor 
Defendants”) filed chapter 11 on March 17, 2008. Prior to filing, the Debtor Defendants operated in three states. Their 
corporate headquarters and main operations center was in Illinois, with additional facilities in Nebraska and Minnesota. 
Seven days prior to filing bankruptcy, the Debtor Defendants sold all of their assets located in Minnesota, and termi-
nated the employment of all workers at that location. On the same day that the Debtor Defendants filed bankruptcy 
(but immediately prior to doing so), they fired all of their remaining employees without prior notice. Approximately 260 
employees lost their jobs.

A fired employee sued the Debtor Defendants on behalf of himself and other discharged employees alleging 
that the defendants violated his rights under the Worker Adjustment and Retraining Notification Act (“WARN Act”)52 
in what he referred to as “part of a mass layoff and/or plant closing” at the Nebraska and Illinois locations.53 Plaintiff 
further alleged that he and the other similarly situated former employees were entitled to recover their wages and other 
benefits for sixty days because he and his fellow employees were terminated without the sixty days’ notice workers are 
entitled to under the WARN Act, and that these damages were entitled to administrative priority status pursuant to the 
2005 amendments to section 503 of the Code. The Debtor Defendants answered the complaint and moved to dismiss. 
In the motion, the Debtor Defendants sought the court’s determination that, if the court found that there were WARN 
Act violations, any damages be assigned fourth (or fifth) priority status under sections 507(a)(4) and (5) of the Code, and 
not administrative expense priority status.

After concluding that such a determination was ripe for adjudication, and noting that the question of whether 
any of the statutorily recognized exceptions to the WARN Act’s sixty day notice requirement were not presently before it, 
the court addressed the issue of what priority status a WARN Act claim would receive. In doing so, the court examined 
the only other case that had interpreted section 503(b)(1)(A) of the Code since its 2005 amendment, In re First Magnus 
Financial Corp.,54 as well as the plain language of section 503(b)(1)(A). As noted by the court, the pivotal language in 
section 503(b)(1)(A) reads, in relevant part, as follows: “(b)… there shall be allowed, administrative expenses … includ-
ing … (1)(A) the actual, necessary costs and expenses of preserving the estate, including — (i) wages, salaries …; and (ii) 
wages and benefits awarded….”55 

The court began its analysis by reviewing the interpretation of this language by the court in First Magnus. The 
court in First Magnus held that because the word “and” appears between subsections (i) and (ii) in section 503(b)(1)(A), 
the two provisions must be read together. Or, put another way, the First Magnus court held that the requirements of both 
sections must be satisfied for a claim to qualify as an administrative expense. 

In this case, however, the court embraced a different interpretation of section 503(b)(1)(A). Relying on the 
placement of the word “including” before subsection (i), the court held that the word “and” makes subsections (i) and 
(ii) categories within a particular subset of allowable administrative expenses. The court also noted that this formulation, 
“including” followed by an “and,” appears twice in section 503(b) alone, and that the final word prior to listing the vari-
ous types of administrative expense claims is “including.” Furthermore, the final word, set off by a semi-colon, between 
(b)(8)(B) and (b)(9) is “and.” Thus, under the First Magnus statutory construction, “everything in subsection (b) would 

52.	 29 U.S.C. § 2101 et seq.

53.	 Powermate, 394 B.R. at 768.

54.	 390 B.R. 667 (Bankr. D. Ariz 2008).

55.	 Powermate, 394 B.R. at 774 (emphasis in original).
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have to be present in order for a claimant to have an administrative expense.”56 Although it did not say as much, the court 
clearly viewed such a reading as unreasonable.

With these principles in mind, the court noted that one’s initial reaction to reading the amended section 503(b) 
is to conclude that the section is unclear. This is because the section describes two different time periods: (i) the period 
to which back pay is attributable and (ii) the time in which the unlawful conduct occurs and/or when the services were 
rendered. The court then observed that this confusion is further complicated by the fact that the priority of a given claim 
is dependent on how these two time periods correspond with the filing of the bankruptcy petition. But, the court’s opinion 
stated, a closer reading “reveals that the only relevant consideration is the former time, the time to which the back pay is 
attributable which is when the rights or claims vest or accrue, and how that time relates to the petition date.”57 The effect 
is that if a claim vests pre-petition, then the back pay is attributable to the time occurring prior to the commencement of 
the case and, therefore, it is not an administrative expense claim. Conversely, if a claim vests post-petition, then the back 
pay is attributable to the time occurring after the commencement of the case and, therefore, is an administrative expense 
claim. Furthermore, the date the unlawful conduct occurred and/or services were rendered does not affect this determina-
tion, and the “payment due date” is not controlling because the accrual may occur before or after the payment date.

In order to determine when the WARN Act claim vested, the court observed that back pay under the WARN 
Act is meant as “compensation for lack of notice,” or, more specifically, “pay at termination in lieu of notice” under exist-
ing case law.58 The court further observed that, under existing Third Circuit case law, pay at termination in lieu of notice 
“vests at the time of the termination because it is based solely on lack of notice.”59 Therefore, the court concluded, “the 
entirety of [a WARN Act] claim becomes an administrative expense claim in a post petition discharge. Conversely, a claim 
for severance pay for a pre-petition termination does not receive administrative expense status.”60 Thus, the workers in 
Powermate, who were discharged from their jobs pre-petition, albeit on the day of filing, could only possess WARN Act 
claims that vested pre-petition and were not entitled to administrative expense status; instead, any damages they could 
prove would only be recoverable under section 507(a)(4)-(5) of the Code.

Because the court concluded the language of section 503(b) was unambiguous, it did not need to examine the 
legislative history accompanying the 2005 amendments to the section. Still, for “the sake of completeness,” the court also 
examined the legislative intent behind the amended section.61 In doing so, the court noted that its holding was consistent 
with pre-BAPCPA law requiring a claimant to render post-petition services in order to have an administrative expense 
claim. Changing this would be a “monumental shift in the administration of estates under bankruptcy law” on the part 
of Congress, and such a change presumably would have produced significant legislative history, the court reasoned.62 

56.	 Id. at 774 n.52.

57.	 Id. at 774-75.

58.	 Id. at 775.

59.	 Id.

60.	 Id. at 775-76 (footnote omitted).

61.	 Id. at 777.

62.	 Id. at 777-78.
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Because the legislative history concerning the amended section is “extremely sparse,” however, the court inferred that 
Congress did not intend such a change.63

VII.  Landlord’s Entitlement To Administrative Expense ClaimFor “Stub Rent”

In In re Goody’s Family Clothing, Inc.,64 the court addressed two related issues: (i) whether sections 365(d)(3) 
and 365(b)(1)(A) are the sole bases for allowance of an administrative expense claim for post-petition rent; or (ii) whether 
a claim for unpaid post-petition rent on behalf of a commercial landlord may be entitled to administrative status under 
section 503(b)(1) of the Bankruptcy Code as an actual, necessary cost and expense of preserving the estate.

Prior to the bankruptcy filing, the debtors operated approximately 350 stores throughout the United States and 
held unexpired leases of nonresidential real property (the “Leases”) with certain landlords. The debtors did not pay the 
rent under the Leases due on June 1, 2008. On June 9, 2008 (the “Petition Date”), the debtors filed Chapter 11 petitions. 
Thereafter, the debtors continued to occupy the premises under each of the Leases and failed to pay rent for the post-petition 
period from the Petition Date through June 30, 2008 (the “stub rent”). Three landlords filed a motion for allowance and 
immediate payment of the applicable stub rent, and the debtors objected to each motion.

The debtors argued that the landlords could not seek administrative expense status or timely payment of stub 
rent under section 365(d)(3) because the obligation to pay the stub rent arose prepetition. The court agreed, noting that 
the section requires the trustee to timely perform all the obligations of the debtor arising from and after the order for relief 
under unexpired leases of nonresidential real property, until such leases are assumed or rejected, notwithstanding section 
503(b)(1).65 The Leases required the rent to be paid in advance on the first of each month, and the June rent was due on 
June 1st, nine days before the Petition Date. As such, the obligation to pay arose before the order for relief and could not 
receive administrative expense status under section 365(d)(3). 

In addition, the debtors argued that section 365(d)(3)’s “notwithstanding” language preempted section 503(b)
(1). Furthermore, they asserted that section 503(b)(1) conflicted with sections 365(b)(1)(A) and 365(g)(1), as the de-
termination of whether the landlords’ claims for stub rent could be allowed and paid as administrative claims depended 
entirely on whether the debtors assumed or rejected the applicable lease. The landlords countered that sections 365(d)(3) 
and 503(b)(1) were mutually exclusive.

The court agreed with the landlords. Based on the dictionary definition of “notwithstanding.”66 it found that the 
proviso “notwithstanding section 503(b)(1)” at the end of section 365(d)(3) meant that the trustee must “timely perform 
all the obligations of the debtor … arising from and after the order for relief under any unexpired lease of nonresidential 
real property, until such lease is assumed or rejected, in spite of the terms of section 503(b)(1).” The debtors’ interpretation 
of “notwithstanding” would have it mean “in lieu of” or “in place of.” Instead, the plain meaning of section 365(d)(3) 
expanded a landlord’s remedies for payment of post-petition rent rather than limiting them. 

Furthermore, the court held that the effect of the debtors’ ultimate assumption or rejection of the Leases on the 
priority of the landlords’ claims did not alter the court’s conclusion that it could allow an administrative claim for stub 

63.	 Id. at 778 n.73.

64.	 392 B.R. 604 (Bankr. D. Del. 2008).

65.	 11 U.S.C. § 365(d)(3) (emphasis added).

66.	 See II Shorter Oxford English Dictionary 1952 (6th ed. 2007) (notwithstanding means “[i]n spite of, without 
regard to or prevention by”).
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rent under section 503(b)(1). The debtors assumed that, if they rejected one or more of the Leases, all of the landlords’ 
claims under the rejected leases would be unsecured because of section 365(g)(1), including the claims for unpaid stub 
rent. However, the court observed that the courts routinely allow administrative claims for post-petition occupancy and 
use of real property by a debtor as an actual, necessary cost of preserving the estate, even if the debtor had already rejected 
the applicable lease or if the lease expired prepetition. 

The court noted that the Third Circuit had stated that “[t]here is no question, of course, that the payment of 
rent for the use and occupancy of real estate ordinarily counts as an ‘actual, necessary’ cost to which a landlord, as a 
creditor, is entitled.”67 Indeed, the Third Circuit noted that there is no authority to support the contrary position, i.e., 
“possession free of charge.”68 The fact that, under section 365(g)(1), the rejection of the lease constituted a breach of the 
lease immediately before the date of the filing of the petition was of no moment as to whether the debtors might be liable 
for an administrative expense claim for post-petition use and occupancy of the premises. Moreover, allowing a landlord 
whose premises were occupied by the debtors post-petition under an unexpired lease that is ultimately rejected to be in a 
worse position than a landlord whose lease expired pre-petition would grant the debtors a windfall neither contemplated 
nor justified by the Code.

The court held that the amount of an administrative claim for use and occupancy is the market rate of rent, 
which is presumptively the contract rate. As no evidence was offered to rebut that presumption, the court awarded each 
of the moving landlords an administrative claim based on the contract rate. However, the court did not require immedi-
ate payment of the claims. The landlords argued that the debtors should not be allowed to pick and choose when certain 
administrative claims would be paid, as that could result in different treatment for claims of the same priority in deroga-
tion of key principles of the Code, and unfairly place the risk of administrative insolvency solely on unpaid administrative 
claimants. The debtors argued that, for the same reason, i.e., risk of disparate treatment, that the court should allow the 
debtors to wait to pay the landlords until confirmation of the debtor’s reorganization plan. The debtors also contended 
that requiring payment would be inequitable to other administrative claimants, and that such a requirement would open 
the floodgates of litigation by encouraging other landlords to request immediate payment of stub rent.

The court noted that it had discretion to decide when the administrative expenses would be paid, and that one of 
the chief factors that courts consider in exercising this discretion is bankruptcy’s goal of an orderly and equal distribution 
among creditors and the need to prevent a race to the debtor’s assets.69 It then found the landlords’ argument regarding 
inequitable treatment of claims to be fundamentally flawed because equal distribution among creditors does not require 
simultaneous distribution. While the landlords are losing the time value of their unpaid stub rent, that is simply a normal 
and unremarkable result of the fact that bankruptcy proceedings take time. Furthermore, the court found little risk of 
administrative insolvency and that any risk of administrative insolvency would be further reduced since the debtors had 
a pending plan of reorganization that was scheduled for confirmation about a month away from the date of the court’s 
decision. In addition, there was no evidence before the court of any potential harm to the landlords arising from the ongo-
ing delay in payment of the stub rent.

Alternatively, the court found the debtor’s decision as to the timing of the payment of post-petition rent to be 
within the ordinary course of the debtors’ business and, thus, within the scope of the debtors authority under the Code. As 

67.	 Zagata Fabricators, Inc. v. Superior Air Prods., 893 F.2d 624, 627 (3d Cir. 1990).

68.	 Id. at 628.

69.	 In re HQ Global Holdings, Inc., 282 B.R. 169, 173 (Bankr. D. Del. 2002).
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such, the decision was entitled to deference under the business judgment rule. The court, therefore, allowed the landlord’s 
claims for stub rent as administrative expenses but denied the request for immediate payment.

VIII.  Secured Creditor Has Standing To Assert Claims Of Equitable Subordination
Against Other Secured Creditors Based Upon Assertion Of Individualized Harm

The court in Elway Co., LLP v. Miller (In re Elrod Holdings Corp.)70 was presented with the question of whether 
a secured creditor has standing to seek the equitable subordination of another secured creditor’s claim.

The adversary proceeding in which the Elrod opinion was issued was commenced by a secured creditor, Elway 
Company, LLP (“Elway”), that was seeking (i) a determination of the scope, validity, and priority of its liens on the debt-
ors’ property, and (ii) the allowance of its claims against the debtors. The adversary complaint filed by Elway named the 
chapter 7 trustee in the case and the debtors’ other secured creditors, including Webster Growth Capital Corp. (“Web-
ster”), as defendants. 

After filing a response, Webster sought leave to amend its response to include several cross-claims and counter-
claims that were essentially the same as claims the chapter 7 trustee had already asserted on behalf of the debtors’ estates. 
Elway and the trustee objected to Webster being granted leave to amend, however, on the ground that the only party with 
standing to assert the claims was the trustee. Webster responded by conceding to the objection as to all counts except its 
claim for equitable subordination against Elway.

The court began its analysis by noting that, under section 541(a) of the Code, an estate is created upon the com-
mencement of a bankruptcy case, which “is made up of, inter alia, ‘all legal or equitable interests of the debtor in property 
as of the commencement of the case.’”71 This estate “includes ‘causes of action existing at the time the bankruptcy action 
commences.’”72 The court also noted that section 323(a) of the Code provides that the trustee is the sole representative of 
this estate, and that section 323(b) provides that the trustee “has the capacity to sue and be sued.”73 Taken together, the 
court reasoned, these two provisions “grant the trustee the exclusive standing to assert causes of action that have become 
property of the estate by operation of § 541.”74 For this reason, the court observed, “the Third Circuit has stated that, ‘once a 
company or individual files for bankruptcy, creditors lack standing to assert claims that are “property of the estate.”’”75

But, the court also noted that the Third Circuit has held that a cause of action is only property of the estate if 
it is a general claim with no “particularized injury” to any creditor resulting from it.76 Accordingly, the court reasoned, 
it must determine whether a secured creditor’s claim for equitable subordination pursuant to section 510(c) of the Code 
is such a general claim.

70.	 392 B.R. 110 (Bankr. D. Del. 2008).

71.	 Id. at 114 (quoting 11 U.S.C. § 541(a)).

72.	 Id. (collecting cases).

73.	 Id. (quoting 11 U.S.C. § 323(b)).

74.	 Id. (citing Cain v. Hyatt, 101 B.R. 440, 442 (E.D. Pa. 1989)).

75.	 Id. (quoting Bd. of Trs. of Teamsters Local 863 Pension Fund v. Foodtown, Inc., 296 F.3d 164, 169 (3d Cir. 
2002)).

76.	 Id. (quoting Bd. of Trs. of Teamsters, 296 F.3d at 170). 
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The court cited a number of cases indicating that equity may sometimes “require a court to subordinate a se-
nior secured claim to a junior secured claim,” or, in “other instances of more egregious misbehavior, equity may require 
a court to strip a secured claimant of its secured status altogether.”77 In the former instance, the court noted, “only the 
junior secured creditor benefits from a court’s employment of § 510(c) as it alone surpasses the senior secured creditor in 
priority.”78 In the latter circumstance, however, each creditor benefits from the subordination of the senior secured claim. 
Consequently, the court noted that “a secured creditor is capable of having suffered a particularized injury and that a 
court may fashion a remedy in response to that injury that benefits only the affected secured creditor and not all general 
creditors ultimately seeking to recover from a debtor’s estate.”79

The court also reasoned that a secured creditor with such a particularized injury should be “permitted to pursue 
its separate interest apart from the trustee.”80 The court based this conclusion, in part, on the fact that circumstances 
could exist where “a trustee has little interest in an equitable subordination dispute between two secured creditors,” and 
also partly on the fact that a number of other courts have taken similar positions.81 Accordingly, the court held that “a 
secured creditor has standing to seek the equitable subordination of another secured creditor’s claim to the extent that it 
seeks relief for a particularized injury, which differs from the injury incurred by all creditors.”82

The court held that Webster failed to state such a particularized claim, however, because his proposed equitable 
subordination claim simply mirrored the trustee’s claim that was brought to remedy the injury suffered by all creditors. 
Thus, the court denied Webster’s motion.

IX.  Based Upon Third Circuit Decision In In re Price, Post-Discharge Repossession Of 
Motor Vehicle By Secured Creditor Is A Violation of Discharge Injunction Where Debtor 
Entered Into A Reaffirmation Agreement But Agreement Was Not Approved By Court — 

Distinguishes/Disagrees With In re Anderson, 348 B.R. 652 (Bankr. D. Del. 2006) (MFW)

In In re Baker,83 the debtors filed a chapter 7 case and subsequently agreed to and filed a Reaffirmation Agreement 
to reaffirm the debtors’ car loan with its lender, which had a security interest in the car. The Reaffirmation Agreement 
provided debtors would make 48 monthly payments of $348.90. The debtors’ monthly income less expenses, as reflected 
in the Reaffirmation Agreement as well as the debtors’ schedules, was $200. The Reaffirmation Agreement was presumed 
to be an undue hardship, since the debtors’ income less expenses was insufficient to make the monthly payments under 

77.	 Id. at 115 (collecting cases).

78.	 Id.

79.	 Id.

80.	 Id.

81.	 Id. In so holding, the Court stated that, “It would make little sense to preclude an injured party from pursuing unique 
relief in the hope that a disinterested party would zealously pursue it for them.” Id.

82.	 Id.

83.	 390 B.R. 524 (Bankr. D. Del.), aff ’ d, 400 B.R. 136 (D. Del. 2008).
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the Reaffirmation Agreement. No evidence to rebut the presumption was presented to the court at the hearing to consider 
the Reaffirmation Agreement and, thus, the court entered an order declining to approve it. 

The debtors were granted a discharge and the case was closed. Six days later, the lender repossessed the debtors’ 
vehicle. At an evidentiary hearing relating to the vehicle repossession, the lender acknowledged that the sole basis for 
repossessing the vehicle was the court’s failure to approve the Reaffirmation Agreement.

The debtors argued that under the Third Circuit’s decision in Price,84 the car loan passed through the bankruptcy 
case unaffected. In Price, the Third Circuit held that the enumeration of three options for treatment of secured property 
under former section 521(2), i.e., surrender, redemption or reaffirmation, did not preclude the debtor from exercising a 
so-called “fourth option,” i.e., retaining the property while remaining current on payments.”85 The bankruptcy court 
analyzed the holding of Price after the enactment of BAPCPA, finding that, subject to certain limitations, none of BAP-
CPA’s changes preclude a debtor from retaining the collateral while remaining current on payments.

First, the court noted the importance of section 521(a)(2)(A) in the Third Circuit’s analysis in Price and that 
BAPCPA made no changes to that section.86 

Second, the court analyzed the addition of section 521(a)(6),87 finding that, although the section terminates the 
automatic stay and removes the property from the estate in certain circumstances, the debtor was in compliance with the 
section’s requirements because the debtors and creditor timely entered into a reaffirmation agreement. 

Third, the court analyzed the interplay between section 521(a)(2)(C) and 362(h). Although section 521(a)(2)
(A) (upon which the Third Circuit relied in In re Price) was not altered by BAPCPA, section 521(a)(2)(C) was modified 
to provide that “nothing in subparagraphs (A) and (B) of this paragraph shall alter the debtor’s or the trustee’s rights with 
regard to such property under this title, except as provided in section 362(h).”88 In turn, “section 362(h) provides that the 
stay will be terminated and the collateral will no longer be property of the estate if the debtor fails to file and perform a 
statement of intention to surrender, redeem, reaffirm or, in the case of leased property, assume the unexpired lease.”89 The 

84.	 Price v. Delaware State Police Fed. Credit Union (In re Price), 390 B.R. 524 (3d Cir. 2004).

85.	 Baker, 390 B.R. at 527.

86.	 “[T]he debtor shall file with the clerk a statement of his intention with respect to the retention or surrender of such 
property and, if applicable, specifying … that such property is claimed as exempt, that the debtor intends to redeem such property, or 
that the debtor intends to reaffirm debts secured by such property.” 11 U.S.C. § 521(a)(2)(A).

87.	 [I]n a case under chapter 7 of this title in which the debtor is an individual, [the debtor shall] not retain possession of 
personal property as to which a creditor has an allowed claim for the purchase price secured in whole or in part by an interest in such 
personal property unless the debtor, not later than 45 days after the first meeting of creditors under section 341(a), either-

(A)	 enters into [a reaffirmation] agreement with the creditor pursuant to section 524(c) with respect to the claim 
secured by such property; or

(B)	 redeems such property from the security interest pursuant to section 722.

If the debtor fails to so act within the 45-day period referred to in paragraph (6), the stay under section 362(a) is 
terminated with respect to the personal property of the estate or of the debtor which is affected, such property shall 
no longer be property of the estate, and the creditor may take whatever action as to such property as is permitted 
by applicable nonbankruptcy law … .

11 U.S.C. § 521(a)(6).

88.	 11 U.S.C. § 521(a)(2)(C) (emphasis added).

89.	 Baker, 390 B.R. at 529.
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court noted that “[c]ourts have held that the proviso at the end of section 521 (a)(2)(c) referencing section 362(h) trumps 
the ‘if applicable’ language in section 521(a)(2)(A).” Indeed, Judge Walrath had so ruled in In re Anderson.90 Nonetheless, 
the court in Baker held otherwise, respectfully disagreeing with the holding in Anderson and finding that the language in 
section 521(a)(2) and the “context” of the Code upon which the Third Circuit had relied in Price remained unchanged. 

In addition, the court distinguished Anderson and the other cases with similar holdings on the facts. Although 
the debtors in Baker filed a statement of intention which did not indicate one of the three options, instead stating the 
debtors’ intention to retain the collateral and continue making payments, the debtors cured the defect by complying with 
section 362(h)(B), i.e., timely entering into a reaffirmation agreement.

Thus, after analyzing the relevant BAPCPA amendments, the court found that the “fourth option” under Price 
remained viable and a debtor may retain collateral while remaining current on the payments. In order for the automatic 
stay to remain in effect and for the property to remain in the debtor’s estate, however, the debtor must enter into a reaf-
firmation agreement within 45 days after the section 341 meeting. But, the court’s refusal to approve the reaffirmation 
agreement is of no consequence to debtor’s ability to retain the collateral.

The court also addressed the lender’s right to repossess the vehicle under Delaware law. Since the debtors were 
current on their payments, the only default under the debtors’ loan agreement was the filing of a bankruptcy petition. Not-
ing that ipso facto clauses are generally unenforceable, the court found there are limited exceptions. In particular, section 
521(d)91 provides for the limited enforceability of ipso facto clauses if a debtor does not comply with sections 521(a)(6) or 
362(h)(1) and (2). However, the court noted that state law must also allow for enforceability of the ipso facto clause. In 
this case, the court found that it need not reach the question of the enforceability of ipso facto clauses under Delaware law, 
since the debtors complied with sections 521(a)(6) and 362(h). Thus, the Code prevented the creditor from exercising its 
right, if any, under state law to repossess the vehicle based on the ipso facto clause. 

Accordingly, as the debtors properly exercise the “fourth option” under Price to retain their car while remaining 
current on their payments and the lender had no right to repossess the car, the court found the lender violated the discharge 
injunction, awarded compensatory damages and ordered the immediate return of the debtors’ vehicle.

X.  Presumption Of Abuse Under The “Means Test” In An Individual’s Chapter 7 Case

In In re Smale,92 the court addressed whether an individual chapter 7 debtor in performing the “means test” 
calculation was entitled to deduct monthly payments on motor vehicles that the debtor intended to surrender. In the case 
before the court, the debtor’s personal property included four vehicles on which other parties held secured claims. The 

90.	 In re Anderson, 348 B.R. 652, 658 (Bankr. D. Del. 2006).

91.	 Section 521(d) states:

If the debtor fails timely to take the action specified in subsection (a)(6) of this section, or in paragraphs (1) and 
(2) of section 362(h), with respect to property … as to which a creditor holds a security interest … nothing in 
this title shall prevent or limit the operation of a provision in the underlying … agreement that has the effect of 
placing the debtor in default under such … agreement by reason of the occurrence, pendency, or existence of a 
proceeding under this title or the insolvency of the debtor. Nothing in this subsection shall be deemed to justify 
limiting such a provision in any other circumstance.

11 U.S.C. § 524(d).

92.	 390 B.R. 111 (Bankr. D. Del. 2008).
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debtor intended to surrender three of the vehicles and claim one remaining vehicle as exempt property. Nonetheless, the 
included as deductions in completing his “means test” calculation the loans for all four vehicles.

The debtor’s calculations indicated he had no disposable income. However, if the debtor was unable to claim the 
deductions for the vehicles to be surrendered, his disposable income would trigger the presumption of abuse under section 
707(b)(2) of the Code and his case would have to be dismissed or voluntarily converted to a chapter 13 case. The United 
States Trustee filed a motion to dismiss the case, arguing that section 707(b)(2)’s presumption of abuse arose because giving 
effect to the debtor’s intention to surrender his vehicles by excluding them from the calculation of his monthly disposable 
income would result in that income being higher than allowed under section 707(b)(2)’s “means test.”

The “means test” applies a formula to calculate disposable income by deducting a list of permitted expenses from 
a figure calculated by averaging the debtor’s income for the six months prior to the petition date. The section permits a 
deduction based on a debtor’s actual payments on secured debts, calculated as the sum of “the total of all amounts sched-
uled as contractually due to secured creditors in each of the 60 months following the date of the petition … divided by 
60.”93 The debtor argued that this provision enabled him to deduct his debt payments, notwithstanding that he intended 
to surrender three of his four vehicles. The United States Trustee argued that the debtor could not deduct payments on 
debts secured by property he intended to surrender.

The court found the phrase “scheduled as contractually due” to be ambiguous. It also noted a split of authority 
on the question of whether payments on property that has been or will be surrendered may be included in calculating a 
debtor’s average monthly payments on account of secured debts under section 707(b)(2)(A)(iii)(I). 

The majority of courts have determined that a debtor could claim a deduction for payments on debts secured 
by property that the debtor intends to surrender by determining the amount of payments owed under the contract for 
each secured debt at the time of filing. These courts cite to the dictionary definition of “schedule” to mean “to plan for 
a certain date,” and the common meaning of “as contractually due” to be “that the debtor is legally obligated under the 
contract … to make a payment in a certain amount, with a certain amount of interest, for a set number of months into the 
future.” The courts in the minority assert that the term “scheduled” in section 707(b)(2)(A)(iii) has a bankruptcy-specific 
meaning that refers to how the debt is listed on the debtor’s schedules and statements.

The court found both lines of argument problematic. The majority courts construed the plain meaning of the 
statute as providing for the calculation of the total of all amounts contractually due. This argument is flawed because 
one could come to the same conclusion about the meaning of the statute if the words “scheduled as” were not present. 
The arguments of the minority courts fare no better because the same courts go on to hold that “the [d]ebtor’s schedules 
and statements” form the basis from which courts should determine whether a debt is “scheduled as contractually due,” 
even though section 707(b)(2)(A)(iii)(I) fails to mention the debtor’s statements. The court also noted the argument 
that Congress intended to use the phrase “scheduled as” to refer to whether a debt is identified on a debtor’s bankruptcy 
schedules had been proven inaccurate.

Since the statutory language failed to clarify the purpose of the statute, the court next examined the legislative 
history to the 2005 amendments to the Bankruptcy Code. However, the court found it difficult to apply any overarching 
legislative purpose. Other courts attempting to do so had arrived at disparate conclusions. Moreover, the legislative history 
specifically applicable to section 707 was irrelevant to the issue before the court.

The court therefore turned to the principle of noscia a sociis. Under this theory, of the various possible meanings 
a word should be given, the particular meaning to be given to an unclear word or phrase must be determined in a manner 

93.	 11 U.S.C. § 707(b)(2)(A)(iii) (emphasis added).
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that makes the word ‘fit’ with the words with which it is closely associated.94 Applying the principle, the court held that 
the most reasonable interpretation of sections 707(b)(2) and (3), taken as a whole, was to allow the debtor to include in 
its calculations the average monthly payments on property that has been or would be surrendered under section 707(b)
(2)(A)(iii). 

The court observed that Judge Shannon had recently analyzed the interplay between sections 702(b)(2) and 
(b)(3) in In re Haman.95 Specifically, Judge Shannon analyzed cases discussing whether a debtor can deduct payments 
on debts secured by property he intends to surrender. The court agreed with Judge Shannon that allowing a movant to 
include the outcome of future events as part of the means test would eliminate the distinction between the presumption 
of abuse test and the totality of the circumstances test. An analysis that includes future circumstances would be more 
properly conducted under section 707(b)(3), rather than section 707(b)(2).

Finally, the court noted that its analysis was consistent with Judge Walrath’s opinion in In re Pennington.96 The 
issue in Pennington was whether, in considering the “totality of the circumstances of the debtor’s financial situation” under 
section 702(b)(3), the court was limited to considering the debtor’s financial situation as of the date of the filing of the 
petition, and whether the court may or must consider the debtor’s financial situation at the time the motion to dismiss 
was heard. The court held it had to consider the debtor’s financial condition at the time of the hearing on the motion to 
dismiss when deciding whether granting chapter 7 relief would be an abuse under section 707(b)(3). In so ruling, Judge 
Walrath noted that the contrary decision in In re Walker97 was inapplicable because there the court addressed the issue of 
whether payments due at the time of filing were used for purposes of the means test under section 707(b)(2), but not for 
purposes of the totality of the circumstances test under section 707(b)(3).

Thus, the court held that a presumption of abuse had not arisen under section 707(b)(2) and denied the U.S. 
Trustee’s motion to dismiss.

94.	 James v. United States, 550 U.S. 192 (2007) (Scalia, J., dissenting) (citing Jarecki v. G.D. Searle & Co., 367 U.S. 303 
(1961)).

95.	 In re Haman, 366 B.R. 307, 316-17 (Bankr. D. Del. 2007).

96.	 348 B.R. 647 (Bankr. D. Del. 2006).

97.	 In re Walker, 2006 WL 3804682, 2006 Bankr. LEXIS 845 (Bankr. N.D. Ga. 2006).




