
TBA BANKRUPTCY FORUM 2018 PROBLEM 

I. Regular Issue 

The question in this problem is what issues happens in a confirmed consumer chapter 13 

case when a death in the family occurs post-petition and they become entitled to receive an 

inheritance more than 180 days after the filing but before the end of a sixty month chapter 13 

case? 

The fact pattern is as follows: 

The consumer debtor husband and wife have a confirmed chapter 13 plan with a base 

payment at a 5 - 20% dividend to unsecured creditors or funds available, whichever is greater. 

The Debtors filed 13 due to concerns over equity in the residence, although the Plan met the 

“best interest” test at confirmation showing no positive equity. The plan requires them to pay 

disposable income biweekly $200 for sixty months which is the base payment meeting 

“feasibility” and “best interest”. Approximately 18 months into the case, the debtors (Mrs.) 

mother passes away leaving her a $100,000 life insurance policy payable to her upon her death 

and a $100,000 inherited IRA. The debtors felt obligated to use that money in part to pay 

mother’s funeral expenses of approximately $12,000 and disbursed that already. Her mother 

also had a few medical debts and household bills and the total amount is approximately $5,000. 

The debtors come to counsel a month after her death and disclose this information and seeks 

advice regarding the requirement in chapter 13 for disclosing the life insurance funds and IRA. 

The debtors want to stay in chapter 13 and continue with the plan but want to preserve whatever 

money was inherited. A retirement advisor tells Mrs. she must withdraw IRA funds over five 

years. 

The Debtors consider converting to chapter 7 and retaining the funds solely for the



debtor’s benefit. For further information, at the time of the death, the balance due to pay 100% 

in the case would be $100,000. Both of the debtors had large increases in income totaling 

$30,000 annually recently and Mr. received a $20,000 bonus two weeks earlier and bought a bass 

boat. Neither had reported this to the Trustee. Due to decline in the mortgage debt and market 

increase for real estate, the debtors are considering converting to chapter 7. Bad faith is 

discussed 11 U.S.C. § 348(f)(1) and (2). Assume use of form Plan with no special provisions at 

confirmation. 

Questions: 

1. Can the Debtors use the Insurance proceeds to pay funeral costs without modification of 

the plan? 11 U.S.C. § 1329(a) and § 1306(a)(1) 

Can the Debtor’s use the insurance proceeds for the mother’s bills? 

. The Debtors want to take a vacation to Hawaii to visit their newborn grandkids and want 

to keep funds for that purpose, what does counsel advise? 11 U.S.C. § 1306(a)(1) and § 

1329. 

If the Debtor’s request to dismiss or convert, what happens to the inheritance under 11 

U.S.C. § 348(f)(2) (bad faith) and 11 U.S.C. § 349(b)(3) if the Court considered 

“ordering otherwise”)? See also Jacobsen v. Moser, (In Re Jacobsen) 609 F.3d 647 (5™ 

Cir. 2010). 

How does the inherited IRA factor into the Plan? Can the debtor delay requesting 

disbursement to avoid disposable income increases? 

If the Trustee files a Motion to Dismiss, should the Court grant that Motion or direct the 

Trustee file a Motion to Modify and increase Plan payments and the dividend as in the 

best interest of creditors? 11 U.S.C. § 1307(c).



7. Ifthe Debtors file a Motion to Amend to pay only Mrs. creditors in full, how should the 

Court Rule? See Jn re Portell, 557 B.R. 161 (Bankr. W.D. Mo 2016).


