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OPI NI ON

At issue in this case is whether post-petition interest nmay
accrue on a nondi schargeabl e student | oan obligation during the
pendency of a Chapter 13 bankruptcy.

The facts of this case are not in dispute. On March 4,
1991, the debtor filed for protection under Chapter 13 of the
Bankruptcy Code. The Illinois Student Assistance Comm ssion(now
known as the 1.S.S.C.) filed a claimin the amount of $4, 434. 82,
whi ch represented the unpaid principal balance of the debtor’s
student loan plus pre-petition interest. Pursuant to the
debtor’s first anmended plan, which was confirned on May 30,

1991, the 1.S.S.C. was to be paid 100% of its filed and all owed



claim
On April 18, 1996, the trustee filed his final report
i ndicating that the debtor had conpl et ed her Chapter 13 plan and

that the 1.S.S.C. had received conplete paynent of its all owed

claim A final decree was entered April 22, 1996, granting the
debt or her Chapter 13 discharge. After the discharge was
entered, the 1.S.S.C. began efforts to collect wunnmatured

interest that had accrued on the student | oan for the period of
Novenmber 28, 1990, through March 4, 1996. The debtor then
brought this action to enforce the discharge injunction. While
the debtor concedes that the |.S.S.C. is entitled to pre-
petition interest on its claim she argues that pursuant to 88
502(b)(2) and 1328(a) of the Bankruptcy Code, collection of
unmat ured or post-petition interest is prohibited.

DI SCUSSI ON

As a general rule, a Chapter 13 debtor is entitled to
receive a discharge of all debts which were provided for in the
pl an of reorganization or which were disall owed under 8§ 502 of
the Code. 11 U S.C. 8§ 1328(a). This discharge operates as an
i njunction against any further collection of these debts as a

personal liability of the debtor. 11 U.S.C. 8§ b524(a)(2).1

Section 524(a)(2) states:
(a) A discharge in a case under this
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However, not all debts are subject to discharge. Anpbng those

excepted from discharge in a Chapter 13 case are student | oan

obl i gati ons. Section 523(a)(8) of the Code provides:
(a) A discharge under section . . . 1328(b) of this
title does not discharge an individual debtor fromany
debt - -
(8) for an educational . . . |oan made,

i nsured, or guaranteed by a governnental

unit, or made under any program funded in

whole or in part by a governnmental unit or

nonprofit institution, or for an obligation

to repay funds received as an educational

benefit, schol arship, or stipend.
11 U.S.C. 8§ 523(a)(8). The debtor maintains that under this
section, only the principal st udent | oan  anmpunt i's
nondi schar geabl e i n bankruptcy. Because 8 523(a)(8) does not
specifically address whether interest on such obligations is
nondi schar geabl e, the debtor argues that this issue is governed
by 11 U.S.C. 8§ 502(b)(2).

Section 502(b) (2) of the Bankruptcy Code prohibits creditors

titl e--

(2) operates as an injunction
agai nst the comencenent or
continuation of an action, the
enpl oyment of process, or an act
to collect, recover or offset any
such debt as a personal liability
of the debtor, whether or not

di scharge of such debt is waived.

11 U.S.C. § 524(a)(2).



fromclaimng unmatured interest in a bankruptcy proceeding. It
states, in pertinent part, that

if . . . objection to a claimis made, the

court . . . shall determ ne the amount of

such claimas of the date of the filing of

the petition, and shall allow such claim
i n such anpbunt, except to the extent that-

(2) such claimis for unmatured interest.

11 U.S.C. 8 502(b)(2). The purpose of this |ong-standing rule

i s one of adm nistrative convenience and fairness to all

creditors. In re Leeper, 49 F.3d 98, 101 (3d Cir. 1995); In re
Hanna, 872 F.2d 829, 830 (8th Cir. 1989). It facilitates the
cal cul ation of clainms and “assures that creditors at the bottom
rungs of the priority |adder are not prejudiced by the del ays
i nherent in liquidation and distribution of the estate.” Hanna,
872 F.2d at 830. This prohibition against filing a claimfor
post-petition interest even extends, in nost instances, to cases
where the underlying debt is nondi schargeable. Leeper, 49 F.3d
at 101.

A careful reading of 8§ 502(b)(2), however, reveals that it
only prohibits creditors from filing clainms for unmatured
i nterest against the bankruptcy estate. It does not address
whet her a creditor may recover such interest from the debtor

personally after bankruptcy. Although the statute is silent on




this point, the majority of courts considering the issue have
hel d that accrued interest on a nondi schargeabl e debt remains a
personal obligation of the debtor once the bankruptcy case is

concluded. The controlling case is Bruning v. United States, 376

U.S. 358 (1964). In Bruning, a taxpayer who had received a
di scharge in bankruptcy challenged the |Internal Revenue
Service's attenpt to <collect post-petition interest on a
nondi schar geabl e tax obligation. The taxpayer argued that,
traditionally, creditors are not entitled to clai mpost-petition
interest from the bankruptcy estate. The Bruning court
di stingui shed between denying clains for post-petition interest
on nondi schargeabl e debts against the bankruptcy estate and
allowing the collection of accrued interest on such debts from
t he debtor personally follow ng bankruptcy. 1d. at 362-63. The
court noted that Congress, in making the wunderlying tax
obl i gati on nondi schargeable, “clearly intended that personal
liability for unpaid tax debts survive bankruptcy[,]” and found
“no reason to believe that Congress had a different intention
with regard to personal liability for the interest on such
debts.” Id. at 361

Al t hough Bruni ng was deci ded under the Bankruptcy Act prior
to the enactnment of +the Code, 1its reasoning has been

consistently applied to cases arising under the Code. See Inre



Burns, 887 F.2d 1541, 1543 (11th Cir. 1989); In re Hanna, 872

F.2d at 830-31; In re Paulson, 152 B.R 46, 49-51 (Bankr. WD.

Pa. 1992). Courts in these cases recogni ze the adnonition that
when Congress anends the bankruptcy laws, it does not wite on
a clean slate, and Code provisions should not be interpreted to
effect a major change in pre-Code practice wthout a clear

i ndication that Congress intended to do so. See In re 203

LaSalle Street Partnership, 126 F.3d 955, 965 (7th Cir. 1997)

(quoting Dewsnup v. Timm 502 U S. 410, 419 (1992). In the

present case, Congress has given no indication that it intended
enact ment of the Code to change the prior practice followed in
Br uni ng. Thus, although Bruning involved the accrual of
i nterest on a nondi schargeabl e tax obligation, its reasoni ng has
been extended to other nondi schargeabl e obligations, including

student | oans. See Leeper, 49 F.3d at 101; In re Shel bayah, 165

B.R 332, 337 (Bankr. N.D. Ga. 1994); In re Branch, 175 B.R

732, 733-34 (Bankr. D. Neb. 1994).

Whil e the debtor acknow edges the Bruning decision, she
argues that its reasoning is inapplicable where the underlying
debt is paid in full through the debtor’s Chapter 13 plan. In
support of this argument, the debtor cites two decisions from

t he same bankruptcy court, Inre Christian, 25 B. R 438 (Bankr.

D.NM 1982) and In re Wsson, 152 B.R 639 (Bankr. D.N M




1993). In Christian, the court held that the Bruning rule did
not apply to a nondischargeable tax debt that had been fully
pai d out of the debtors’ bankruptcy estate. Christian, 25 B.R
at 438-39. This conclusion was extended to student |oans in
Wasson. |In both instances, the court interpreted 8 502(b)(2) to
prohibit the accrual of post-petition interest during the
pendency of the Chapter 13 case. The court reasoned that
because the underlying debt did not survive bankruptcy, there

was no |onger any obligation for which the debtor could be

personally liable. See Christian, 25 B.R at 438-39; Wasson
152 B. R at 642.

The Christian and Wasson court failed to distinguish between

t he di sal |l owance of unmatured i nterest, on the one hand, and the
non-accrual of interest, on the other, and this Court,
t herefore, declines to follow the reasoning of those cases.
Al t hough

8 502(b)(2) prohibits creditors fromcl ai m ng unmatured i nterest
in a Chapter 13 case, this provision was i ntended to ensure that
creditors other than those hol di ng nondi schar geabl e obli gations
receive their fair share of the estate. Sinply because a
student | oan creditor nmay not recover interest onits claimfrom
the assets of the estate in no way affects whether interest may

continue to accrue on the obligation. Thus, even if the debtor



pays the full anmount of the student | oan creditor’s pre-petition
cl ai mpursuant to the plan, the debtor will remain |Iiable at the
conclusion of the plan for post-petition interest that accrues
on t he decreasing bal ance of the principal amunt paid under the
pl an. Shel bayah, 165 B.R at 337.

Wth the exception of the Christian and WAsson court, every
court addressing the issue has concluded that interest may
accrue on nondi schargeabl e student | oans during the pendency of

a Chapter 13 plan. Leeper, 49 F.3d at 103. See also In re

Jordan, 146 B.R 31, 32-33 (D. Colo. 1992); In re Ridder, 171
B.R 345, 346-47 (Bankr. WD. Ws. 1994). This conclusion is
nost consistent with the | anguage and the intent of 8§ 523(a)(8).
Congress coul d have specifically excluded accrued interest from
this section but did not do so. One explanation for this
onmi ssion is that Congress perceived interest to be an integral
part of a creditor’s nondischargeable claim |ndeed, interest
is generally regarded as the cost of using the amunt owed to a

creditor and an incentive for pronpt repaynment and, thus, an

integral part of a continuing debt. For this reason, “logic and
reason indicate that post-petition interest on a . . . claim
excepted from di scharge. . . should be recoverable in a later
action against the debtor personally. . . .” Bruning, 376 U S.
at 360.



This Court |ikewi se holds that interest may accrue on a
nondi schar geabl e student | oan obligation during the pendency of
a Chapter 13 proceedi ng, even where the underlying obligationis
paid in full through the debtor’s plan. In so holding, the
Court rejects the debtor’s attenpt to anal ogize this situation
to the treatment of priority clainms wunder 8§ 1322(a)(2). That
section, which concerns the treatnment of priority clainms in a
Chapter 13 plan, states:

(a) A plan shall---

(2) provide for the full payment, in
deferred <cash paynents, of all cl ai nms
entitled to priority under 8§ 507 of this
title, unless the holder of a particular
claim agrees to a different treatnment of
such claim

11 U.S.C. 8 1322(a)(2).

The debtor argues that because 8§ 1322(a)(2) does not
specifically provide for interest on priority clainms, it
necessarily follows that hol ders of nondi schargeabl e obli gati ons

are simlarly not entitled to interest paynents. I n support,

the debtor cites In re Hageman, 108 B. R 1016, 1018 (Bankr. N.D

lowa 1989) and In re Young, 61 B.R 150, 154 (Bankr. S.D. Ind.

1986) . However, the debtor’s reliance on these cases is
m spl aced. Both Hageman and Young dealt with attenpts by the

| nt ernal Revenue Service to receive post-petition interest under



the debtors’ Chapter 13 plans. In the present case, the
creditor is not attenpting to recover post-petition interest
fromthe estate but, rather, is seeking to collect it fromthe
debt or personally. The debtor argues finally that if this
Court adopts the Bruning rule, the interest obligation renmaining
after bankruptcy will seriously inpair her fresh start. \hile
the Court agrees that providing debtors with a fresh start is
one of the fundanental goals of bankruptcy, it is not the only
interest that is entitled to protection. A debtor’s fresh start
must be bal anced agai nst the creditors’ right to fair treatnent.

In re Coonce, 213 B.R 344, 349 (Bankr. S.D. II1I. 1997). Wile

such a rule may lead to harsh results, it is the only concl usion
supported by the Code. For the reasons stated herein, the
debtor’s conplaint to enforce the discharge injunction is
DI SM SSED

ENTERED: Decenber 2, 1997

[ s/ Kenneth J. Meyers
UNI TED STATES BANKRUPTCY JUDGE
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