I N THE UNI TED STATES BANKRUPTCY COURT
FOR THE SOUTHERN DI STRI CT OF | LLINO S

| N RE: ) I n Proceedi ngs

) Under Chapter 12
NORBERT RI DER,
No. BK 87-40285
Debt or (s) .

UNI TED STATES OF AMERI CA)

Plaintiff,
V. ADVERSARY NO.
) 89- 0052
C. P. BURNETT & SONS, )
Def endant . )

MEMORANDUM AND ORDER

On May 7, 1987 debtor fil ed a bankruptcy petition under Chapter
12. An order confirm ng debtor's anended pl an was ent er ed on August 8,
1988, effective nunc pro tunc Novenmber 19, 1987. According to the
pl an, Farmer's Home Adm nistration ("plaintiff") and C P. Burnett &
Sons ("defendant™) have a joint secured claimin the anmount of
$28, 178. 95, whi ch consi sts of the proceeds fromthe sal e of 1986 cr ops.
The pl an provi des that "[s] pecific paynents to each creditor cannot be
determ ned until theissue astowho has aprioritylienonthe 1986
proceeds i s determined.” (Amended Chapter 12 Plan, p. 5). Likew se,
t he pl an provi des that the unsecured portion of the debt owed to
plaintiff and/ or defendant will be paid fromdebtor's di sposable
i ncone, but cannot be determ ned until resolutionof thelienpriority
i ssue. The plan further states that debtor shall pay, on or before
January 15, 1988, $28,178.95to the Chapter 12 Trustee, whow || then
pay the appropriate creditor upon resolution of the lien dispute.

However,



since the di spute remai ned unresol ved as of January 15, 1988, the
Trustee, pursuant to a provisioninthe plan, placedthe proceeds at
issue into aninterest bearing account pendi ng final resolutionof this
matt er.

On March 17, 1989 plaintiff filed a Conplaint to Determnm ne
Priority of Liens, allegingthat its security interest inthe 1986 crop
proceeds i s superior to defendant's, and requesting an order directing
the Trustee to pay plaintiff the full anount of the proceeds. 1In
response, defendant filed a nmotion to dism ss, alleging that the
bankruptcy court lacks jurisdictionto hear and determne a lien
di sput e between two secured creditors. Specifically, defendant argues
that the claimset forthinthe conplaint is based strictly on an
interpretation of statelaw, and that resol uti on of the underlying
di spute wi I'| have no i npact on t he adm ni stration of debtor's estate.
The Court di sagrees, and hol ds that under 28 U. S. C. 157(b), plaintiff's
conplaint involves a "core matter,"” and as such, this Court has
jurisdictionto hear and determ ne the i ssues raisedinthe conplaint.

Section 157 of Title 28 provides in part:

(a) Eachdistrict court may provide that any or
all cases under title 11 and any or all
proceedi ngs ari sing under title 11 or arisingin
or related to a case under title 11 shall be
referred to the bankruptcy judges for the
district.

(b) (1) Bankruptcy judges may hear and det er m ne
all cases under title 11 and all

core proceedings arising under title 11, or
arisinginacaseunder title 11, referred under
subsection (a) of this section, and may enter
appropriate orders and judgnments, subject to
revi ew under section 158 of this title.



28 U.S.C. 157(a) and (b)(1). Acore proceeding includes "matters
concerning the adm ni stration of the estate,” and "det erm nati ons of
thevalidity, extent, or priority of liens. 28 U.S.C. 157(b)(2)(A) and
(K).

The conpl aint intheinstant case clearly invol ves a determ nation
of the priority of |iens. Defendant contends, however, that section
157(b) (2) (K) "must be read as enpoweri ng [t he bankruptcy court] only to
make ' determ nations of thevalidity, extent, or priority of |iens upon

property of the estate."” InreDr. C. Huff Co., Inc., 44 B.R 129,

134 (Bankr. WD. Ken. 1984) (enphasisinoriginal). The Court agrees
t hat section 157(b)(2)(K) enconpasses only |lien di sputes invol ving
property of the estate, but di sagrees wi th defendant's prem se that the
proceeds at i ssue are no longer property of the estate. Section 541 of
t he Bankr upt cy Code provi des t hat the bankruptcy estate i s conpri sed of
"all |l egal or equitableinterests of the debtor in property as of the
commencenent of the case.” 11 U. S.C. 541(a)(1). The debtor had an
interest inthe crop proceeds at the conmencenent of t he bankruptcy
case and has not, in his planor otherw se, abandoned t hat property.
Unli ke the cases cited by defendant, where debtor had expressly
di scl aimed any i nterest inthe particul ar property at i ssue, or had

di vested hinsel f of all | egal and equitableinterestsinthe property,

Inre McKinney, 45 B. R 790 (Bankr. WD. Ken. 1985) and Inre Dr. C.

Huff Co., Inc., 44 B.R 129 (Bankr. WD. Ken. 1984), debtor has not
done so in the present case. The proceeds renmain property of the
estate and the Court therefore has jurisdictiontoresolvethelien

di spute under 28 U.S.C. 157(b) (2)(K).
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The Court recognizes the Seventh Circuit decision, Matter of

Xonics, Inc., 813 F.2d 127 (7th Cir. 1987), inwhich the court held

t hat di sput es anong creditors of a bankrupt cone withinthe bankruptcy
court's jurisdictiononlyif they involve property of the estate or if
resol ution of the disputew || affect the recovery of other creditors.

Id. at 131-32. Seealso Matter of Kubley, 818 F. 2d 643, 645 (7th Cir.

1987). In Xonics, however, debtor had formally abandoned, in his
Chapter 11 plan, the accounts receivabl e subsequently cl ai ned by
conpeting creditors. As stated by the Seventh Circuit:

The bankruptcy court had jurisdiction of disputes
of this kindunder 28 U.S. C. 157(b)(2)(K)...at
t he out set of the case. But...jurisdictiondoes
not followthe property. 1t | apses when property
| eaves the estate....As we have sai d, resol vi ng
conpeting clains to property that bel ongedtothe
debtor whenit filedapetitionin bankruptcyis
one of the central functions of bankruptcy | aw.

The only reason why this particul ar dispute
m ght be treated otherwise is the debtor's
"abandonnment” of its claimto these receivables.

Id. at 131-132 (citations omtted)(enphasis added).
This Court's decisioninlnre Kavel nan, Adv. No. 88-0196 ( S. D.

I11. Oct. 14, 1988) is |ikew se distinguishable. 1nKavel man, the
Court heldthat it |l ackedjurisdictionover alienpriority dispute
anong various secured creditors. Kavel man, however, was a Chapter 7
case in which the proceeds at issue were either already in the
possessi on of one of the secured creditors, or on deposit with a bank
pursuant to a state court order. The debtor retained nointerest in
t he funds, and t he property, though not fornmally abandoned, was no
| onger held by either debtor or the trustee.

Even assum ngarguendo that the Court | acks jurisdictionunder 28
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U S C 157(b)(2)(K), this case involves a matter "concerning the
adm ni stration of theestate.” 28 U.S.C. 157(b)(2)(A). The trustee
cannot conpl ete pl an paynents until the lien disputeis resolved, nor
can t he amobunt of unsecured debt owed to plaintiff and/ or def endant be
determned. Inshort, the estate cannot be conpl etel y adm ni stered and
reorgani zati on cannot be acconpli shed wi thout resolution of this

dispute. Cf. Inre Friendship Medical Center, Ltd., 710 F. 2d 1297,

1302 (7th Cir. 1983) (suggesting bankruptcy court has juri sdiction of
di sputes anong creditors when it is otherw se "i npossi bl e to adm ni ster
conpletely the bankrupt's estate").

Accordingly, for the reasons stated, defendant's notion to

di sm ss i s DENI ED

/sl Kenneth J. Meyers
U. S. BANKRUPTCY JUDGE

ENTERED: August 3. 1989




