General Bankruptcy Law -- Multiple Choice
50 Questions-- Choose Best Answer
Total Time-- Two Hours Passing Score-- 30 Correct

NOTE: Thefollowing questions and sample answers were prepared April 1999 and are based on the
datus of the law as of early 1999. Thus, while the sample answerswill give you indght into how the
examination was congructed, in some instances they may no longer reflect the prevailing view of the
law. Sincetimeisseldom a problem on this section of the exam, we suggest that you read each
question carefully and that you choose your answer by diminaing the incorrect choices. Thiswill force
you to focus on the issues raised by the question. 'Y ou will not be pendized for wrong answers, so you
should answer every question, even if you are not certain of your answer. To receive a passing score,
you must answer 60% correctly, or answer at least 30 questions correctly. Y ou may not refer to the
Code or any other materia.

STAND ALONE QUESTION

[1]*  Bob Brother, Donna Debtor's brother, personaly guaranteed Donnass consumer loan from the
Big Bank. If the Donna Debtor files a petition in bankruptcy and receives a discharge of the Big
Bank loan, then Bob Brother:

a will remain liable on his guarantee of the Big Bank loan because Donna's discharge does
not affect the ligbility of third parties on the debat.

b. will remain ligble on his guarantee of the Big Bank loan unless Donnafiled her petition
under Chapter 13 of the Bankruptcy Code.

C. will be reieved of liability on his guarantee of the Big Bank loan because the debt isa
consumer debt.

d. will be relieved of liability on his guarantee of the Big Bank loan because Donnals
discharge eiminated the underlying debt.

FACT PATTERN A [For Questions 2 & 3]

Thismorning Debtor Inc. filed a petition under Chapter 7 of the Bankruptcy Code. Although
Debtor Inc. has been insolvent for the past two years, Sandy Shareholder, its sole shareholder and chief
executive officer, has been struggling to keep the company afloat. Asis common with many troubled
enterprises, Debtor Inc. had failed to remit $50,000 in employee "trust fund” withholding taxes. Severd
months ago Sandy was advised that the IRS was assarting againgt her the 100% pendty for those taxes
since she was the "responsible party.” Concerned about her persond liability, Sandy sent a $50,000
check to the IRS with ingtructions to gpply it to Debtor Inc. withholding tax ligbility. The check was

YA is correct under 324(€). B and C refer to issues that might affect the co-debtor stay under 2301,
but that do not affect the discharge.



drawn on the general corporate checking account. The check cleared 110 days ago.

[2]*>  If thetrustee attempts to recover the $50,000 payment from the IRS, which of the following
datements is the most accurate?

a The trustee will prevail because Sandy was an insder of Debtor Inc.

b. The trustee will prevail because the check was drawn on the generd corporate checking
account.

C. The IRS will prevall because the payment of withholding taxesisin the ordinary course
of business

d. The IRSwill prevall because there was no transfer of an interest in Debtor Inc.'s
property.

[3]° If thetrustee attempts to recover the $50,000 payment from Sandy, which of the following
datements is the most accurate?

a The trustee will prevail because Sandy was an insder of Debtor Inc.

b. The trustee will prevail because Sandy was the entity for whose benefit the transfer was
made.

C. Sandy will prevail because Sandy was not a creditor of Debtor Inc.

d. Sandy will prevail because the check cleared 110 days ago.

%D is correct because it states the holding of Begier v. IRS, 110 S.Ct. 2258 (1990). B was rejected
by Begier. A isincorrect both because of Beiger, and because Levit v. Ingersoll Rand Financid (Inre
Deprizio), 874 F.2d. 1186 (7th Cir. 1989), holds that 100% pendlty is not the same debt as the
corporation'stax debt. C isincorrect because this payment is not a ordinary course payment.

3C iscorrect under Levit v. Ingersoll Rand Financid (In re Deprizio), 874 F.2d. 1186 (7th Cir.
1989).




STAND ALONE QUESTION

[4]*  Which of thefollowing is not a"daim" under the Bankruptcy Code?
a As part of the debtor's crimina sentence, the state court ordered the debtor to pay
redtitution to the victim of the crime.

b. As part of an environmenta enforcement action, the state court permanently enjoined
the debtor from bringing additiona indudtrial waste onto the waste Site.

C. The"pain and suffering” of Verna Victim that resulted from a collison involving her car
and the debtor's car. Vernafiled suit aleging that the debtor was negligent, but the
debtor has denied any negligence and has asserted that Vernawas at fault in the
callison. The auit had not yet come to trial when bankruptcy was filed.

d. Big Bank made a"non-recourse” loan to the debtor. Thus, athough the loan is secured
by alien on the debtor's car, the debtor has no persond ligbility on the loan.

FACT PATTERN B [For Questions5 - 9]

Bankrupt Inc. filed a petition under Chapter 7 of the Bankruptcy Code last May 15th. Severd
years before then, Bankrupt Inc. had borrowed $100,000 on an unsecured basis from the Lender.
Under the terms of the loan agreement, the loan was to be repaid in monthly installments of $1,000, due
on the first day of each month. Since the payments were made by way of an automatic funds transfer
from Bankrupt Inc.'s general corporate checking account, al payments were made on their due dates
up to and including the May 1t ingtdlment payment (immediately before the bankruptcy).

Nevertheless, Lender became concerned about Bankrupt Inc.'s deteriorating financid condition. Asa
result, Bankruptcy Inc.=s sole shareholder, Richie Rich, agreed to persondly guarantee the Lender loan
and to cause Bankrupt Inc. to grant the Lender alien on Bankrupt Inc.'sinventory. The value of the
inventory exceeded the outstanding loan balance. In addition, Richie Rich had sufficient assetsto pay
the debt in full if the guarantee was enforced. The security agreement was executed and Lender's
security interest attached to the inventory 100 days before the bankruptcy petition wasfiled. The
guaranty agreement was executed 80 days before the bankruptcy petition wasfiled. However, the
UCC financing statement covering the inventory was misplaced by Lender's lawvyer. The lawyer
discovered the error on May 14th and the financing statement was properly filed on May 15th, exactly
one hour after Bankrupt Inc. had filed its bankruptcy petition. Neither the lawyer nor Lender was
aware of the bankruptcy filing when the financing statement wasfiled. (Assume that Article Nine
["Secured Transactions'] of the Uniform Commercia Code has been adopted in the relevant
jurigdiction.)

“B isnot adam under Ohio v. Kovacs, 105 S.Ct. 705 (1985). A isadam under Pa. Dept. of
Public Welfare v. Davenport, 110 S.Ct. 2126 (1990). C isaclaim because 201 defines"clam’ to
include contingent, unliquidated, and disputed clams. D isaclam under Johnson v. Home State Bank,
111 S.Ct. 2150 (1991).




[5°

[6]°

If the trustee attempts to recover the May 1<t ingtallment payment to Lender, which of the
following statements is the most accurate?

a

b.

d.

The trustee will prevail because Richie Rich was an insider of Bankrupt Inc.

The trustee will prevail because the debt was along-term loan rather than a short-term
trade debt.

Lender will prevail because the $1,000 payment did not enable it to receive more than it
otherwise would have recelved because Richie Rich's guarantee assured it full payment.

Lender will prevail because the payment was made in the ordinary course of business.

If the trustee indtitutes an adversary proceeding againgt Lender to recover the May 1t
ingtalment payment, which of the following statements is the most accurate?

a

Lender will be entitled to ajury trid because an adversary proceeding is plenary in
nature.

Lender will be entitled to ajury trid, but only if it has not filed a proof of dam againgt
the estate.

Lender will not be entitled to ajury tria because the trusteg's claim againgt Lender is
equitable in nature.

Lender will not be entitled to ajury tria because the bankruptcy court is a court of
equity.

°D is correct under Union Bank v. Wolas, 112 S.Ct. 527 (1991). B wasrejected by Wolas. Cis
incorrect becauseit is the payout in the bankruptcy case that controls. A isincorrect because Richie
Rich'singder gatusisirreevant.

®B isthe best answer. It states the holding of Langenkamp v. Culp, 111 S.Ct. 330 (1990).
Although D is a correct statement under Langenkamp, it is not as good an answer as B, because D
would apply only if a proof of claim had been filed. A wasthe 10th Circuit's view that was rgjected in
Langenkamp. Cisincorrect because under Granfinancierav. Nordberg, 109 S.Ct. 2782 (1989), a
preference clam for monetary relief is"legd."




(7’

[8]°

If the Lender decides to enforce the guaranty by indituting alegd action againgt Richie Rich,
which of the following statements is the most accurate?

a

Lender's action will violate the automatic Stay because it is an attempt to collect aclam
againg Bankrupt Inc. that arose before the commencement of the bankruptcy case.

Lender's action will be enjoined under ' 105 because it will interfere with Richie Rich's
ability to reorganize Bankrupt Inc.

Lender's action will not violate the automatic stay because Richie Rich has not filed a
petition in bankruptcy.

Lender'saction will not violate the autometic Say if the action againgt Richie Rich was
necessary to prevent irreparable damage to the Lender.

Thefiling of the financing Satement by Lender's lawyer:

a

violated the automatic stay because it perfected Lender's security interest in Bankrupt
Inc.'sinventory.

violated the automatic stay because it enabled Lender to receive more than it otherwise
would have received.

did not violate the automatic stay because it was accomplished before either Lender or
its lawyer had notice of the bankruptcy.

did not violate the automatic stay because it merely perfected an interest in property that
Lender had acquired before bankruptcy, and it was accomplished within 10 days of the
filing of the bankruptcy petition.

'Ciscorrect. Co-debtor stays are provided only in Chapter 12 and 13 and only for consumer
debts. See 2201 & 1301. A isincorrect because 362(a)(1 & 6) only apply to actions "against the
debtor." B isincorrect because thisis a Chapter 7 case.

®A is correct under 362(a)(4). B isincorrect because preferential effect is not an dement of astay
violation. C isincorrect because knowledge is not an ement of astay violation. D isincorrect
because thisis not a case where the trustee is subject to the earlier perfection under 546 and because
the 10-day period under B47(e) runs from the date of attachment.



[9]° If the Trustee attempts to avoid Lender's lien on Bankrupt Inc.'sinventory, which of the
following statements is the most accurate?

a The trustee will prevail because Bankrupt Inc. received no vaue from Lender in
exchangefor the lien.

b. The trustee will prevail because the lien was not yet perfected at the time the petition in
bankruptcy was filed.

C. Lender will prevail because the lien atached to Bankrupt Inc's inventory 100 days
before the petition in bankruptcy was filed.

d. Lender will prevail because Lender acquired its lien before bankruptcy, and perfection
occurred within 10 days of the filing of the bankruptcy petition.

FACT PATTERN C [For Questions 10 - 16]

Nine months ago, Lazy Loan Co. obtained a $50,000 judgment against Don Debtor in the
Circuit Court of Main County. The debt arose out of a consumer loan made to Don severd years
earlier. Eight months ago, Lazy Loan recorded the judgment by filing an "abstract of judgment” with the
Main County Recorder of Deeds. Under the relevant state's judgment lien satute, that action gave Lazy
Loan ajudgment lien on al red estate owned by Don in Main County. At thet time, the only Main
County real estate owned by Don was Blackacre. For severd years, Don had lived in an gpartment
downtown and had leased Blackacre to Tina Tenant. Eleven months ago, Tinas lease expired and she
vacated the premises. Ten months ago, Don moved out of his downtown apartment and moved into
Blackacre, establishing it as his homestead. Although the relevant state has "opted out” of the Federa
exemption scheme under '522(d), state law alows individuals a homestead exemption of $100,000.
However, under the rlevant Sate law, the homestead exemption can not be asserted against adebt like
the Lazy Loan Co. debt that arose before the property became ahomestead. Blackacre isworth only
$50,000.

°B is correct because B44(a)(1) dlows the trustee to avoid unperfected security interests. Thus, C
isincorrect. A isincorrect because vaue is not rlevant under the 544 strong arm power. D is
incorrect because thisis not a case where the trustee is subject to the earlier perfection under 546.



[10]™° If Don files a petition under Chapter 7 of the Bankruptcy Code today, which of thefollowing
datements is the most accurate?

a Don can avoid Lazy Loan's lien on Blackacre because Don received no vaue from
Lazy Loan in exchange for the creetion of the lien within the year preceding bankruptcy.

b. Don can avoid Lazy Loan's lien on Blackacre because it impairs the homestead
exemption to which Don otherwise would have been entitled.

C. Don can not avoid Lazy Loan's lien on Blackacre because Blackacre did not become
Don's homestead until after the Lazy Loan Co. debt arose.

d. Don can not avoid Lazy Loan'slien on Blackacre because the lien isa"gatutory lien”
created by a date Satute, rather than a"judicia lien” crested by judicid action.

198 is correct under Owen v. Owen, 111 S.Ct. 1833 (1991), because the judicia lien "fixed" upon
an interest that would otherwise have been exempt. A isincorrect because "value" under 348(d)(2)(A)
includes the securing of an antecedent debt. C isincorrect under Owen because the test is not whether
the property actualy is exempt from the particular claim, but whether it would be exempt but for the
lien. D isincorrect becausethelienisa? judidd lien? and not a"datutory lien" under 201.



[11]* For this question only, assume that Don files a petition under either Chapter 11 or Chapter 13,
assumethat Lazy Loan's lien can not be avoided, and assume that Lazy Loan objectsto the
trestment of its claim under Don's plan. Don's plan can till be confirmed:

a if the plan surrenders Blackacre to Lazy Loan on the effective date of the plan.

b. if the plan alows Lazy Loan to retain its $50,000 lien on Blackacre and proposes to
pay Lazy Loan $50,000 in alump sum payment on the fifth anniversary of the effective
date of the plan.

C. if the plan dlows Lazy Loan to retain its $50,000 lien on Blackacre and proposes to
pay Lazy Loan $50,000 in twelve consecutive equa monthly installments of $4,166.67
each, beginning one month after the effective date of the plan ($4,166.67 X 12 =
$50,000).

d. both (a) and (c) are correct.

ADDITION TO FACT PATTERN C [For Questions 12 - 16]

In addition to the $50,000 Lazy Loan debt, Don owes $10,000 on an unsecured loan to Betty
Bestfriend, $1,000 each to ten separate department stores on unsecured charge account debts, and
$20,000 on an unsecured loan to Ellen Exfriend, Don's former girlfriend. All of those debts are
consumer debts. In addition, athough Tina Tenant left Blackacre in perfect condition, Don has not yet
returned her $5,000 security deposit. Asrequired by the relevant state landlord/tenant law, Don
deposited the security deposit into a specia non-interest bearing trust account at the bank. The account
istitled in "Don Debtor, as trustee for Tina Tenant, tenant of Blackacre. In addition, Don has a
personal savings account &t the bank with a balance of $100,000, and a $2.00 lottery ticket for next
week's drawing of Pennsylvania State L ottery (the jackpot is $23,000,000). He owns no other
property (except Blackacre -- worth $50,000).

For thelast severa months, Don has not been making the scheduled payments on any of his
debts, except the debt owed to Betty Bestfriend (all payments to Betty have been made promptly when
due, but $10,000 is il owed). Five months ago, Ellen Exfriend filed suit againgt Don to collect the
$20,000 owed to her. Although Don has disputed Ellen's claim and raised severa defensesin that lega
action, he acknowledged in his discovery deposition that the only reason he was disputing the debt was
because he was mad a Ellen for bresking up with him. Ellen has moved for summary judgment, and
your review of the file convinces you that the summary judgment mation is certain to be granted.

YA iscorrect. Both B and C are incorrect because neither proposal includes interest, thereby
violating the "present value" requirements of both the Chapter 11 and Chapter 13 secured creditor cram
down provisions.



[12]*2  If Don wishes to file bankruptcy, which of the following statements is the most accurate?
a Donisdigibleto file a petition under Chapter 13, but only if he has regular income.

b. Don isnot digible to file bankruptcy because the value of his assets exceeds the amount
of hisdebts.

C. Don isnot digible to file a petition under Chapter 11, unless heis engaged in business.
d. both (a) and (c) are correct.

[13]* If Don files a petition in bankruptcy, which of the following statements is the most accurate?
a Don's estate will include Blackacre because it is Don's principa residence.
b. Don'segtae will not include Blackacre because Don has no equity in Blackacre.

C. Tina Tenant will be entitled to receive the $5,000 security deposit because she has the
equitable title to the bank account.

d. Tina Tenant will not be entitled to receive the $5,000 security deposit because Don has
the legd title to the bank account.

2A is correct. B isincorrect because there is no insolvency requirement under the Code. C was
rgected in Toibb v. Radloff, 111 S.Ct. 2197 (1991). Thus, D isincorrect.

B3C is correct because 841(d) limits the estate's interest in the account to Don's bare legd interest as
trustee. Thus, D isincorrect. A isincorrect because the fact that the property is Don's principa
resdenceis not the reason that it isincluded in the estate. B isincorrect because equity is not required
in order for aliened assat to be included in the estate,



[14]* 1If Don files bankruptcy this morning and if Don's lottery ticket is the winning ticket at next
week's drawing of the Pennsylvania State L ottery, which of the following statementsis the most
accurate?

a The lottery winnings would be property of Don's bankruptcy estate because Don
purchased the lottery ticket before the involuntary petition was filed.

b. The lottery winnings would be property of Don's bankruptcy estate because the
drawing took place within 180 days after the involuntary petition was filed.

C. The lottery winnings would not be property of Don's bankruptcy estate because the
drawing did not take place until after the involuntary petition wasfiled.

d. Thelottery winnings would not be property of Don's bankruptcy estate because the
assts that were aready in the estate before the drawing were sufficient to satisfy al
damsinfull.

[15]* If Don's creditors commence an involuntary bankruptcy case againgt him, the barkruptcy court:

a will order relief againgt Don because he is not making current payments to any creditor
except Betty.

b. will order relief against Don because he has more than twelve unsecured creditors.

C. will not order relief against Don because involuntary rdlief is not avallable agangt a
debtor who is not a moneyed, business, or commercia corporation.

d. will not order rdlief againgt Don because involuntary relief is not available againgt a
debtor who is not insolvent.

YA is correct because the ticket itself was property of the estate and 341 includes proceeds of
property of the estatein the estate. Thus, Cisincorrect. B isincorrect because the 180 day rule only
gpplies to inheritance, life insurance and marital property settlements. D isincorrect because the asset-
to-debt ratio is not relevant to the "property of the estate”” determination.

>A is correct because one ground for involuntary rdlief under 303(h) is that the debtor is generaly
not paying such debtor's debts as they become due.  Thus, D isincorrect because balance sheet
insolvency isnot required. C isincorrect because thet limitation applies only to corporations. B is
incorrect because the number of creditorsis not alimitation on the availability of involuntary relief; it
merely determines how many creditors must join in the petition.



[16]* Assume that the bankruptcy court will order relief againgt Don if a proper involuntary petition is
filed under * 303 of the Bankruptcy Code. The petition will be successtul if:

a Lazy Loan and Ellen Exfriend join in the petition.

b. Ellen Exfriend, Beity Bestfriend, and one of the department storesjoin in the petition.
C. three of the department storesjoin in the petition.

d. Tina Tenant, aone, files the petition.

STAND ALONE QUESTION

[17]*  One month before bankruptcy, Donna Debtor paid Linda Lawyer aflat fee of $2,000 to handle
her Chapter 7 bankruptcy. Linda counseled Donna about her financia problems and prepared
and filed a Chapter 7 petition and related schedules. Since the full fee was paid in advance,
Lindadid not seek compensation from the bankruptcy estate under ' 330 of the Bankruptcy
Code. Although the lega services provided by Linda were beneficid to Donna, the reasonable
value of the serviceswas only $1,500. Further, although Linda=s services were beneficid to
Donna, they were of no benefit to the Chapter 7 estate. Which of the following satementsis
the most accurate?

a Linda Lawyer may keep the entire fee payment because the fee was not paid from
property of the Chapter 7 estate.

b. Linda Lawyer may keep the entire fee payment because it was paid before the services
were rendered.

C. Linda Lawyer can be required to return $500 because the fee payment exceeded the
reasonable value of the services to Donna by that amount.

d. Linda Lawyer can be required to return the entire fee payment because the services
were of no benefit to the Chapter 7 estate.

1°B is correct because B03 requires at least three creditors because Don has more than twelve
creditors. That requirement diminates A and D. C isincorrect because the unsecured portion of the
petitioning creditor's claims must exceed $10,775 (in 1999). Findly, the dispute with Ellen is not "bona
fide" and the fact that the payments to Betty are current does not prevent her from joining the petition
under B03.

C is correct because B29(b) gives the court power to review atorney's fees paid within one year
prior to bankruptcy, even though the fee was paid by athird party and even though the attorney has not
applied for compensation. Thus, A isincorrect. B isincorrect because it focuses on a preference
element that is not relevant under B29. D isincorrect because benefit to the estate is not relevant
because the fees were not paid from the estate.



FACT PATTERN D [For Questions 18 - 20]

Don Debtor owes $500,000 in non-contingent, liquidated, unsecured debts and, in addition,
owes Big Bank $250,000 on a purchase-money mortgage loan secured by hishome. Five months ago,
Don filed a petition under Chapter 7 of the Bankruptcy Code. As of the time of filing, Don=s home had
dropped in value to only $100,000.

[18]*® In Don's Chapter 7 case:

a Big Bank's secured claim will be $250,000.

b. Big Bank's secured claim will be $150,000.

C. Big Bank's unsecured claim will be $250,000.

d. Big Bank's unsecured claim will be $150,000.

ADDITION TO FACT PATTERN D [For Questions 19 - 20]

A month ago, Don received a discharge under ' 524 of the Barkruptcy Code. The Chapter 7
trustee had filed a"no asset” report, so there was no didtribution to creditors.

[19]*° Don'sdischarge will:
a enjoin the Big Bank from attempting to collect its claim by foreclosing on Don's home.

b. enjoin the Big Bank from attempting to collect its clam by garnishing Don's next
paycheck.

C. not enjoin Big Bank's collection activity because there was no distribution to creditors.

d. not enjoin Big Bank's collection activity because the Bankruptcy Code provides specia
protection to claims secured by red edtate that is the debtor's principal residence.

8D js correct because B06(a) bifurcates an under-secured creditor's claim into secured and
unsecured portions. Here Big Bank will have two claims: an unsecured claim of $150,000, and a
secured claim of $100,000.

9B is correct because the discharge only enjoins enforcement of claims as a persond liability of the
debtor. Thus, A isincorrect because the discharge does not prevent enforcement of the mortgage lien.
C isincorrect because the amount of digtribution isirrelevant to the discharge question. D isincorrect
because the specid treatment of home mortgages does not apply in Chapter 7 cases.



[20]*° If Don filed a petition under Chapter 13 today, which of the following statements is the most
accurate?

a Don=s petition would be dismissed because serid filings are prohibited.
b. Don=s petition would be dismissed if filed in bad faith.

C. Big Bank's surviving rights againgt Don and his property would not condtitutea"clam'
under the Bankruptcy Code.

d. Don would beindigible for Chapter 13 because of the $500,000 in non+contingent,
liquidated unsecured debts.

STAND ALONE QUESTION

[21]* Assume that Don Debtor is an individua and that both he and Pam Partner are general partners
inthe law firm of Partner & Debtor. In addition, Don Debtor owns 10 percert of the
outstanding stock in Corporation Inc. If Don Debtor files bankruptcy, which of the following is
not necessarily an "ingder” under the Bankruptcy Code?

a The firm of Partner and Debtor.
b. Pam Partner.

C. Pam Partner's son.

d. Corporation Inc.

FACT PATTERN E [For Questions 22 & 23]

Fred Fraud set up a corporation named Frauds R Us Inc. to operate a"ponzi" scheme. Under
the scheme, Fred would promise extremely high returnsin order to persuade investorsto invest their life
savings with Frauds R Us Inc. In order to keep the scheme going, Frauds R Us Inc. would use the
money from later investors to pay off the earlier investors. Ultimately the scheme collapsed and the
defrauded investors filed separate class actions againgt both Fred and Frauds R Us, Inc. in state court.

B s correct under Johnson v. Home State Bank, 111 S.Ct. 2150 (1991). Johnson also rejects
both A and D. Cisincorrect because those debts were discharged in the prior Chapter 7 case.

2D iscorrect. Under 201, the partnership, his general partner, and his generd partner's relative are
dl ingders. Thus A, B, & C areincorrect. Although theinsder definition dso includes "affiliates’, 201
defines affiliate to require that the debtor hold at least 20 percent of the corporation’s stock.



The Frauds R Us Inc. suit has not yet been sat for trid. The suit againgt Fred did go to trid and the jury
found that Fred had engaged in fraud and awarded damages againgt him and in favor of the investor-
plantiffs. Under the rlevant state law, the preponderance of the evidence standard appliesin fraud
actions. Fred did not apped, and the judgment became final severd months ago. Last week, one of
the investor- plaintiffs garnished Fred's bank account. Both Fred and Frauds R Us Inc. immediately filed
petitions under Chapter 7 of the Bankruptcy Code.

[22]%* Inthe Frauds R Us Inc. Chapter 7 case, the claims of the investors:

a

b.

d.

will be discharged because Frauds R Us Inc. is a corporation.

will be discharged because the suit was till pending and the claims were unliquidated at
the time the petition in bankruptcy was filed.

will not be discharged because Frauds R Us Inc. obtained the investors funds through
actud fraud.

will not be discharged because Frauds R Us Inc. is a corporation.

[23]* Assumetha one of the investor-plaintiffsin the state court action assarts that Fred's debt to the
investor is nontdischargeable because of fraud. Which of the following statementsis the most
accurate?

a

The gate court finding of fraud will be given collateral estoppd effect in the
dischargeability action because the discharge is limited to honest debtors.

The gtate court finding of fraud will be given collatera estoppd effect in the
dischargeability action because the "preponderance of the evidence' standard appliesto
such non-dischargesbility actions.

The gate court finding of fraud will not be given collaterd estoppd effect in the
dischargeability action because the state court finding was based on the " preponderance
of the evidence' standard of proof, rather than the "clear and convincing” standard.

The gate court finding of fraud will not be given collaterd estoppd effect in the
dischargeability action because the usud collaterd estoppel rules do not gpply in
bankruptcy.

2D js correct because 727(a)(1) limits the Chapter 7 discharge to individuals. Thus, A isincorrect.
B isincorrect because the Code's expandve definition of “clam” includes unliquidated clams. Cis
incorrect because the 523 exceptions to discharge apply only to individuas.

3B s correct under Grogan v. Garner, 111 S.Ct. 654 (1991). C and D were rejected by Grogan




STAND ALONE QUESTION

[24]** If aChapter 11 debtor receives a discharge, the debts are discharged:

a when the plan is confirmed, whether or not the debtor makes any of the scheduled
payments under the plan.

b. when the first payment is made under the plan, whether or not the debtor makes any of
the additional scheduled payments under the plan.

C. when there has been substantia consummetion of the plan.
d. when dl of the scheduled payments under the plan have been made.

FACT PATTERN F [For Questions 25 - 29]

This morning Donna Debtor filed a petition under Chapter 7 of the Bankruptcy Code. Three
years ago, Donna fraudulently conveyed Blackacre to her mom. However, she made no attempt to
conced the transfer, beieving correctly that her creditors were too unsophisticated to attack the
transfer. Under the relevant sate fraudulent conveyance law, only those creditors who held claims
againg Donna a the time of the trandfer can avoid it as fraudulent. A five-year satute of limitations
gppliesto such actions. Two years ago, Donnds fortunes improved briefly and she paid off dl of her
old creditors except Connie Creditor, who gill holds a $3,000 unsecured claim againgt Donna. Since
then, Donna's financia situation has deteriorated, and she now owes atota of $100,000 in unsecured
debt (including Connie's claim). Assume that Blackacre is worth $50,000.

[25]% If the Chapter 7 trustee atacks the transfer of Blackacre to mom, which of the following
statements is the most accurate?

a The trustee can recover only $3,000 because that is the amount of Connie Creditor's
dam.

b. The trustee can recover $50,000 because Connie Creditor's claim is an alowable
unsecured claim.

C. The trustee can not avoid the transfer because it occurred more than one year ago.

d. The trustee can not avoid the transfer because the avoidance action belongs to Connie

A is correct under 2141(d)(1)(A). Thus, B, C, and D are incorrect.

B s correct because B44(b) dlows the trustee to avoid any transfer that is voidable by a creditor
holding an alowable unsecured clam. Thus, D isincorrect. A isincorrect because 544 does not limit
the avoiding power to the amount of the creditor'sclaim. C isincorrect because the one-year limitetion
aoplies only under 548.



Creditor and can not be asserted by the edtate.
[26]*° If the trustee objects to Donna's discharge under '727 on the basis of the fraudulent transfer to
mom, which of the following satementsis the most accurate?

a The discharge will be denied because the bankruptcy dischargeis available only to an
"honest debtor,” and Donnas fraudulent intent shows that she is not honest.

b. The discharge will be denied because Donna did not purge the fraud by reversing the
trandfer prior to filing her petition in bankruptcy.

C. The discharge will be granted because only Connie Creditor has standing to raise an
objection to discharge based on that ground.

d. The discharge will be granted because the transfer occurred more than one year ago.

ADDITION TO FACT PATTERN F [For Questions 27 - 29]

Donna aso owesthe IRS $10,000 for income taxes from two years ago. Donna properly filed
the tax return on April 15th of last year showing that the $10,000 in taxes were due. However, she has
not yet paid them, despite demand by the IRS. Although the IRS attempted to file atax lien againgt
Donnatwo months ago, the local agent got confused and filed it in the wrong county.

[27] Assumethat the IRS receives notice of Donnals bankruptcy, but failsto file atimely
proof of clam for the tax debt. Which of the following statementsis the most accurate?

a The tax debt will be discharged.
b. The tax debt will be subordinated to dl timely filed claims.

C. The doctrine of sovereign immunity will prevent the bankruptcy court from dedling with
the tax debt.

d. The Chapter 7 trustee may file aproof of claim for the tax debt.

%D js correct because 727(a8)(2) is limited to transfers within one year before bankruptcy. Further,
snce Donnadid not conced the transfer, the fraud can not be considered to have continued into the
one-year period.

%D is correct under B01(C). A isincorrect because the tax debt islessthanthree yearsold. B is
incorrect because priority claims are not subordinated even if tardily filed under 726(a)(1). Cis
incorrect because 206 waives federal sovereign immunity.



[28]% If the IRS asserts atax lien against any property of the estate, which of the following statements
is the most accurate?

a The trustee could avoid the tax lien because it was filed less than 90 days ago.
b. The trustee could avoid the tax lien because it was filed in the wrong county.
C. The trustee could not avoid the tax lien because it isa Adatutory lien.@

d. The trustee could not avoid the tax lien because it secures atax debt that is less than
three years old.

[29]%® Assume that the trustee recovers Blackacre (value = $50,000) and $10,000 in additional
asts, for atotd estate of $60,000. Assume that Donna claims no exempt property. Also
assume that the bankruptcy court alows the trustee reasonable compensation of $1,000, and
that there are no other adminidrative expenses. Findly, assumethat al creditorsfile imely
proofs of claim, and that the IRS tax lien is avoided by the trustee. Donnas estate will be
digributed in the following order of priority:

a fird, the trustee will receive $1,000; second, the IRS will receive $10,000; third,
Connie Creditor will receive $3,000; and fourth, the creditors holding the remaining
$97,000 in unsecured clams will share the remaining $46,000 pro rata.

b. fird, the trustee will receive $1,000; second, the IRS will receive $10,000; and third,
Connie Creditor and the creditors holding the remaining $97,000 in unsecured claims
will share the remaining $49,000 pro rata.

C. firg, the trustee will receive $1,000; second, the IRS, Connie Creditor, and the
creditors holding the remaining $97,000 in unsecured daims will share the remaining
$59,000 pro rata.

d. the trustee, the IRS, Connie Creditor, and the creditors holding the remaining $97,000
in unsecured clams will al share $60,000 pro rata.

%8B s correct under the B45(2) power to avoid unperfected statutory liens. Thus Cisincorrect. A
isincorrect both because the filing was ineffective and because 547(c)(6) would have protected it from
attack had it been effective. D incorrectly focuses on atax discharge factor that has no gpplication to
lien avoidance.

B jscorrect. The trustee's fee comes first under 807(a)(1). The tax debt falls within the three-year
period under B07(a)(7), 0 it comes next. All other unsecured claims come after the 307 claims and
share pro rata under 726(a)(2) & (b), even though Conni€'s status was used to recover Blackacre.



STAND ALONE QUESTION

[30]* Absent an extension, if you wish to take an appea from a bankruptcy court judgment in a core
proceeding, your notice of gpped mus befiled:

a within ten days of entry of the judgment.

b. within twenty days of entry of the judgment.
C. within thirty days of entry of the judgment.
d. within ninety days of entry of the judgment.

FACT PATTERN G [For Questions 31 - 35]

Five years ago, Debtor Inc. entered into alease of office space with Lessor Inc. The term of the lease
was ten years, and the monthly rental of $10,000 was due on thefirst of each month. The lease
agreement absolutely prohibited any assignment of Debtor Inc.'s rights under the lease, and prohibited
any subletting of the premises. Those provisions were vaid and enforceable under the relevant state
law. In addition, the lease agreement expressy provided that the filing of a petition in bankruptcy was a
default, automatically terminating the lease and entitling Lessor Inc. to immediate possession of the
premises. Debtor Inc. missed the lease payment due on the 1t day of last month. On the 15th day of
last month, Debtor Inc. filed a petition under Chapter 11 of the Bankruptcy Code. Under the lease
agreement, the failure to make alease payment when due condtitutes a default, giving Lessor Inc. the
option to terminate the lease upon written notice to Debtor Inc. Lessor Inc. has taken no action with
respect to Debtor Inc.'s missed payment.

[31]*" Which of the following Statements is the most accurate?

a Debtor Inc.'s bankruptcy estate includesiits rights under the lease because those rights
were legd interests of Debtor Inc. in property on the 15th day of last month.

b. Debtor Inc.'s bankruptcy estate does not include its rights under the lease because of
the provision in the lease agreement prohibiting assgnment.

C. Debtor Inc.'s bankruptcy estate does not include its rights under the lease because
Debtor Inc. isin default because it missed the lease payment due on the 1t day of last
month.

%A is correct because Bankr. Rule 8001(a) requires atimely notice of appea and Bankr. Rule
8002(a) sets a 10-day time period. All other answers are incorrect because they reflect other
commonly used time periods under the Federd Rules.

A is correct under B41(a)(1). B and D are rejected by B41(c)(1). Cisincorrect because the
payment default did not terminate Debtor Inc.'s interest under the lease.



d. Debtor Inc.'s bankruptcy estate does not include its rights under the lease because Debtor

Inc. isin default because it filed a petition in bankruptcy.

[32]% Assumethat the Debtor Inc. has the ability to perform its future obligations under the lease. If
Debtor Inc. wishes to continue using the leased premises, which of the following statementsis
the most accurate?

[33 33

a

Debtor Inc. can assume the lease over Lessor Inc.'s objection if it promptly pays Lessor
Inc. $10,000.

Debtor Inc. can assume the lease over Lessor Inc.'s objection if it promptly dismissesits
bankruptcy case.

Debtor Inc. can not assume the lease over Lessor Inc.'s objection because Debtor Inc.
isin default for filing bankruptcy.

Debtor Inc. can not assume the lease over Lessor Inc.'s objection because Debtor Inc.
isin default for failing to make the lease payment due on the 1t day of last month.

Assume that during the firgt three months after the case was filed the management of Debtor Inc.
was pre-occupied with other matters and took no action with respect to the lease other than to
make the regularly scheduled post-petition monthly lease payments. Which of the following
datements is the most accurate?

a

Debtor Inc. can assume or reject the lease at any time before the confirmation of its
plan, unless the court orders otherwise.

Debtor Inc. is deemed to have assumed the lease by making the current monthly
payments.

Debtor Inc. can not assume the lease because it is deemed rejected.

Debtor Inc. can not assume the lease because it istoo late to promptly cure defaults.

¥4 is correct under B65(b)(1). Thus, D isincorrect. B and C are incorrect because "bankruptcy
default” clauses need not be cured. See B65(b)(2).

%C is correct because anon-residential real estate lease is deemed rejected after 60 days under ?
365(d)(1). Therule stated in A applies only to residential real estate and persond property leases. B is
incorrect because the mere continuation of payments does not congtitute an assumption. D isincorrect
because, but for C, three months would not too late to cure defaullts.



[34]* Assumethat under the relevant state law, when alease is breached, the lessor has no duty to
mitigate damages, but is entitled to damages equd to the full amount of rent to be paid for the
remainder of the origind leaseterm. If Debtor Inc. rgjects the lease immediately after filing
bankruptcy, and if five years remain of the origina lease term, then:

a Lessor Inc. will have an adminigtrative expense clam equa to five year's rent under the
lease (not considering the unpaid lease payment that was due on the 1t day of last
month).

b. Lessor Inc. will have an administrative expense clam equa to one year's rent under the
lease (not considering the unpaid lease payment that was due onthe 1t day of last
month).

C. Lessor Inc. will have agenera unsecured clam equd to five year's rent under the lease
(not consdering the unpaid |ease payment that was due on the 1<t day of last month).

d. Lessor Inc. will have agenerd unsecured claim equa to one year's rent under the lease
(not considering the unpaid lease payment that was due on the 1<t day of last month).

[35]% If Debtor Inc. assumes the lease, which of the following statements is the most accurate?

a Debtor Inc. can assign the lease to athird party over Lessor Inc.'s objection if thereis
adequate assurance that the assignee can perform the future obligations under the lease.

b. Debtor Inc. can assign the lease to athird party over Lessor Inc.'s objection if Debtor
Inc. also remains liable for the performance of the future obligations under the lease.

C. Debtor Inc. can not assign the lease to athird party over Lessor Inc.'s objection
because of the lease provision prohibiting such assgnments.

d. Debtor Inc. can not assign the lease to athird party over Lessor Inc.'s objection unless
Lessor Inc.'s refusal to consent to the assgnment is unreasonable.

STAND ALONE QUESTION

[36]* Big Bank has avaid and perfected lien on atruck belonging to the debtor. The debtor wishes

¥D iscorrect. Firgt, the rgjection of the lease constitutes a pre-petition breach under B65(g).
Second, B02(b)(6) limits ared estate lessor's claim to the rent for the greater of one year or 15% of
the remaining lease term (8 months here).

*A is correct under B65(f). C and D areincorrect because B65(f)(1) overrides the restriction on
assgnment. B isincorrect because B65(k) relieves the estate from further liability on the assigned lease.

%C is correct under Assoc. Commercia Corp. v. Rash, 117 S.Ct. 1879 (1997). Thus, A, B and D
areincorrect. Although some courts actudly use an average vaue, C is a better answer than D because




to retain the truck and cram down the secured claim in higher Chapter 13 plan. If the court
wishes to determine the vaue of the truck for cram down purposes, which of the following
gatements is the most accurate?

a The court should use the foreclosure sale value of the truck .

b. The court should use the wholesade vaue of the truck.

C. The court should use the replacement vaue of the truck.

d. The court should use the average of the foreclosure sale vaue and the replacement
vaue.

FACT PATTERN H [For Questions 37 & 38]

At the time that Furniture Store Inc. filed its petition under Chapter 11 of the Bankruptcy Code,
the Big Bank had avdid security interest in dl of Furniture Store Inc.'s inventory, and accounts
receivable. The security agreement aso granted the Big Bank a security interest in any proceeds of
thoseitems of collaterd. Big Bank had properly perfected its security interest. Since the Chapter 11
filing, Furniture Store Inc. has remained in possession of its assets and has continued to operate its
business as a debtor in possession.

[37]*" In order for Furniture Store Inc. to sl its inventory in the ordinary course of business, the
Bankruptcy Code requires:

a that Big Bank consent.
b. that the court authorize the sale after notice and a hearing.
C. neither consent nor court authorization.

d. that the proceeds of the saes be remitted directly to Big Bank.

it correctly states the applicable lega standard.

37C is correct because B63(c)(1) permits ordinary course sdles of collaterd if the business of the
debtor is authorized to be operated. Thus, A and B areincorrect. D isincorrect because 363 does
not require remittance of sale proceeds.



[38]® Assume that Furniture Store Inc. sold some inventory for cash and wishes to use that cash in the
ordinary course of its busness. Which of the following statementsis the most accurate?

a Furniture Store Inc. can use the cash in the ordinary course of business only if Big Bank
consents.
b. Furniture Store Inc. can use the cash in the ordinary course of business only if the court

authorizes the use of the cash after notice and a hearing.

C. Furniture Store Inc. can use the cash in the ordinary course of businessif ether Big
Bank consents or the court authorizes the use of the cash after notice and a hearing.

d. Neither consent nor court authorization are necessary in order for Furniture Store Inc.
to use the cash in the ordinary course of business.

STAND ALONE QUESTION

[39]* For severd years, Don Debtor worked as a computer programmer a the main office of alarge
national corporation in Atlanta, Georgia. During that time, Don's resdence, domicile, and dl of
his assets were located in Atlanta, which isin the Northern Didrict of Georgia. Recently, Don
was transferred to the Nashville, Tennessee, branch office of hisemployer. Exactly 60 days
ago, Don moved to Naghwille, taking dl of his assets with him. Don bought a nice homein
Nashville and has no plansto leave. Nashvilleislocated in the Middle Didrict of Tennessee. |If
Don wishesto file a petition in bankruptcy today, which of the following Satementsis the most
accurate?

a The petition may be filed in the Middle Didrict of Tennessee, because Don now resides
there.

b. The petition may be filed in the Middle Didrict of Tennessee, because dl of Don=s
assets are now located there.

C. The petition may be filed in the Northern Didtrict of Georgia because the principd office
of the business for which Don works is located there.

d. The petition may be filed in the Northern Didtrict of Georgia because Don resided there

¥C isthe best answer because B63(c)(2) prohibits use of cash collateral absent either consent or
court authorization. Thus, D isincorrect. Both A and B are incorrect because they each list only one of
those dternatives.

¥D is correct because 28 U.S.C. 2408 provides that, in cases where the debtor's residence has
changed, the case mugt be filed in the district where the debtor resided for the longer portion of the 180
days preceding thefiling. Thus, A isincorrect. Smilarly, B isincorrect because the 180 day rule dso
gppliesto the ? principal assats? test. Cisincorrect because it states the rule that would apply if Don's
employer wished to file bankruptcy.



until 60 days ago.
FACT PATTERN I [For Questions 40 & 41]

Prior to bankruptcy, Debtor Inc. contracted with Builder Inc. to remodel Debtor Inc.'s offices.
Debtor Inc. paid for the work in advance, but haf way through the remodding project, and without any
judtification, Builder Inc. walked off the job, breaching the contract. The damagesto Debtor Inc.
resulting from Builder Inc.'s breach of the contract exceed $100,000. The breach occurred on January
15, 1990. Two years later, on January 15, 1992, Debtor Inc. filed a petition under Chapter 11 of the
Bankruptcy Code. On May 1, 1992, the case was converted to a case under Chapter 7 and a Chapter
7 trustee was appointed. There is no diversity of citizenship between Debtor Inc. and Builder Inc.

[40]*° If Debtor Inc.'s Chapter 7 trustee wishes to bring suit against Builder Inc. to recover damages
on a state law-based breach of contract claim, which of the following statements is the most
accurate?

a The lawsuit may befiled in federal court because it arises under bankruptcy law.

b. Thelawsuit may befiled in federd court because it affects the liquidation of the assets of
the estate.

C. The lawsuit may not befiled in federd court because it involves only a gtate-law dam
and thereis no diversity of atizenship.

d. Thelawsuit may not befiled in federal court because the claim did not arisein the
bankruptcy case.

“OB is correct because 28 U.S.C. 2334(b) extends federal jurisdiction to "related to" matters,
including gate law claimsthat do not satisfy the normd diversity requirement. Thus, C isincorrect.
[Although there is an argument that Article 111 requires diversity for such state law-based clams, B is il
the better answer.] A isincorrect because this claim does not arise under bankruptcy law. D is
incorrect because “arising in” jurisdiction is merely an dternative to “related to” juridiction.



[41]*" Assumethat the rlevant state Statute of limitations requires that actions based on contracts be
brought within three years of the breach. If the Chapter 7 trustee wishes to bring suit againgt
Builder Inc. to recover damages on a state law-based breach of contract claim, which of the
following statements is the most accurate?

a The lawsuit must be filed within three years of the breach of contract.
b. The lawsuit must be filed within two years of the Chapter 11 petition dete.

C. The lawsuit must be filed within two years of date on which the case was converted to
Chapter 7.

d. The lawsuit must be filed before the case is closed or dismissed.

STAND ALONE QUESTION

[42]* Millie Millionaire owns and operates the Lone Star Saloon as a sole proprietorship. The
busnessisin terrible financia shape. However, Milli€s private finances are in great shape
overdl, duein large part to her inherited wedth. If Millie wishes to reorganize the Lone Star
Saoon under the Bankruptcy Code, then:

a ajoint petition must be filed by both Millie Millionaire and the Lone Star Saloon.

b. a petition must befiled by Millie Millionaire, individudly, in which case dl of Millies
assets will be administered by the bankruptcy court.

C. apetition must be filed by the Lone Star Saloon.
d. apetition must befiled by Millie Millionaire, on behdf of the Lone Star Sdoon, in which

case only the assets related to the Lone Star Saloon will be administered by the
bankruptcy court.

“IB is correct because 208(a) extends any unexpired limitation period to the |ater of the end of the
origind limitations period or two years after the order for relief. Thus, C and D areincorrect. Since
two years after the order for rdlief islater than the origina three-year limitation period, A isincorrect.

“B s correct, because the Lone Star Saloon, as a sole proprietorship, is not an entity that may be a
debtor under 209.



FACT PATTERN J[For Questions 43 - 45]

Two years ago, Don Debtor gpplied for aloan through Big Bank's "ingtant phone loan”
program. Under that program, Don provided the loan gpplication information to the loan officer by
telephone. When the loan officer asked Don about his financia condition, Don fraudulently exaggerated
the value of his assets and omitted severa of his debts. Based on the fase financid information
provided by Don, the loan officer approved the loan. The next day, Don stopped by the Big Bark,
signed the loan note and received the loan proceeds. Big Bank has since discovered Don's fraud.
When Big Bank heard that Don was consdering filing a petition under Chapter 7 of the Bankruptcy
Code, the loan officer called Don and told him that the Big Bank would "block his discharge and raise
al sortsof hell" if hetried to get out of the loan. After some discusson, Don and the loan officer agreed
that Don would omit the Big Bank loan from his bankruptcy schedules so that the debt would pass
through the bankruptcy unaffected. In exchange, the Big Bank agreed not to object to Don's discharge.

A week later, Don filed a petition under Chapter 7 of the Bankruptcy Code, but did not list the Big
Bank loan in his schedules. The next day Don cdled the loan officer on the telephone to tell him thet he
had filed bankruptcy and that he had complied with the agreement by leaving the Big Bank loan off his
schedules. The Big Bank never received any officid notice of Don's bankruptcy.

[43]* If the Big Bank takes no further action, which of the following statements is the most accurate?

a The loan debt will be discharged because Don told the loan officer aout his
bankruptcy.

b. The loan debt will be discharged because the Big Bank has unclean hands.
C. Theloan debt will not be discharged because its claim was not listed in Don's schedules.

d. Theloan debt will not be discharged because Don fraudulently induced the Big Bank to
make the loan.

“3A is correct under 523(a)(3) because the Big Bank had actua knowledge of the bankruptcy.
Thus Cisincorrect. D isincorrect because the 523(a)(2) "fraud" exception to discharge must be raised
in the bankruptcy case. See 523(c).



[44]** Asaresult of Don's agreement with the Big Bank and his omission of that debt from his
schedules:

a Don has committed afederd crimind offense.
b. Don has regffirmed the Big Bank |oan debt.
C. Don can be denied a discharge under Chapter 7.
d. both (a) and (c) are correct.
[45]*  Assume that, despite the agreement with Don, the Big Bank files atimely proof of clam and
timely files an adversary proceeding to have its daim held non-dischargeable. Which of the

following statements is the most accurate?

a The loan debt will be discharged because the bankruptcy court will grant Don specific
performance of the Big Bank's agreement not to object to Don's discharge.

b. The loan debt will be discharged because Don's |oan application was taken over the
phone.

C. Theloan debt will not be discharged because Don acted with an actua fraudulent intent.

d. Theloan debt will not be discharged because the fraud occurred |ess than three years
prior to bankruptcy.

FACT PATTERN K [For Questions 46 - 48]

Don Debtor, an automobile mechanic, paid $100,000 for his home when he purchased it (10)
years ago. Don made a $10,000 cash down payment and obtained an $90,000 purchase money
mortgage from the Big Bank. Two years ago, Don refinanced his mortgage with Big Bank. Since the
home had gppreciated in vaue, Big Bank was willing to loan Don more than the remaining balance on
the origina loan. Don used the extraloan proceeds to pay off acar loan and the balances on severa
charge cards. Unfortunately for Don, he did not cancel the charge cards. Exactly two months ago, he

“D isthe best answer. C is correct because Don's omission of the debt from his schedules dlearly
violates the 727(a)(4)(a) "fase oath" objection to discharge, and arguably the agreement with the Big
Bank aso violates the 727(8)(4)(c) "receipt of advantage for forbearing to act” objection to discharge.
Ciscorrect because these dso congtitute "bankruptcy crimes' under 18 U.S.C. 252.

B is correct because under B23(a)(2)(B) afase statement of financia condition must bein writing
before it can support a non-dischargeablity action. Thus, C isincorrect.



filed a petition under Chapter 7 of the Bankruptcy Code. Assume that the total mortgage debt as of the
date of bankruptcy was $120,000 and that interest was accruing at the rate of $1,000 per month.
Assume aso that Don Debtor will be liable for any deficiency upon foreclosure of the Big Bank's
mortgage.

[46]*° Assume the vaue of the homeis $150,000. Which of the following statements is the most
accurate?

a Two months after the petition wasfiled, the total amount of the Big Bank's dlowable
secured claim is $120,000.

b. Two months &fter the petition was filed, the total amount of the Big Bank's alowable
secured claim is $122,000.

C. Big Bank is entitled to have the automatic stay lifted because the home is not necessary
to an effective reorganization.

d. Both (a) and (c) are correct.

[47]* Assumethe value of the homeis $120,000. Which of the following statementsis the most
accurate?

a Two months after the petition wasfiled, the total amount of the Big Bank's dlowable
secured claim is $120,000.

b. Two months &fter the petition was filed, the total amount of the Big Bank's alowable
secured claim is $122,000.

C. Big Bank is entitled to have the automatic stay lifted because the home is not necessary
to an effective reorganization.

d. Both (a) and (c) are correct.

“®B is correct because under B06(b), an oversecured creditor may continue to accrue interest on its
dam post-petition. Cisnot correct because B62(d)(2) dso requires alack of equity.

“’D isthe best answer. A is correct because we now have both lack of equity and no effective
reorganization (thisis a Chapter 7 case). Cis correct because 506(a) and B502(b) combineto limit the
clam to the amount due as of the filing date.



[48]*® Assume the value of the home has dropped to $110,000, and assume that the balance due on
the Big Bank mortgage is $120,000. If the Chapter 7 trustee sdlls the home (with the Big
Bank's consent) for $110,000, which of the following statements is the most accurate?
a The Chapter 7 estate has a taxable gain of $10,000 on the sdle.
b. Don has ataxable gain of $10,000 on the sale.
C. Don has atax loss of $10,000 on the sde.

d. Don will have taxable income when he receives a discharge of the remaining
indebtedness to the Big Bank under ' 524 of the Bankruptcy Code.

FACT PATTERN L [For Questions 49 & 50]

Ten months prior to filing her petition under Chapter 7, Donna Debtor sold her home to Bob
Badman for $50,000 because she needed the money to pay off some debts. Donna had no fraudulent
intent and actualy believed that $50,000 was afair price. Infact, the fair market vaue of the home at
the time of the sde was actually $100,000. Bob had no other connection or relationship with Donna,
However, he was acting in bad faith, he knew what the house was worth, he knew that Donna was
insolvent and in a desperate financia condition, and he knew that he was taking advantage of her. At dl
relevant times, Donna was insolvent.

[49]*° Which of the following statements is the most accurate?

a The Chapter 7 trustee can not avoid the sale because it occurred more than 90 days
before the filing of the Chapter 7 petition.

b. The Chapter 7 trustee can not avoid the sale because Donna lacked actua fraudulent
intent.

C. The Chapter 7 trustee can avoid the sale because Bob Badman acted in bad faith.

d. The Chapter 7 trustee can avoid the sde if the court finds that $60,000 is not
reasonably equivalent to $100,000.

“Only A is correct, because the transfer from the debtor to the estate is not a taxable event. The
estate acquires the debtor's basis of $100,000 and (absent an abandonment) hasagain upon sale. See
In re Bentley, 916 F.2d 431 (8th Cir. 1990). D isincorrect because the discharge of indebtednessin
bankruptcy does not result in taxable income.

“D is the best answer because 548 avoids constructively fraudulent transfers where the debtor
recaives |ess than areasonably equivaent vaue, without regard to intent.  Thus, B and C are incorrect.
[The good faith issue raised by C goesto Bob's rights to recover what he paid under 548(c).] A
incorrectly focuses on a preference eement which does not gpply under 548.



[50]* Assume that the trustee successfully avoids the sdle. Which of the following statements is the
most accurate?

a

b.

The Chapter 7 trustee may recover either Donna's home or its value.
Donnamay assart her exemption rights in the recovered home,
Bob Badman is entitled to a $60,000 lien on the home.

Bob Badman is entitled to a $60,000 credit against the Chapter 7 trustee=s $100,000
avoidance recovery.

A isthe best answer under B50(8). B isincorrect under 522(g) because the transfer was a
voluntary one. C and D are incorrect because 548(c) protects only those transferees who act in good

faith.



