
IN THE UNITED STATES BANKRUPTCY COURT  
DISTRICT OF MINNESOTA 

 
 

IN THE MATTER OF: 
PAUL HANSMEIER     CHAPTER 7 CASE NO. 15-42460 
 
 
DEBTOR  
 
 

COMPELLING BARBARA MAY TO TURN OVER ESTATE PROPERTY 

seeking turnover of the funds 

. These funds are being held in trust by 

The funds do not belong to the Chapter 7 

estate. The Court should funds to be released to Debtor. 

I. Factual Background. 

Debtor filed a Chapter 13 Petition on July 13, 2015. Dkt. 1. 

proposed to pay his creditors in full with interest. Id. Debtor  to 

make payments of $2,690 per month until the plan was completed. Id.  

$72,000. Id. at 9. During the pendency of this case (but prior to its conversion to Chapter 7) 

expenses in the ordinary course, including wages to Debtor. Declaration of Paul Hansmeier, 

March 17, 2016. The receivables were fully depleted on or before mid-September 2015. Id. 

Debtor spent the wages he received from his law practice to pay for ordinary living 

expenses and to make his Chapter 13 plan payments. Id. Debtor has actively participated in his 

law practice throughout the pendency of this case. Id. significant new 

value to his law practice. Id. 
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Debtor began making payments to the Chapter 13 Trustee pending the confirmation of 

his Chapter 13 plan. Id. Debtor made payments on or around: August 12, 2015; September 23, 

2015; October 23, 2015; and November 23, 2015. Id. Debtor made the payments required of him 

  terminated payment 

obligations. Dkt. 71. At the time of the conversion, $10,169.81 of undistributed funds remained 

 Dkt. 71. It is these funds that the Chapter 7 Trustee seeks 

to have turned over to the Chapter 7 estate.  

Shortly after the Court converted this case to Chapter 7, the Chapter 13 Trustee was 

preparing to return the undistributed funds to Debtor. Dkt. 76. The Chapter 7 Trustee objected to 

, demanding that the funds be turned over to the 

Chapter 7 estate instead. Id. Placed between these competing claims, the Chapter 13 Trustee 

pending the Court

of the proper distribution of the funds. Id. The Chapter 7 Trustee has completed its discovery. 

The review. 

II. Argument. 

The Trustee argues that the funds Debtor used to fund his Chapter 13 plan are the 

property of the Chapter 7 estate. Debtor respectfully . 

A. Standard of Review. 

In a Chapter 13 proceeding, post-

§ 1306(a), and may by collected by the Chapter 13 trustee for distribution to creditors, § 

1322(a)(1). In a Chapter 7 proceeding, those earnings are not estate property; instead they belong 

to the debtor. See § 541(a). Conversion from Chapter 13 to Chapter 7 does not commence a new 

bankruptcy case. The existing case continues along another track, Chapter 7 instead of Chapter 
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Chapter 7 case created by conversion is defined by § 348(f)(1)(A): 

"[P]roperty of the [Chapter 7] estate in the converted case shall 
consist of property of the estate, as of the date of filing of the [initial 
Chapter 13] petition, that remains in the possession of or is under 
the control of the debtor on the date of conversion." 

Se -petition wages, including undisbursed funds in 

the hands of a trustee, ordinarily do not become part of the Chapter 7 estate created by 

conversion. Harris v. Viegelahn, 135 S. Ct. 1829, 1837 (2015). 

B. The Truste . 

The Trustee begins by assuming 

the accounts receivables asset . Proceeding under this 

payments are an asset of the estate 

pursuant to 11 U.S.C. § 546(a)(6), which provides that a bankruptcy estate is comprised of 

 

C. . 

fails for three independent reasons foundational 

assumption, i.e. $72,000 

accounts receivables, fails as a matter of fact; (2)  Chapter 13 plan payments were not 

; and (3) 

plan payments were made from post-petition wages. 

1. Only One Of 
Chapter 13 Plan Payments Are Traceable To The Accounts Receivables 
That Existed At The Outset Of  Case. 

traceable to the accounts receivables identified 
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assumption is factually inaccurate. Debtor made four Chapter 13 plan payments. Only the first 

payment is traceable to an accounts receivable existing as of July 13, 2015. The final three 

payments are not. Thus reasoning, only $2,690 could theoretically 

belong to the Chapter 7 estate even though, for the reasons set forth in Sections 2 and 3, infra, 

as a matter of law not even the first payment belongs to the Chapter 7 estate. 

Debtor made Chapter 13 payments on or around: August 12, 2015; September 23, 2015; 

October 23, 2015; and November 23, 2015. Debtor made accounts receivables collections of 

$37,833.34 in July 2015, $17,500.00 in August 2015 and $28,344.00 in September 2015. 

Declaration of Paul Hansmeier, March 17, 2015. The total amount of these collections was 

$83,677.34. Thus, the $72,000 in accounts receivables was completely exhausted in mid-

September, i.e. prior to the time Debtor made his September 2015 payment.1 ment in 

August 12, 2015 was traceable to pre-petition 

payment was traceable to post-petition accounts receivables, as were his October and November 

payments. 

Debtor has produced substantial discovery regarding  accounts 

receivables, including a receivable pay down schedule, bank statements and copies of the 

instruments used to pay down the receivables. The Trustee does not rely on this directly-relevant 

information to make its case. Rather, the Trustee holds up a statement that Debtor made in an 

entirely unrelated context. In  

conversion order pending appeal, Debtor stated: 

The Bankruptcy Court has asserted that I liquated an estate asset 
when I used my accounts receivable. The accounts receivable were 
used to fund my law practice and to fund my Chapter 13 plan. My 

                                                           
1 The difference between $83,677.34 and $72,000, i.e. $11,677.34, is attributable to accounts 
receivables that were generated post-petition. 
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accounts receivable were earned and spent and earned again on a 
monthly basis, like any business.  

 
 statement was not made in response to discovery regarding 

receivables.  statement thus has minimal probative value with respect to that issue. 

 The purpose of  statement was 

of the accounts receivables in the ordinary course. The point Debtor was making with his 

statement was that the accounts receivables were liquidated in the ordinary course of running a 

law practice. As a result,  law practice generated wages for Debtor. Debtor used these 

wages to fund his Chapter 13 plan. Debtor also used the accounts receivables to fund ongoing 

new wages for Debtor, which Debtor used to fund his Chapter 13 plan. Debtor also used the new 

continuing the cycle outlined  

The liquidation of the accounts receivables was a natural and necessary step to allow 

Debtor continue operating his business and thus successfully complete his Chapter 13 plan

thereby paying his creditors in full, with interest. 

be or was, in fact, testimony regarding the traceability of the accounts receivables. Thus, 

s statement is not probative of what portion of the accounts receivables can be traced to 

his Chapter 13 payment plans.  

The Trustee attaches this 

 includes the documents that Debtor direct 

requests on the accounts receivables issue. The Court should place minimal weight on the 

erpretation of a statement made outside of the context of accounts receivables 
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discovery

Debtor produced. 

 Debtor does not dispute that the first payment he made is traceable to accounts 

receivables existing when . The final three payments, 

however, are not. The Trustee offers no probative evidence to the contrary. Instead, the Trustee 

relies on its interpretation of a statement that was made in an entirely different context.2 Thus, 

 reasoning, a maximum of $2,690 is within the Chapter 7 estate. The 

remaining funds should be returned to Debtor. 

2.  Payments 

Conversion. 
 

for the independent reason that plan 

payments 

Bankruptcy Code provides: 

[P]roperty of the [Chapter 7] estate in the converted case shall 
consist of property of the estate, as of the date of filing of the [initial 
Chapter 13] petition, that remains in the possession of or is under 
the control of the debtor on the date of conversion. 

11 U.S.C. § 348(f)(1)(A) (emphasis added).  plan payments were not within 

 conversion to Chapter 7. Once Debtor turned 

these funds over to the Chapter 13 Trustee he lost both possession and control of these funds. 

                                                           
2 
creditors. some of the funds that were 
collected are attributed to these accounts receivable were used to make Chapter 13 plan 

traceable to the accounts receivables. Plainly, however, the mere fact that some plan payments 
are traceable does not mean that all of the plan payments are traceable. 
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 that, to this very day, Debtor 

lacks possession or control of his Chapter 13 plan payments. 

 In its Brief , [C]ontention that when, 

essentially, he moved the accounts receivable from one of his pockets to another one of his 

, 2. But that is not what happened here. 

 accounts receivables in the ordinary course, used the proceeds to 

fund the operation of his law practice including by paying himself (and his employees) a 

reasonable wage. Then, Debtor used a portion of his wages to make a payment on his Chapter 13 

plan. Thus, Debtor did not simply move an asset from one of his pockets to another, as the 

Trustee describes it. Instead, in relevant part, Debtor moved an asset from his  

, into a post- , and finally into the 

pockets pla

conversion of this case to Chapter 7. 

 It is worth mentioning that there are substantial protections in the Bankruptcy Code 

against debtors depleting estate assets by moving assets 

Trustee characterizes it. For example, conversion of receivables to post-petition wages has no 

practical significance under Chapter 13, i.e. a Chapter 13 estate includes post-petition income. § 

1322(a)(1); see 8 Collier on Bankruptcy ¶ 1322.02[1] (A. Resnick & H. Sommer eds., 16th ed. 

2014).  Second, a debtor who strategically converts receivables to post-petition wages in 

anticipation of converting a case to Chapter 7 is subject to penalty of § 348(f)(2), 

which expands the Chapter 7 estate created by conversion to include post-petition wages. 
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here is no allegation here (nor could there be) that Debtor 

operated his law practice outside of the ordinary course. 

3. Post-Petition Income Is Outside Of The Estate Created By Conversion to 
Chapter 7. 

payments  post-petition wages. In Harris v. Viegelahn, 135 S.Ct. 1829 

(2015) the Supreme Court held that post-petition wages must be returned to a debtor when a 

ayments were derived from 

post-petition wages. Indeed, Debtor continued to work at and build substantial new value for his 

law firm after he filed his Chapter 13 petition thereby benefitting the Chapter 13 estate. Debtor 

did not simply wind down his practice and subsist on the liquidation of estate assets. Debtor is 

entitled to a return of these post-petition wages. 

The Trustee attempts to distinguish Harris 

Chapter 13 plan payments is traceable to the accounts receivable asset that existed when Debtor 

filed his Chapter 13 petition

payment is traceable to these accounts receivables. However, the mere fact that post-petition 

wages may be traced to an asset originally belonging to the estate does not mean that those 

wages necessarily belong to the estate. 

indeed, exclusively on § 541(a)(6). This statute 

roceeds, product, offspring, rents, or profits of or from 

property of the estate, except such as are earnings from services performed by an individual 

debtor after the commencement of the case

qualify for the exception. There is no dispute that Debtor continued working at his law practice 
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value to his law practice after the commencement of the case. Indeed, Debtor could have (but did 

not) liquidated his law practice, including the accounts receivables, and subsisted on liquidating 

distributions. It is neither unusual nor objectionable that Debtor received reasonable wages in the 

ordinary course of operating his business. The exception contained in § 541(a)(6) expressly 

excludes proceeds of estate assets that are traceable to post-petition services by an individual 

debtor, such as Debtor. The 

541(a)(6). 

Nor does the  position  the 

case of In re HMH Motor Services, Inc., 259 B.R. 440, 452 (Bankr. S.D. Ga. 2000), cited at page 

-petition 

earnings in a case which was converted from Chapter 11 to Chapter 7. The post-petition earnings 

were traceable to accounts receivables existing at the time the case was filed. Id. at 452. The 

HMH case is that the HMH debtor was a 

corporate debtor. See id. 

then, again, they represent post-petition earnings for services by a corporate, not individual 

 

Section 541(a)(6) does not apply to corporate debtors, such as the debtor in the HMH 

case. Instead, § 541(a)(6) applies to individual debtors, such as the Debtor in this case. The HMH 

HMH case hurts s position because it 

recognizes that post-petition wages can be returned to an individual debtor, even when the wages 

are derived from pre-petition accounts receivables. 

Harris case is that Debtor 

runs a business, instead of working as an employee for an unrelated business. Business owners 
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who file for Chapter 13 protection will necessarily liquidate estate assets in the ordinary course 

to continue reinvesting in and operating their business, including by paying themselves a 

reasonable wage. Section 541(a)(6) expressly recognizes this possibility and excludes the 

moneys received for post-petition services from the estate even if these moneys are a 

substantial protections against the possible misapplication of estate assets by debtors who 

continue to operate their businesses while in bankruptcy. These protections are discussed in 

detail in Section 2, supra.  

To hold that business owners are not entitled to the protections of the Harris decision 

would be to create a substantial disincentive for proceeding under Chapter 13. There is no sound 

reason to create this disincentive by creating an exception to the broad rule handed down by the 

Supreme Court in Harris. Certainly, nothing in Harris would support the creation of such an 

exception. 

A final point bears mentioning: a pattern is emerging in this case whereby the Trustee 

attempts to impugn Debtor at every turn with ad hominem attack is 

its implication that Debtor somehow misled 

Eighth Circuit BAP of his intention to keep the receivable monies he used to fund his Chapter 13 

plan, because that would undermine his plea to the Eighth Circ  

is nonsensical. By committing to a Chapter 13 plan, Debtor turned 

his post-

When this case was involuntarily converted to Chapter 7, Debtor was entitled to a return of his 

Chapter 13 payments. here is nothing 

unusual or improper with Debtor receiving a return of his Chapter 13 payments; (2) the Eighth 
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Circuit BAP can be presumed to understand the basics of the Bankruptcy Code as it applies to 

conversions from Chapter 13 to Chapter 7; and (3) Debtor never stated or implied that he was 

waiving his right to a return of his Chapter 13 payments.  

CONCLUSION 

 There are three independent reasons for the Court to  order 

Barbara May to turnover to Debtor the $10,169.81 being held in trust. 

WHEREFORE, the Debtor prays of the Court as follows: That this Court order that the 

$10,169.81 in funds held in trust by Barbara May be turned over to the Debtor without further 

delay. 

 

This the 17th Day of March, 2016. 

 
  
/e/ Barbara J. May  
Attorney At Law  
Barbara J. May 
2780 N. Snelling #102 
Roseville, MN 55113 
651-486-8887 
Attorney Reg. 129689 
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IN THE UNITED STATES BANKRUPTCY COURT  
DISTRICT OF MINNESOTA 

 
 

IN THE MATTER OF: 
PAUL HANSMEIER     CHAPTER 7 CASE NO. 15-42460 
 
 
DEBTOR  
 
 

DECLARATION OF PAUL HANSMEIER 
 

1. I am the Debtor in the above-referenced case. I submit this Declaration in Support 

of Debtor s Opposition to Chapter 7 Trustee s Motion for Order Compelling Barbara May to 

Turn Over Estate Property. 

2. Schedule B to my Chapter 13 petition listed an accounts receivables asset of 

$72,000. My law practice collected $72,000 in accounts receivables on or before mid-September 

2015.  

3. The accounts receivables that I collected were applied to pay ordinary business 

expenses, including: employee wages; office rent; a reasonable wage for myself; and other 

similar ordinary business expenses.  

4. I used my wages to pay for ordinary living expenses such as food and shelter. I 

also used my wages to make payments on my proposed Chapter 13 plan. 

5. During the pendency of my bankruptcy case I worked at my law firm, oftentimes 

working over sixty hours a week. My efforts added substantial value to my law practice, 

including by filing new cases on behalf of my clients and generating post-petition income for my 

practice that I could use to continue making my Chapter 13 payments. 

6. I made payments on my proposed Chapter 13 plan on or around August 12, 2015; 

September 23, 2015; October 23, 2015 and November 23, 2015. My law practice received 
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STATE OF MINNESOTA )  
) SS  Case No.: 15-42460

COUNTY OF RAMSEY )

Barbara J. May, being duly sworn upon oath, says that on the 17th day of March, 2016, she served via electronic 

notification, the Debtor's response and memoranda  upon:

RANDY SEAVER
12400 PORTLAND AVE S
SUITE 132
BURNSVILLE, MN  55337

United States Trustee
300 S 4th St #1015
Minneapolis, MN 55415

                                    /e/ Barbara J. May

   Barbara J. May
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