
UNITED STATES BANKRUPTCY COURT 
 DISTRICT OF MINNESOTA 
              
 Bky No. 15-42460 
In re:                   Chapter 7 Case 
 
Paul Hansmeier,   
 
  Debtor.  
              
 

TRUSTEE’S BRIEF  
              
 

Factual Background 
 

The following is a timeline of the relevant events which form the basis for this adversary 

proceeding: 

a) The Debtor filed his Chapter 13 petition on July 13, 2015. 
 

b) The Debtor’s Schedule B listed account receivables in the amount of $72,000 as 
property of the bankruptcy estate.  Exhibit B at 3. 

 
c) Following the Debtor’s bankruptcy filing he collected the following pre-petition 

account receivables: 
i. July 30, 2015 - $36,833.34 
ii. July 31, 2015 - $ 1,000.00 
iii. August 31, 2015 - $17,500.00 
iv. September 30, 2015 - $ 28,344.00 

 Exhibit E and F. 
 

d) The Debtor made the following Chapter 13 plan payments from his earnings: 
i. August 12, 2015 - $2,698.00 
ii. September 22, 2015 - $2,698.00 
iii. October 23, 2015 - $2,690.00 
iv. November 23, 2015 - $2,690.00 

 Exhibit D.  
 

e) The Debtor has conceded that the August 12, 2015 payment was made from pre-
petition receivables of the Debtor.  Exhibit V at 1 
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f) The September 22, 2015 and October 23, 2015 payments are traceable to the deposits 
which the debtor has admitted relate to the pre-petition account receivables.   

 
g) All deposits into the Associated Bank account ending in # 4008, for all times 

relevant to this matter, were derived from the Debtor’s employment.  Exhibit D.  
 

h) The Debtor’s bankruptcy case was converted to a case under Chapter 7 by Order date 
December 3, 2015.   

 
i)  On December 22, 2015, the Debtor and Trustee entered into a stipulation seeking an 

order requiring the turnover of the Chapter 13 payments, from the Chapter 13 
Trustee office, to be held by Barbara May pending further order of the Court.  That 
stipulation was approved on December 29, 2015 and Barbara May is currently in 
possession of the Chapter 13 payments totaling $10,169.81.  Exhibit A. 

 
j) On February 16, 2016, the Debtor filed an Affidavit in Appeal No. 15-6035, in 

which he stated the following when defending his use of the $72,000 pre-petition 
account receivables: 

 
The bankruptcy Court has asserted that I liquidated an estate 
asset when I used accounts receivables associated with my law 
practice.  The accounts receivables were used to run my law 
practice and to fund my Chapter 13 plan.  … 
 

Exhibit C at ¶ 8.   
 

k) On March 4, 2016, the Trustee brought a turnover motion under 11 U.S.C. § 542, 
seeking an order requiring the turnover of the Chapter 13 funds from the Debtor’s 
attorney Barbara May as they are property of the bankruptcy estate.  

 
l) The Trustee’s March 4, 2016 turnover motion was heard by the Court on March 23, 

2016, and was subsequently set for an evidentiary hearing.  At the March 23, 2016 
hearing, the Court held that the debtor now has the burden to establish whether or not 
the funds used to pay the Chapter 13 plan payments were from pre-petition or post-
petition account receivables.    

 
m) Following the March 23, 2016 hearing, the Trustee requested additional documents 

from the Debtor to determine the source of the Chapter 13 payments.  The Debtor 
has provided the Trustee with no documents in response to those requests.    
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ISSUES 

 1. The Chapter 13 Plan payments are property of the Chapter 7 bankruptcy estate 
as they are proceeds of pre-petition accounts receivable, pursuant to 11 U.S.C. § 541. 
 
 2. The Trustee is entitled to turnover of the Chapter 13 plan payments under § 
542 and Bankruptcy Rule 1019, as those monies are property of the bankruptcy estate.  
  a. The turnover of the Chapter 13 plan payments is consistent with 11  
   U.S.C. § 348(f)(1) and Bankruptcy Rule 1019.   
 
 

ARGUMENT 

 1. The Chapter 13 Payments are Bankruptcy Estate Property under 541(A)  

 The commencement of the debtor’s case under Bankruptcy Code § 301 created an 

estate comprised of virtually all legal or equitable interests of the debtor in property wherever 

located. 11 U.S.C. § 541(a).  According to the debtor’s bankruptcy schedules, at the 

commencement of his case he had accounts receivable valued at $72,000.  Ex. B at 3.  The 

accounts receivable were owed to the debtor for services he had performed prior to the filing 

of his Chapter 13 petition and are therefore property of the bankruptcy estate.   

 Wages that are earned pre-petition but that have not yet been paid are property of the 

estate.  In re Irish, 311 B.R. 63, 66 (B.A.P. 8th Cir. 2004); citing 11 U.S.C. § 541(a)(1) 

(providing that the bankruptcy estate is comprised of “all legal or equitable interests of the 

debtor in property as of the commencement of the case”); Aveni v. Richman, 458 F.2d 972, 

973 (6th Cir.1972) (holding that wages that have accrued but are unpaid as of the date of the 

filing of a petition are property of the estate), cert. denied, 409 U.S. 877, 93 S.Ct. 129, 34 

L.Ed.2d 131 (1972).  As of the commencement of the Debtor’s Chapter 13 case he had an 

interest in the account receivables and the funds received from those accounts are property of 

the bankruptcy estate. 
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 Pursuant to 11 U.S.C. § 541(a)(6) the bankruptcy estate is also comprised of any 

“proceeds, product, offspring, rents, or profits of or from property of the estate, …”  

Therefore, any monies received on behalf of the pre-petition account receivables would 

unquestionably constitute proceeds of an estate asset, the accounts receivable. Id. See In re 

HMH Motor Servs., Inc., 259 B.R. 440, 452 (Bankr. S.D. Ga. 2000).  The debtor has 

admitted that the Funds are proceeds from the scheduled accounts receivables; as such they 

are property of the debtor’s bankruptcy estate.   

a. The Funds are not Post-Petition Wages Excluded from the Estate 

    In order for the Funds to be excluded from the Chapter 7 bankruptcy estate, they 

would have to be post-petition wages, which although includable in the estate in a Chapter 

13, pursuant to § 1306(a), would be excluded from the bankruptcy estate in a Chapter 7 or 

converted case under § 541(a)(6).  Pursuant to earnings exception of 11 U.S.C. § 541(a)(6), 

post-petition earnings are excluded from the bankruptcy estate when they are “earnings from 

services performed by an individual debtor after the commencement of the case.”  See In re 

Powell, 187 B.R. 642, 644 (Bankr. D. Minn. 1995)(This exclusion from the bankruptcy 

estate is embodied in § 541(a)(6) and is commonly referred to in bankruptcy parlance as the 

“earnings exception.”).  Despite repeated document requests, the Debtor has provided no 

evidence that the Chapter 13 plan payments were made from post-petition wages.  

b. Tracing of Chapter 13 Plan Payments to Pre-Petition Account Receivables 
 
 The Debtor has provided the Trustee with limited documentation to establish the true 

source of the Chapter 13 plan payments.  Nevertheless, using the limited information 

provided by the Debtor, it is possible to trace the receipt of the pre-petition account 

receivables from the Debtor’s IOLTA to his Class Justice, LLC account, then to the 

Associated Bank account ending in #4008 from which the plan payments were made.  The 

Trustee can trace the first three payments back to pre-petition account receivables, but has 
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not been provided sufficient documentation from the Debtor to make a determination as to 

the final plan payment made on November 23, 2015.   

i. August 12, 2015 Payment 

 The Debtor has admitted via declaration that the August 12, 2015 payment was made 

from the pre-petition account receivables.   

ii. September 22, 2015 Payment 

 As of September 21, 2015, account #4008 contained $5,263.95; the plan payment was 

made from those funds.  Ex. N.  Those funds are directly traceable to the deposit of $9,500 

made from the Class Justice PLLC account on August 31, 2015.  Ex. M at 1.  There are no 

other deposits into the Associated Bank account ending in #4008 after the August 31, 2015 

account and before the September 22, 2015 payment. Id.  The $9,500.00 from the Class 

Justice PLLC account is directly traceable to the deposits of $36,833.34 on July 30, 2015 and 

$17,500.00 on August 31, 2015.  Ex. G and Ex. H.  According to the Debtor, both of those 

deposits relate to the pre-petition accounts receivable. Ex. E.  Accordingly, the second 

payment is directly traceable to the pre-petition accounts receivable.   

iii. October 23, 2015 Payment  

 The October 23, 2015 payment was made after the Debtor received and deposited 

$28,344.00 of pre-petition accounts receivables into his Class Justice, PLLC account on 

September 30, 2015.  Ex. I at 1.  This amount was in addition to the August 31, 2015 amount 

of $17,500 that had already been deposited into that account, which was also traceable to 

pre-petition accounts receivable.  Ex. H.  The monies in Associated Bank account #4008, at 

the time the October 23, 2015 payment was made were derived from a $9,500 deposit from 

the Class Justice PLLC account on September 29, 2015 as well as a $7,500 deposit from the 

Class Justice PLLC account made on October 15, 2015.  See Ex. N.  The $9,500 and $7,500 

deposits are directly traceable to the $17,500 and $28,344.00 deposits from the IOLTA 
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account to the Class Justice Account, which are traceable to pre-petition earnings.  Ex. E.  

The third payment is directly traceable to pre-petition account receivables. 

iv. November 23, 2015 Payment 

 The fourth payment was made on November 23, 2015.  The Debtor has provided the 

Trustee with no documents evidencing the source of the payments relating to this plan 

payment, despite numerous requests. Ex. R and S.  The Defendant is in control of the 

documents to establish the appropriate tracing of the November 23, 2015 payment.  His 

refusal to produce the requested documents should prevent him from asserting that the funds 

are not property of the bankruptcy estate.  

 2. The Trustee is entitled to turnover of the Chapter 13 plan payments  
  under § 542 and Bankruptcy Rule 1019, as those monies are property of  
  the bankruptcy estate.  
  

 The Trustee’s turnover motion is founded on 11 U.S.C. § 542(a).  The effect of § 

542(a) is to compel those in possession of estate property to turnover such property to the 

trustee. In re Graven, 138 B.R. 587, 590 (Bankr. W.D. Mo. 1992), subsequently aff'd sub 

nom. In re Estate of Graven, 64 F.3d 453 (8th Cir. 1995) See United States v. Whiting Pools, 

Inc., 462 U.S. 198, 103 S.Ct. 2309, 2312, 76 L.Ed.2d 515 (1983).  As set forth in section 1 

above, the Chapter 13 plan payments are proceeds of pre-petition accounts receivable, and as 

such are property of the bankruptcy estate pursuant to 11 U.S.C. § 541(a)(6).   

 Pursuant to Bankruptcy Rule 1019(4): 

After qualification of, or assumption of duties by the chapter 7 trustee, any 
debtor in possession or trustee previously acting in the chapter 11, 12, or 13 
case shall, forthwith, unless otherwise ordered, turn over to the chapter 7 
trustee all records and property of the estate in the possession or control of the 
debtor in possession or trustee.  
  

Rule 1019 is directly applicable to this case.  Randall L. Seaver is the duly appointed trustee 

and is entitled to turnover pursuant to Rule 1019.  
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 a. Turnover of Estate Property is Consistent with Rule 1019 and 11 U.S.C. §  
  348(f)(1)(A).  
 
 Section 348(f)(1)(A), provides that:   

Property of the estate in the converted case shall consist of property of the 
estate, as of the date of filing of the petition, that remains in the possession of 
or is under the control of the debtor on the date of conversion; 
 

 This provision was included in the Bankruptcy Code to remove the potential penalty to a 

good faith Chapter 13 filer caused by the application of § 1306, which brought after-acquired 

property into the bankruptcy estate.  Section 348(f)(1) protected the good faith filer from 

having after acquired property become part of the converted estate on conversion.  See In re 

Jackson, 317 B.R. 511, 516 (Bankr.ND Ill 2004); citing In re Warren, 298 B.R. 322, 326 

(N.D. Ill. 2003)(Congress sought to encourage debtors to reorganize their affairs through 

chapter 13 rather than to immediately liquidate their property under chapter 7.)   

The Bankruptcy Reform Act of 1994 added subsection (f) to § 348 to clarify 
that Congress did not want courts to include in post-conversion chapter 7 
estates the property acquired by the debtor during the pre-conversion chapter 
13 case.  3 Lawrence P. King, Collier on Bankruptcy ¶ 348.07[1] (Alan N. 
Resnick & Henry J. Sommer eds., 15th rev. ed.2008).  Congress was 
concerned that a contrary rule would greatly dissuade debtors and create a 
serious disincentive to chapter 13 filing because debtors would fear that 
property acquired after filing could be lost if the case were converted. Id. 
(citing H.R.Rep. No. 835, 103d Cong., 2d Sess. 57 (1994), U.S.Code Cong. & 
Admin.News 1994, p. 3340).  
 

In re Laflamme, 397 B.R. 194, 201 (Bankr. D.N.H. 2008) 

 As evidenced by the Congressional history regarding section 348(f)(1)(A), and 

subsequent case law, § 348(f)(1)(A) is consistent with the Trustee’s request for turnover.   

The asset at issue was an asset of the bankruptcy estate upon the Debtor’s filing pursuant to 

11 U.S.C. § 541(a).  This is not a case with post-petition assets coming into the Chapter 13 
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estate pursuant to 11 U.S.C. § 1306(which is what §349(f)(1)(A) was created to address).  

Because this asset existed as of the filing date, and was still an interest of the Debtor as of the 

date of conversion, it is properly part of the Debtor’s bankruptcy estate pursuant to 11 U.S.C. 

§ 348(f)(1)(A), and is subject to turnover under 11 U.S.C. § 542(a).  

 The Debtor’s argument that his lack of possession of the asset as of the conversion 

date prevents the property from becoming property of the converted case is inconsistent with 

the intent of Section 348(f)(1)(A).  This provision was implemented to deal with assets 

acquired post-petition, not pre-petition assets of the bankruptcy estate.  The fact that the 

Debtor did not have physical possession of the asset as of the conversion date is also 

insufficient to remove the property from the converted case.  As of the conversion, the 

Debtor still had an interest in the Chapter 13 funds, even though they were in the possession 

of the Chapter 13 trustee’s office.  This scenario is akin to funds a debtor has in a financial 

account upon conversion, the lack of physical possession does not remove the interest of the 

Debtor.  The Trustee’s requested relief is supported by the congressional intent of § 

348(f)(1)(A), as well as the express language of Bankruptcy Rule 1019(4).   

 

CONCLUSION 

  The accounts receivable scheduled by the Debtor were estate property as of the filing 

date and remained property of the bankruptcy estate when they were liquidated post-petition.  

At least three of the four Chapter 13 plan payments are directly traceable to the pre-petition 

account receivables and are property of the Debtor’s converted case.  

 The Debtor has failed, pursuant to this Court’s directive, to produce documents, under 

his control, to establish the source of the fourth Chapter 13 plan payment.  The Debtor’s 

failure to produce the required documents is cause to infer that the fourth payment is also 

related to pre-petition account receivables.   
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 The Trustee respectfully requests that the Court find that the $10,169.81 held by 

Barbara May is property of this bankruptcy estate and the Trustee is entitled to an order 

compelling the turnover of those funds.     

      FULLER, SEAVER, SWANSON & KELSCH, P.A. 
 
 
Dated: March 13, 2016                                     By:  /e/ Matthew D. Swanson  _____ 

  Matthew D. Swanson                          390271 
 Randall L. Seaver                      152882 
 12400 Portland Avenue South, Suite 132 
 Burnsville, MN 55337 
 Telephone: 952-890-0888 
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