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Go Figure

The Supreme Court last January de-
cided that a Chapter 13 debtor with 
above the median income could not 

deduct car expenses under the IRS rules when 
he did not owe any debt on the car.1 This case 
is important for us because the Court of Appeal 
for the Eighth Circuit had ruled the other way 
allowing the deduction.2 An unsecured credi-
tor was complaining. Justice Kegan deliv-
ered the opinion of the Court and only Justice 
Scalia was in dissent. The debtor was trying 
to shed himself of $82,500 in unsecured debt. 
Under the IRS numbers in effect at the time, 
the debtor took a $471 deduction, the maxi-
mum deduction for his Camry. He also deduct-
ed $338 for the operating expenses of his car.3 

This left him $210.55 per month for dispos-
able income.4 This would have paid back 25 
percent of his unsecured debt. The Court’s de-
cision that he could not take the $471 deduc-
tion, left $681.55 per month to pay creditors. 
No wonder an unsecured creditor objected to 
the plan!

The bankruptcy court held the debtor could 
not take the deduction. The Ninth Circuit af-
firmed this decision. This made the circuit split 
explaining why the Supreme Court took the 
case. Affirming the Ninth Circuit is a change.

The Court focused on the language in 
Section 707(b)(2)(A)(ii)(1) which says in part 
“{t}he debtor’s monthly expenses shall be the 
debtor’s applicable monthly expenses. . . .” 

1. Ransom v. FIA Card Services, N.A., 131 S. Ct. 716 (2011).

2. In re Washburn, 579 F.3d 934, 935 (8th Cir. 2009). The Seventh Circuit also held that the deduction could be 
made. In re Ross-Tousey, 549 F.3d 1149 (7th Cir.2008). Now, neither case is good law anymore.

3. Id. at 722-3.

4. Chapter 13 debtors have to pay their disposable income to their creditors for a 3 or 5 year plan. This debtor was 
proposing a 5 year plan.
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The Court focused on the word “applicable” 
in making its decision.5 Since the bankruptcy 
code does not define the word, the Court took 
the definition from Webster’s Dictionary. 
They also examined the New Oxford 
American Dictionary.6  The Court noted that 
if Congress had wanted to give every debtor 
the deduction they would have not used the 
word “applicable.”7 The Court also focused on 
the language in Section 1325(b)(2) which al-
lows the debtor to take “Current monthly in-
come . . . less amounts reasonably necessary 
to be expended.” The Court also noted that 
the below-median income debtors must prove 
that all expenses are reasonably necessary, 
and the Court points out that these debtors 
cannot take a deduction for a nonexistent 
expense. The Court did not think Congress 
planned to give above the above-medium in-
come debtors this added benefit denied the 
poorer debtors.8  

Of course the debtor argued that not al-
lowing him to take the deduction because he 
owed no loan or lease amounts would cause 
future debtors to make sure they owed money 
on their car before they filed for bankruptcy 
protection. The Court notes that if a few pay-
ments remained and ceased during the plan, 
the creditor could ask the court to modify the 
plan payments now that a substantial amount 

of money was freed up.9

My title would be altered if it were not for a 
recent bankruptcy decision from New York.10 

Unlike Mr. Ransom with no debt on his car, 
Ms. Joest had debt owing on her car; in fact 
she had debt owing on two cars. She was 
single and had no dependents so the trustee 
objected to her proposed plan taking two de-
ductions from her disposable income. She was 
only paying off 17% of her unsecured debt.11 
Like Mr. Ransom, she was an above-median 
income debtor. The trustee argued that two 
cars for this debtor were not reasonably nec-
essary.12 The issue the court addressed was 
whether he retained discretionary power to 
determine what was a reasonably necessary 
expense for this debtor. The problem accord-
ing to the court was the incorporation of the 
means test in section 707(b) into chapter 13 
cases.13

Looking at the language of the statute for 
above-median income debtors, the court held 
it no longer had any discretion to determine 
whether it was reasonably necessary to take 
deductions for two cars when she only needed 
one. I do not know whether the court was cor-
rect or in error. If the 2005 changes have left 
bankruptcy courts with no discretion to deal 
with this unnecessary expense then the law 
should be changed.

5. Id. at 724.

6. Id.

7. Id. at 724 n.5.

8. Id. at 725.

9. Id. See § 1329(a)(1).

10. In re Joest, 2011 WL 1043559 (Bankr. N.D.N.Y. 2011).

11. Id. at *1.

12. I should note that Ms. Joest was increasing her payments over the length of the plan as her car loans were paid 
off.

13. Id.
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Perhaps a person in bankruptcy should 
try to pay off unsecured debt. Ms. Joest has 
an old BMW. She had run up over $60,000 in 
unsecured debt; why should it not be sold? Mr. 
Ransom took one appeal after another in or-
der to pay creditors less. I do not understand 
this kind of thinking. Perhaps he was desper-
ate to keep some money back. Ms. Joest is not 
this person. She wanted to keep her two cars. 
Her plan proposed to pay off these two cars 
and increase the amount paid to her credi-
tors once the cars were paid off. Bankruptcy 
judges should have discretion to deal with the 

unusual cases. If the intention of Congress in 
enacting the 2005 changes to the Bankruptcy 
Code was to make some debtors pay back 
more of their debt, this will not be successful 
if the bankruptcy judges have no discretion. 
Under the old rules, many bankruptcy judges 
would have made Ms. Joest sell one of her 
cars or force her to give it back to the lender. 
I am not saying that either court was wrong 
in reading the Bankruptcy Code but the re-
sult of the two cases suggests rules need to be 
changed.


