Cochran v. Commissioner, 159 T. C. No. 4 (U. S. Tax Ct. 2022)

In Cochran v. Commissioner, the U. S. Tax Court ruled that the automatic stay in
Tax Court proceedings, triggered by a Chapter 11 bankruptcy filing, remains in
effect until the debtor completes all plan payments or receives a discharge, as per
the 2005 amendment to the Bankruptcy Code. This decision clarifies that
confirmation of a bankruptcy plan alone does not lift the stay, impacting how
debtors and the IRS navigate tax disputes during bankruptcy.

Parties

Daniel Cochran and Kelley Cochran, Petitioners v. Commissioner of Internal
Revenue, Respondent. The Cochrans were the appellants in the U. S. Tax Court
proceeding, having initiated the action against the Commissioner’s notice of
deficiency.

Facts

Daniel and Kelley Cochran received a notice of deficiency for tax year 2011 from the
Commissioner of Internal Revenue on July 7, 2016, and subsequently filed a petition
with the U. S. Tax Court challenging the deficiency. On February 15, 2017, the
Cochrans filed for Chapter 11 bankruptcy in the U. S. Bankruptcy Court for the
Northern District of California. This filing triggered an automatic stay of their Tax
Court proceedings under 11 U. S. C. § 362(a)(8). On July 22, 2019, the bankruptcy
court confirmed the Cochrans’ Chapter 11 plan. However, as of the date of the Tax
Court’s opinion, the Cochrans had not completed all payments under their plan, and
their bankruptcy case had not been closed or dismissed.

Procedural History

The Cochrans filed a petition with the U. S. Tax Court challenging a notice of
deficiency issued by the Commissioner. After filing for Chapter 11 bankruptcy, an
automatic stay was imposed on their Tax Court case pursuant to 11 U. S. C. §
362(a)(8). Following the confirmation of their Chapter 11 plan, the Cochrans moved
to lift the automatic stay in the Tax Court. The Tax Court examined the motion under
the standard of review for determining the applicability of an automatic stay,
ultimately denying the Cochrans’ motion to lift the stay.

Issue(s)

Whether the confirmation of a Chapter 11 bankruptcy plan, under 11 U. S. C. §
1141(d)(5), terminates the automatic stay of a Tax Court proceeding under 11 U. S.
C. § 362(a)(8) prior to the completion of all payments under the plan or the granting
of a discharge?

Rule(s) of Law
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The automatic stay under 11 U. S. C. § 362(a)(8) applies to Tax Court proceedings
concerning the tax liability of a debtor who is an individual for a taxable period
ending before the date of the order for relief. The stay is generally lifted under 11 U.
S. C. § 362(c)(2) upon the closing of the bankruptcy case, the dismissal of the case,
or the granting or denial of a discharge to the debtor. The Bankruptcy Abuse
Prevention and Consumer Protection Act of 2005 amended 11 U. S. C. § 1141(d) to
include paragraph (5), which specifies that confirmation of a plan does not discharge
any debt provided for in the plan until the court grants a discharge on completion of
all payments under the plan or after notice and a hearing.

Holding

The Tax Court held that the automatic stay of Tax Court proceedings under 11 U. S.
C. § 362(a)(8) remains in effect until the debtor completes all payments under the
Chapter 11 plan or receives a discharge, as per the provisions of 11 U. S. C. §
1141(d)(5). The confirmation of the Cochrans’ Chapter 11 plan did not lift the
automatic stay because neither of the conditions set forth in § 1141(d)(5) had been
met.

Reasoning

The Tax Court’s reasoning was grounded in the statutory interpretation of 11 U. S.
C. § 1141(d)(5), which was added by the Bankruptcy Abuse Prevention and
Consumer Protection Act of 2005. The court found that this amendment explicitly
limits the effect of plan confirmation on the discharge of debts and, consequently, on
the termination of an automatic stay. The court distinguished its prior holding in
Moody v. Commissioner, which was based on the pre-2005 version of § 1141(d), and
concluded that the new statutory provision clearly requires the completion of
payments or a court-ordered discharge before the automatic stay is lifted. The Tax
Court rejected the Cochrans’ argument that legislative history suggested a different
intent, emphasizing that the statute’s plain language was unambiguous. The court
also distinguished other cases cited by the Cochrans, noting that those cases dealt
with the scope of entities covered by the automatic stay, not the conditions for its
termination.

Disposition

The Tax Court denied the Cochrans’ motion to lift the automatic stay of proceedings,
affirming that the stay remains in effect pending satisfaction of the conditions set
forthin 11 U. S. C. § 1141(d)(5).

Significance/Impact

Cochran v. Commissioner clarifies the interaction between bankruptcy proceedings
and tax disputes, particularly the effect of Chapter 11 plan confirmation on the
automatic stay in Tax Court. The decision underscores the importance of the 2005
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amendment to the Bankruptcy Code, which tightened the conditions for discharge
and the lifting of the automatic stay. This ruling has significant implications for
debtors and the IRS in managing tax liabilities during bankruptcy, requiring debtors
to complete their plan payments or obtain a discharge before resuming Tax Court
proceedings. The case also demonstrates the Tax Court’s deference to the plain
language of statutory provisions in interpreting bankruptcy law, potentially
influencing future cases involving the intersection of tax and bankruptcy law.
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