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SUMMARY

The United States District Court for the Central District of Illinois affirmed the Bankruptcy Court’s
denial of Interinsurance Exchange’s motions for relief from the automatic stay in four consolidated
Chapter 7 bankruptcy cases. The court held that the Bankruptcy Court did not err by determining that
dischargeability issues could be addressed before the creditor’s California jury trial concerning the
existence and amount of the underlying debts. The court also concluded that the creditor had not been
denied its Seventh Amendment jury-trial right and found the appeal concerning a stay pending appeal
and permissive abstention moot.
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QUESTIONS PRESENTED

1. Whether the Bankruptcy Court abused its discretion by denying relief from the automatic stay to allow
California litigation concerning the existence and amount of alleged debts to proceed before
dischargeability proceedings.

2. Whether ordering dischargeability proceedings before a jury trial on the underlying state-law claims
violated Interinsurance Exchange's Seventh Amendment right to a jury trial.

3. Whether the Bankruptcy Court denied or improperly limited the creditor's right to a jury trial on its state-
law claims.

4. Whether the appeals concerning the Bankruptcy Court's order on a stay pending appeal and permissive
abstention remained justiciable.

HOLDINGS

1. The Bankruptcy Court did not abuse its discretion in denying relief from the automatic stay. The
creditor's desire to try its state-law claims in California before litigating dischargeability did not
establish cause without consideration of the Fernstrom factors and other case-specific considerations.

2. The Bankruptcy Court was not required to lift the automatic stay so that the California litigation could
determine the existence and amount of the debt before the Bankruptcy Court determined
dischargeability.

3. The Bankruptcy Court did not deny Interinsurance Exchange a jury trial on its state-law claims. It only
determined that dischargeability proceedings should occur first and did not rule that the creditor could
never obtain a jury trial on the underlying claims.

4. The appeal from the Bankruptcy Court's order on the motion to stay pending appeal and alternative
motion for permissive abstention was moot because the denial of relief from the automatic stay was
resolved on the merits.

KEY QUOTATIONS

“But it cannot establish cause for stay relief by making the affirmative choice to try its case in two different
forums and then claiming that it is being disadvantaged and prejudiced by its own choice.” (at 4)



“Considering the posture of this case, Interinsurance Exchange effectively advocates for a rule that any time
prepetition litigation is stayed by bankruptcy, there exists “cause” — without regard for Fernstrom or Grogg,
or the bankruptcy court's inherent discretion in deciding stay relief —for a creditor to be relieved from the
stay to continue the litigation.” (at 8)

“In summary, the Bankruptcy Court’s holding that it should resolve dischargeability issues before the
determination of the existence of a debt, assuming any debts are excepted from the Debtors’ discharges, in
reliance on the Fernstrom and Grogg factors, does not constitute reversible legal error.” (at 12)

FACTUAL BACKGROUND

Four individual Illinois debtors filed Chapter 7 bankruptcy cases shortly before trial was scheduled in California
state-court litigation involving state-law claims asserted by their primary creditor, Interinsurance Exchange. The
bankruptcy filings automatically stayed the California litigation, and Interinsurance Exchange sought relief from
the stay under 11 U.S.C. § 362(d)(1) so that a California jury could determine the existence and amount of the
alleged debts before the Bankruptcy Court determined dischargeability. The Bankruptcy Court denied stay relief
as to the individual debtors, reasoning that the dischargeability proceedings should occur first and that the
creditor could litigate damages later if necessary.

PROCEDURAL HISTORY

Four Illinois debtors filed Chapter 7 bankruptcy cases shortly before trial in California state-court litigation
brought by Interinsurance Exchange. The Bankruptcy Court denied the creditor's motions for relief from the
automatic stay as to the individual debtors, granted relief as to two debtor entities, partially granted a stay of the
adversary proceedings pending appeal, and denied permissive abstention as moot. The District Court affirmed
the February 11, 2025 stay-relief order, held the appeal concerning the later stay and abstention order moot, and
remanded for further bankruptcy proceedings.

DISPOSITION

affirmed

REMAND INSTRUCTIONS

The Bankruptcy Court's February 11, 2025 order denying relief from the automatic stay is affirmed. The cases
are remanded to the Bankruptcy Court for further proceedings. The appeal from the May 12, 2025 order
concerning a stay pending appeal and permissive abstention is moot.
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