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SUMMARY

The bankruptcy court granted the Internal Revenue Service relief from the automatic stay to offset the
debtor's 2004 income tax overpayment against prepetition tax liabilities. The court held that the IRS's
statutory right of setoff under 26 U.S.C. § 6402(a) and 11 U.S.C. § 553(a) was not impaired by the
confirmed Chapter 13 plan. The court denied sanctions because any stay violation was promptly
remedied, caused no actual damages, and was not egregious or undertaken in bad faith.
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QUESTIONS PRESENTED

1. Whether the IRS's statutory right to offset a prepetition tax overpayment against a prepetition tax
liability was impaired by the debtor's confirmed chapter 13 plan under 11 U.S.C. § 1327(a).

2. Whether the IRS was entitled to relief from the automatic stay to exercise the statutory setoff right.

3. Whether the IRS's levy notices or attempted setoff warranted sanctions, actual damages, or punitive
damages under 11 U.S.C. § 362(h).

HOLDINGS

1. A confirmed chapter 13 plan does not impair the IRS's statutory right under 11 U.S.C. § 553(a) to offset
a prepetition tax overpayment against a prepetition tax liability because § 1327(a) is not an exception
identified in § 553(a).

2. The IRS was entitled to relief from the automatic stay to credit the debtor's 2004 income-tax
overpayment against the priority portion of its prepetition tax claim.

3. Sanctions were not appropriate because the record did not establish actual damages or conduct that was
egregious, vindictive, malicious, or in bad faith, and any setoff was promptly reversed.

KEY QUOTATIONS

“By the plain language of subsection 553(a), no provision of title 11, except sections 362 and 363, can be
interpreted to effect or impair a creditor's right of offset” (233)

“This court, therefore, concludes that the IRS has a statutory right to credit the 2004 Overpayment against its
tax claim which is not impaired by the confirmed Plan.” (234)

“no punitive damages should be awarded in the absence of actual damages.” (237)

FACTUAL BACKGROUND

Nora J. Rivera filed a chapter 13 petition while owing the IRS prepetition tax liabilities. She later filed her 2004
federal tax return showing an undisputed overpayment of $3,681, which the IRS applied or attempted to apply to
her prepetition tax debt and then placed under administrative freeze. Rivera's confirmed plan provided for
payment of the IRS's priority and unsecured claims but did not expressly address setoff. The IRS sought relief
from the automatic stay to apply the overpayment against the priority claim.

PROCEDURAL HISTORY

The debtor filed a chapter 13 petition on January 26, 2005, and later proposed a plan providing for payment of
the IRS's priority and general unsecured claims. The IRS filed a proof of claim but did not object to
confirmation. After the plan was confirmed, the IRS sought relief from the stay to apply the debtor's 2004
overpayment to the priority tax claim. The bankruptcy court granted the motion, denied sanctions, and
authorized the IRS to file an amended proof of claim; the debtor and trustee could stipulate to reduced plan
payments.
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