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SUMMARY

The United States District Court for the Eastern District of Virginia reviewed an appeal arising from
Flexacar, LLC’s Chapter 11 bankruptcy case. The court held that the bankruptcy court did not abuse its
discretion in finding cause to convert the case to Chapter 7 based on inadequate disclosure and failure
to comply with court directives. The court affirmed the bankruptcy court’s oral ruling and subsequent
conversion order.
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QUESTIONS PRESENTED

1. Whether the bankruptcy court made sufficiently clear findings of fact and conclusions of law to support
conversion under 11 U.S.C. § 1112(b).

2. Whether the bankruptcy court abused its discretion in finding cause to convert the Chapter 11 case to
Chapter 7 based on the inadequacy of Flexacar's disclosure statement and failure to comply with court
directives.

3. Whether the bankruptcy court should have dismissed rather than converted the case in the best interests
of creditors and the estate.

4. Whether the bankruptcy court abused its discretion by refusing to consider witnesses and exhibits filed
shortly before the disclosure-statement hearing.

5. Whether Flexacar received adequate notice and an opportunity to be heard before conversion.

HOLDINGS

1. The bankruptcy court made sufficiently clear findings of fact and conclusions of law to permit appellate
review of its decision to convert the case.

2. The bankruptcy court did not abuse its discretion in finding cause to convert Flexacar's Chapter 11 case
to Chapter 7 because Flexacar failed to file an adequate disclosure statement and failed to comply with
the bankruptcy court's directive to provide adequate information about the plan's funding.

3. The bankruptcy court could properly find cause for conversion based on Flexacar's failure to comply
with the order requiring a clean disclosure statement containing adequate information about the sources
of funding.

4. Flexacar waived its argument that the bankruptcy court should have dismissed rather than converted the
case because it did not raise that argument below. In any event, conversion was not an abuse of
discretion because the largest creditor supported conversion.

5. The bankruptcy court did not abuse its discretion by declining to consider witnesses and exhibits
disclosed only the evening before the hearing, and Flexacar received adequate notice and opportunities
to be heard.

KEY QUOTATIONS

“the Third Amended Disclosure still did not address how it would fund the plan “to repay creditors over
fifteen years [$4,520,000], and the six sources of money to fund the plan are speculative and not supported by
any documents.”” (Dkt. 9-1 at UST0408-09)



“The bankruptcy court noted that if Flexacar had provided the witnesses and exhibits to the court and the
creditors “a month ago... that would have been disclosure.”” (Dkt. 9-1 at UST0421)

“What can you tell me now that you think is going to help me change my mind? I’m willing to hear you out.”
(Dkt. 9-1 at UST0418)

FACTUAL BACKGROUND

Flexacar, a commercial landlord, owned a Stafford, Virginia building valued at approximately $2.3 million and
had approximately $40 million in debts against approximately $3.26 million in assets. During its Chapter 11
case, Flexacar filed three amended disclosure statements, each of which raised concerns regarding the adequacy
of information and the feasibility and funding of the proposed plan. The bankruptcy court denied approval of the
Third Amended Disclosure Statement because the proposed funding was speculative and inadequately
documented, then converted the case to Chapter 7. Flexacar had also filed previously undisclosed witnesses and
exhibits shortly before the final hearing.

PROCEDURAL HISTORY

Flexacar filed for Chapter 11 bankruptcy and submitted multiple disclosure statements and plans. After the
bankruptcy court denied approval of the Third Amended Disclosure Statement on the ground that it lacked
adequate information, the court converted the case to Chapter 7. The district court reviewed the conversion order
and affirmed.
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