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OPINION ON APPEAL

This appeal was filed by the United States of America, Internal
Revenue Service (“the IRS”), challenging the bankruptcy court’s April
13, 2000 Order Sustaining Debtor’s Objection to Claim and the related
Findings of Fact and Conclusions of Law filed on April 6. 1In the
order, the bankruptcy court sustained the objection of debtor Candace
Johnston (“Johnston”) to the IRS’s amended proof of claim, which
amendment was filed on October 27, 1999, after the September 13, 1999
confirmation of Johnston’s Chapter 13 plan of reorganization. For
the reasons stated below, the Court concludes that the bankruptcy

court’s decision must be reversed.

I. Jurisdiction and Standard of Review

The Court has jurisdiction to consider the bankruptcy court’s
order under 28 U.S.C. § 158(a) (1) . The bankruptcy court’s conclusions
of law are subject to de novo review, but its factual findings may
not be set aside unless they are clearly erroneous. Sequa Corp. V.

Christopher, 28 F.3d 512, 514 (5th Cir. 1994).

ITI. Facts

On December 3, 1998, Johnston filed her Chapter 13 bankruptcy
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petition. On January 7, 1999, Johnston filed the required schedules
in support of her petition. Johnston signed her schedules, declaring
under penalty of perjury that she had read them and that they were
true and correct to the best of her knowledge. On “Schedule A--Real
Property,” Johnston listed only her interest in her residence at 1146
Riverview Drive, Cleburne, Johnson County, Texas (“the Riverview Drive
property”). She noted that the Riverview Drive property had a current
value of $60,000 but was encumbered by a secured claim in the amount
of $58,988. Thus, Johnston’s total eqguity in the Riverview Drive
property was $1,012. On “Schedule B--Personal Property,” Johnston
listed several items, including a “1/3 interest in father’s estate,”
which she valued at $5,667.

On April 27, 1999, the IRS timely filed its original proof of
claim, reflecting that Debtor owed the IRS $40,681.60 at the time
she filed her bankruptcy petition for unpaid federal income tax
liabilities for tax years 1988-1994 and 1996-1997. The IRS’s proof
of claim reflected a secured claim amount of $1,012, which represented
Johnston’s equity in her Riverview Drive property as reflected on
her Schedule A, a priority claim of $684.66, and an unsecured general
claim of $38,984.94. The IRS also supplied prcocof of its notices of
federal tax liens for tax years 1988-1994 that had been filed
prepetition in the real-property records of Johnson County, Texas.

Johnston’s final chapter 13 plan and motion for valuation was
filed on July 23, 1999. Johnston’s final plan provided for the IRS's
claim as reflected on its original proof of claim, thus allowing for

a secured claim in the amount of $1,012, a priority claim in the
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amount of $684.66, and unsecured general claims in the amount of
$38,984.94. After notice to interested parties, including the IRS,
the bankruptcy court confirmed Johnston’s plan on September 13.

Approximately four weeks later, on October 8, 1999, Johnston
moved to sell certain real property located at 918 N. Willow Circle,
Burleson, Johnson County, Texas, free and clear of all liens. This
real property was formerly owned by Johnston’s father, and a one-third
interest in the property passed to Johnston immediately upon her
father’s death on August 25, 1998, several months before she filed
her bankruptcy petition. Prior to her October 8, 1999 motion,
however, Johnston never specifically revealed her interest in this
real property in any of her bankruptcy filings, including the
schedules supporting her bankruptcy petition. No amendments to her
bankruptcy schedules specifically disclosing her interest in this
real property or the amount of that interest were ever filed. The
October 8 motion was the first written notification of Johnston'’s
interest in this real property received by the IRS.

As a result, on October 27, the IRS filed its “Amendment #1 Proof
of Claim.” The amendment contained the same gross amount of
indebtedness as was reflected on the IRS’s original claim, but sought
to reclassify unsecured general tax liabilities to secured tax claims
based upon Johnston’s disclosure of her interest in the Willow Circle
property and the fact that the IRS had already filed liens against
all of her property in Johnson County. Specifically, the amendment
reflected that Johnston was indebted to the United States in the gross

amount of $40,681.60, with $24,995.33 being a secured claim, $684.66
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