UNI TED STATES BANKRUPTCY COURT
DI STRICT OF M NNESOTA
THI RD DI VI SI ON

Jill Vedders, Chapter 7

Jill Vedders, ADV. No. 3-95-118
Plaintiff,

VS.

Eduserve Technol ogi es and
Texas Cuarant eed Student Loan
Cor por at i on,
Def endant s. ORDER

Thi s adversary proceeding canme on for trial January 30, 1996, to
determ ne the dischargeability of Debtor's student |oan obligations under 11
U S.C. Section 523(a)(8)(B). Appearances were noted in the record. The Court
havi ng revi ewed and consi dered the evidence received, heard the argunents of
counsel, and otherw se being fully advised on the matter, now makes this ORDER
pursuant to the Federal and Local Rul es of Bankruptcy Procedure.

l.
Statement of Dispute
The Debtor seeks a determ nation of the dischargibility of her student

| oan obligation as an undue hardship. She owes $10, 252. 63 to Defendants,
from student |oans taken to fund her six years of classes at Mankato State
University. Debtor asserts that she suffers fromchronic depression, is
taki ng prescription medi cations, and undergoing therapy for a nenta
condition. She clainms that as a result of her fragile nental state, she is
unable to
repay the | oan obligations. She contends her income |level will not
dramatical l yi nprove in the foreseeable future and, accordingly, asserts that
t he debt shoul dbe di scharged as an undue hardship in accordance with 11 U S. C
Section
523(a)(8)(B)

Def endant s di spute Debtor's assertions that her nmental condition gives
rise to the type of undue hardship provided in the Code. Debtor is only 29
years ol d, has no dependants and no physical disabilities. The Defendants
contend that in the near future, it is reasonable to suspect Debtor's
financial circunstances will inprove; and, that she will be able to service
her student |oan indebtedness.

The evidence in the record concerning Debtor's nmental condition and
t enuous enpl oynent circunstances, is insufficient to neet her burden of
showi ng undue hardshi p. Therefore, Debtor's student |oan debts in the anopunt
of
$10, 252. 63, are nondi schar geabl e.

.

FACTS

The Debtor commenced classes at Mankato State University in 1985. To
finance her education, she obtai ned guaranteed student |oans, in the principa



anounts of $2,240 and $1,870.(FN1) At the tine of filing, the bal ance
owed on the TGSLC | oans was $4,674.46. The Debtor al so received | oans
fromthe M nnesota H gher Education Coordinating Board (VHESO) .(FN2) At the
time of the filing, Debtor owed $5,735.18 to MHESO Debtor requests that the
entire bal ance owi ng on these | oans of $10, 252.63, be discharged in her
Chapter 7 bankruptcy case.

The Debtor attended Mankato State University from 1985 until July,
1991. She was was 17 credits short of conpleting an accounting degree,
when she left school. The Debtor testified that nost of the proceeds of these
| oans were used for financing her education, but sonme proceeds were used
to purchase a vehicle and pay personal expenses.

In 1987, the Debtor missed tine in school due to the surgical renoval
of a tunor. Also, she was hospitalized for injuries sustained follow ng a car
accident. The Debtor had additional surgery on her feet, and was forced to
mss nore classes. As a result of this tinme off, it delayed her conpletion of
her education. Additionally, the Debtor worked part-time and, at certain
poi nts, she was unable to pay for her current |oad of classes.

The Debtor stopped attending classes in 1991, after a serious case of
depression, which left her suicidal and in the hospital. She was hospitalized
for 48 hours at Emmanuel St. Joes in Mankato, M nnesota. Follow ng her
hospitalization, she was prescribed Prozac and Trazedone, both adni ni stered
to alleviate the depression. She also began psychiatric counseling with Dr.
Julie Gerdts three tinmes each week. The Debtor remmins in treatnment today,
and battles her condition daily.

Due to her mental condition, the Debtor did not return to conplete her
degree. Instead, she searched for a job, and eventually obtained a position
wi th M nnegasco, as a customer service representative in August 1992. She
has held this position for nore than three years. At the time of filing, the
Debtor's gross nonthly income was $1,593, and her net was approxinately
$1, 200.

The Debtor clainms her expenses are $1,410.50. These expenses
i ncl uded nont hly $15 co-paynents for nedication and a $10 co-paynent for
each therapy session. The Debtor's rent is $325, and she nmakes a car
paynment of $270 each nmonth on a car loan that will end in Cctober 1996.

Vedders filed her Title 11 petition under Chapter 7 for relief from her
creditors, which included past due nedical bills, her student |oan debts, and
ot her unsecured credit card debts. She was unable to nmake paynents on
these obligations, and maintain treatnent for her nedical condition

.
ANALYSI S

Under 11 U.S.C. Section 523(a)(8)(B), an individual debtor is not

di scharged in bankruptcy proceedi ngs fromany debt incurred for an
educational benefit, arising froma |l oan made by a governmental unit or nade
under a program funded in whole or in part by a governnental unit, unless
excepting such debt woul d i npose an "undue hardshi p" on the debtor and
debtor's dependents. VWhile the Bankruptcy Code does not provide the exact
meani ng for "undue hardship,” various courts have devel oped and adopt ed
several tests to evaluate the exceptions to the non-dischargeability of
st udent
| oan obligations for individual debtors. The current applicable test in this
jurisdiction is found in the case of Inre Frech. 1In re Frech, 62 Bankr. 235
(Bankr. D. M nn. 1986).

In Frech, the court set forth the three elenments of consideration for
di schargeability of student |oan obligations. 1d. at 240. The debtor carries
the burden of all three elenents in order for the debt to be deened di scharged
as undue hardshi p.

The three elenents are detailed in terns of tests that the debtor's
speci al circunmstance nmust nmeet in order for consideration of dischargeability.
The first is the nechanical test, where the court considers the financial



duties, obligations, prospects, and hardshi ps of the debtor. The second is
the good faith test, where the court considers whether or not the debtor has
made good faith attenpts to m nimze expenses, naxim zing resources, and
mtigate defaults with the | ender through negotiations for paynent plans or
additional deferral tine. Lastly, the policy test requires the court to

to consider the inpact of discharging the debt in conjunction with the
Congressional intent behind 11 U. S.C. Section 523(a)(8)(B). Debtor nust
first pass the threshold nmechanical test before any other consideration by
the court is to take place.

The Debtor testified to her nmental condition and presented evidence of
her clinical depression. She also testified to the tenuous status of her
enpl oyment at M nnegasco, and the possibility that her departnment could be
closing in the future. Finally, she presented evidence that her current
expenses exceed her inconme. She has nmade efforts to locate a job that pays
nmore, but fears that doing so will be a distance fromher treating
psychi atri st,
and she will |ose her nedical insurance.

The Defendants do not dispute that the Debtor suffers fromclinica
depression. But, they do contend that in the foreseeable future, there is a
great likelihood that Debtor's financial condition will inprove. She is only
29
years old, has no dependants, and is not under any physical restrictions for
enpl oyment. Additionally, she has been with M nnegasco for nore than three
years, and has received raises accordingly. They dispute Debtor's contention
that her position will be term nated, and argue that this is only specul ation
and shoul d not be determ native for dischargeability.

The Debtor has failed to carry her burden to satisfy the mechanical test
under 11 U.S.C. 523 (a)(8)(B). Wth respect to her nedical condition, the
Debtor failed to provide any nedi cal records which would substantiate the
severity of her nental condition. The Debtor's battle with depression has
been debilitating. But, her testinony alone is insufficient to support a
finding that she is presently enpl oynent disabled; or that her condition will
not inprove in the reasonably foreseeable future.

Mor eover, there was insufficient evidence offered to support Debtor's
contention that her present enploynent status is in doubt. The Debtor's
testinmony regarding the potential closure of her office was not substanti ated
by any further evidence. The Debtor has naintained her enploynent with
M nnegasco for nore than three years, and presumably this will continue.

Additionally, the Debtor's expenses will be reduced in the foreseeable
future. For exanple, Debtor no longer will need to contend with the
unsecured debts and nedical bills discharged in her Chapter 7 bankruptcy
case. Also, the Debtor's car paynment of $270 each month will end in Cctober
1996. At least a portion of this paynment, |ess an anount used for car
mai nt enance, may be used to service her student |oan obligation. Therefore,
the Debtor fails to nmeet the threshold mechanical test of financial hardship,
and no further consideration of the good faith or policy tests is necessary.

V.

Based upon the foregoing, it is hereby ORDERED that the Debtor's
student | oan debts to TGSLC of $4,674.76, and MHESO of $5, 735.18, are not
di schargeabl e under 11 U S.C. Section 523(a)(8)(B)

LET JUDGVENT BE ENTERED ACCORDI NGLY.

Dat ed: 3/28/96 By the Court:

Dennis D. O Brien
Chief U.S. Bankruptcy Court



(FN1) These loans were ultimately assigned to the Texas Guaranteed Student
Loan Corporation (TGSLC).

(FN2) The naned defendant in this adversary proceedi ng, EduServ Technol ogi es,
Inc., is the agent of VHESO responsi ble for adm nistering and collecting the
Debtor's | oans.



