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SCOTT, Bankruptcy Judge

|. Factual Backaground
Wyseda Smith resdes in public housing. Thet is her rent is subgdized by the Public Housing
Authority asadminigtrator of housing asssancefunds. TheHousing Authority paysdirectly toMs Smith's
landlord a pecific amount eech month for Ms. Smith to rent an gpartment. I her benefits termingte, the




Housing Authority would no longer pay this subsidy, and the landlord, not receiving the rent obligation,
would have the right to seek her eviction from the premises?

Under the gpplicable regulations, the debtar, like dl recipients of the public housng bendfits is
required to pay one third of her incomeasrent. When she obtained the housing bendfits Ms Smith Sgned
Satementsthat shehad noincomeand promised to advise of any changeinthat datus. Thedocumentsshe
sgned soedificaly advised her thet if shefailed to report income, her housing benefits could beterminated.
Since Smith reportedly had no income, she was reguired to pay no amount for rent.2

At sometimein 1999, the Housing Authority discovered that Ms Smith hed incomefor 1996, but
hed failed to report that income. Accordingly, on October 6, 1999, the Housing Authority sent aletter to
Ms Smith advisng her that it had discovered the unreported income and requested payment of the thirty
percent rent payment. Theletter advised that if shefailed to pay the amount due, her benefits would be

Smith'slandlord is dso the Housing Authority, and, as alandlord, actsin a separate capacity
from the adminigrator who determines and pay's her benefits under the program. Aslandlord, however,
the Housng Authority may have additiond rights againg thase who have defaulted on rent payments
1.e, to sk eviction. See gengdly In re Bacon, 212 B.R. 66, 75 (Bankr. E.D. Pa. 1997).

*The satements Sgned by Ms Smith each year twice promise to report any changein income:

If, a any time during the year, | or any member of my family havea
change of income, | will repart it immediatdy to the Section 8 office in

Wi m'***
Saement of Section 8 Participation Respongbilities 1 2 (emphedsin origind); and

OUTLINE OF ONGOING RESPONSIBILITIESASA
PARTICIPANT ON SECTION —8

a Report dl changesin family 9ze and income***

Id.. The odligations and grounds for terminetion established by the federa regulaions were given to
Ms Smith in athree page document which she sgned. See . Louis Housing Authority Housing
Assgance Programs datement; sse dso 24 C.F.R. 88 982.551, 982.552.

3|t was later discovered that Ms. Smith aso had unreported income for the 1997 taxable year.
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terminated on November 30, 1999. Ms. Smith requested and was granted ahearing on the action. The
hearing officer uphdd the termination because M s. Smith admitted thet shefailed to report theincome. The
|etter extended the time by which she was required to make payment to December 22, 1999, and again
advised that her benefits would be terminated effective December 31, 1999, if payment was not timdy
mede.

Despite these drictures, Ms. Smith was given afurther opportunity to pay her rant, to the extent
permitted under thefederd regulaions. Ms Smith paid nathing on the abligation, and on March 15, 2000,
the Housng Authority sent aletter to Ms Smith'sattorney indicating thet dueto her falureto report income
for two years Ms Smith's participation in the subsdy program would be termineted, effective April 30,
2000. The letter dso advisad thet if she mede full payment on the obligation, her benefits would not be
terminated. Two daysbeforethetermination dete, on April 28, 2000, Ms Smith filed achapter 7 petition.
On May 2, 2000, after recaiving natice of the chapter 7 case, the Housing Authority sent ancther |etter to
Ms Smith's atorney asserting that the benefits had been terminated due to the debtor's failure to report
income.

The Housng Authority theregfter filed amoation for relief from stay pursuant to section 362, which
was granted after hearing. The order memoaridizing the ruling was spedific and narrow, provided thet the
Housng Authority could terminate the debtor from the housing program and discontinue making any
payments to the landiord for the rent due, and did not address Ms. Smith's rights to gpply for future
bendfits Ms Smith timely gopeded that order, assating, as she did bdow, that the termination of her
present benefits congtituted aviolation of section 525 becausethat section pred uded theHousing Authority
fromterminaing her bendfits on the grounds of nonpayment. Because we bdieve that the bankruptcy
court* correctly gpplied section 525 to this Stuation, we afirm.

| 1. TheSandard of Review
The court reviews the bankruptcy court'sfindings of fact under the dearly erroneous sandard and
condusions of lav denovo. Fed. R. Bankr. P. 8013. Thus, wereview the spedific findings of fact utilized
to determine whether section 525 prohibits action by the Housing Authority under the dearly erroneous
gandard. See Gibbs v. Housng Authority of New Haven 86 B.R. 257, 263 (D. Conn. 1983).

“The Honorable David P. McDondd, United States Bankruptcy Judge for the Eastern Didtrict
of Missouri.



Spedificaly, thebankruptcy court'simplicit determination thet theterminationwasnot “ soley” dueto Smith's
falureto pay the obligation tothe Housing Authority isreviewed under thedearly erroneousstandard.® See
Atlantic Gulf Communities Corp. v. Tax Callectors of S. Lude County (In re Generd Deve opment
Corp.), 163B.R. 216 (SD. Ha 1994). However, in determining whether the bankruptcy court properly
interpreted the case authority and correctly gpplied the facts under section 525, our review is de novo.

| I'1. Application of Section 525(a)
The Bankruptcy Code providesin pertinent part:

[A] governmentd unit may not deny, revoke, susoend, or refuseto renew
alicense, permit, charter, franchise, or other amilar grant to, condition
such a grant to, discriminete with repect to such a grant againg, deny
employman to, terminate the employment of, or discriminatewith respect
to employment againg, a person that is or has been a debtor under this
title or a bankrupt or a debtor under the Bankruptcy Act, or another
person with whom such bankrupt or debtor has been associated, solely
because such bankrupt or debtor is or has been a debtor under thistitle
or a bankrupt or debtor under the Bankruptcy Act, has been insolvent
before the commencement of the case under thistitle, or during the case
but before the debtor is granted or denied adischarge, or hasnot paid a
debt that isdischargegblein the case under thistitle or that was discharged
under the Bankruptcy Act.

11 U.SC. 8525(g). This provison protects debtors from acts of discrimination by governmentd units
whenthediscriminaionisduesol ely to the fact that the debtor filed abankruptcy petition, wasinsolvert,
or faled to pay adischarged obligation. It is not reasonably subject to digpute thet this Satute gppliesto
the Houang Autharity inthiscase See Inre Bacon, 212 B.R. 66, 75 (Bankr. E.D. Pa. 1997)(“[Indeed
none of the cases denying section 525(a) protection to a public housing tenant has held or suggested thet
it cannot be invoked upon aHousng Authority's refusal to grant public housing benefits to a debtor with
unpaid, but discharged, debot to the landlord.”).

>The bankruptcy court did not make an express ruling that the termination was not soldly dueto
nonpayment. However, Snce that issue was argued to the court and the issue was necessary to the
determination that section 525(a) was ingpplicable and that rdief from day was waranted, the
bankruptcy court necessarily and implicitly determined that the termination was not due soldly to
nonpayment of the debt.



Theultimateissueinthiscaseiswhether the Housing Authority may terminate the debtor's benefits
i.e,, the subsdy to provide her rent, because shefailed to pay thirty percent of her incometoward her rent
as required by the regulations governing the program. We condude that section 525(a) does not prohibit
thisaction.®

We mud firg resolve the issue of whether the Housing Authority sought to terminate Ms Smith's
benefits“oldy” because she was a debtor under title 11 or insolvent before the commencement of the
cae The Housng Authority assertsthat her benefitsare subject to termination because of her fraud —her
falure to report income as required by the regulaions and the documents she Sgned.  The Housing
Authority set forth its reason for her termination from the program in various correspondence:

Pease make payment to the S Louis Housng Authority for
UNREPORTED INCOME. ***

The baance mugt be paid in full within (30) days of the above date. The
fallowing action will be taken for falure to repay the . Louis Housng
Authority: ***

B) Terminaion from the Section 8 Program effective 11/30/99.
Housing Authority letter to Ms. Smith, deted October 6, 1999 (emphagisin origind).
Per our meating on November 10, 1999, regarding thetermingtion of your

Section8 Asssancefor unreportedincome, please be advised thet thefull
baance of $3,628.00 must be paid no later than December 22, 1999.

In our mesting, you admitted thet you did not report the income because
the jobs were short term and you didnit think it would metter. Therefore,
if the full balance is not paid by December 22, 1999, your Section 8
Assgance will be terminated & the end of your contract, effective
December 31, 1999.

Housing Authority |etter to Ms. Smith, dated November 11, 1999 (emphasis added).

*During the pendency of the chapter 7 case, the Housing Autharity filed a complaint objecting
to the dischargestiility of the rent obligation under section 523(8)(2). In thet proceeding, the Housing
Authority asserted that the obligetion was nondischargegble due to the debtor's fraudulent conduct in
faling to report income. The delotor consented to ajudgment of nondischargesbility with regard to the
1996 taxable year.



Ms. Smithfalled to report incomefor two consscutiveyears. We will not
enter arepayment agreement with Ms. Smith basad upon our repayment
paicy. Ms Smith's paticipation in the Section 8 program will end
effective April 30, 2000, if full payment is not recaived.

Housang Authority letter to Ms. Smith's attorney, dated March 15, 2000 (emphedsadded). Theseletters
indicatethat the reason for her termination from the program was her falureto report income. Indesd, the
requirement thet she report income was an express condition to baing in the program in thefird ingance.
The fact thet the Housing Authority offered redemption does not obviate the fact that the besis for her
terminationwas the fallure to report income. The Housing Authority's dday in terminating her benefits,
based upon Ms Smith'sunfulfilled promises, does ot necessaxily diminish or destroy theexigting rationde
for the termination of her bendfits  The lettersindicate that the underlying reason for her termination was
her fraud and, thus, thereisno eror in adetermination that thefalureto pay the debot was not thesole besi's
for termingtion of her benefits

Evenif the Housng Authority's decison to terminate her bendfits arose soldy from Smith'sfailure
to pay adebt, section 525 does not prohibit termination of those benefits Section 525 provides thet a
govenmentd unit may not suspend or refuse to renew a grant to a person thet is or has been a delotor
under this title soldy because the individud filed a bankruptcy petition or was insolvent before the
commencament of the case. In this indance, the debtor, prepetition, breached her contract with the
Housng Authority, thereby giving the Housing Autharity, pursuant to the expressterms of that contract and
the federd regulations, cause to terminate the rdaionship. Section 525 does not operate to cure Smith's
contractud defaultsand doesnat require the Housing Authority to continueits contractud reaionshipwith
her.” While the Housng Authority may be required to consider future applications for bendfits it is not
required to reingtate or permit cure of adefault of acontractud reaionship? Thus the termination of the
lease isnat a violation of section 525. SeelnreBacon, 212 B.R. 66 (Bankr. E.D. Pa 1997). In this
ingtance, the Housing Authority isnot refusing to ded with the debtor because of her bankruptcy filing, but,

"The Housng Authority concedes, however, thet the delator may regpply for public housing and
may not be denied future benefits because of her bankruptcy filing or insolvency. SeelnreLutz, 82
B.R. 699 (Bankr. M.D. Pa. 1988).

8Had Congress intended section 525 to have that reach, it could have induded provisons
gmilar to thosein section 1325(b) providing for cure and reindatement of contractud rdaionshipswith

mortgagees.



rather, saeks to enforce its contractud rights which permit termination of benfits based upon fraudulent
conduct. Section 525(a) protects Smith's right to participete in a public housng program free from
discriminatory action based upon her bankruptey filing; it doesnot bar the Housing Authority fromenforcing
the terms of the regulations and contracts under which it operates in an effort to deter fraud. Cf. Inre
Hobbs, 221 B.R. 892 (Bankr. M.D. Ha 1997). Section 525(q) is not intended to shiedd a debtor from
responghilities under leases or other government obligations: The policy of ensuring a“fresh dart” does
not requireagovernmentd entity to insulatethe debtor from al adverse consequencesof filing abankruptcy
petition or, indeed, her own fraud.

I V. Conduson
In parmitting the Housing Authority to terminate her future benefitsfor her failureto reportincome
and pay an obligation, the bankruptcy court did not e in conduding that section 525(a) did not gpply to
the debtor's Stuation. The debtor does not argue with the condusionthdt, if section 525(a) isingpplicable,
relief from Say is gopropriate. Accordingly, we afirm the order granting the Housing Authority's motion
for rdief from Say.

A true copy.
Attest:

CLERK, U.S BANKRUPTCY APPELLATE PANEL FOR THE EIGHTH
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