UNITED STATES3 BANFKRUPTCY COURT
FCR THE DISTRICT CF DELAWARE

In re; Chapter 11
CAMBRIDGE INDUSTRIES HOLDINGS,
INC., CAMBRIDGE INBDUSTEIERS, TINC.
and CE AUTOMOTIVE TRIM

SYSTEME, INC.,

Cage HNo, G00-151%

Jointly Adminietered

Debtors.

)
)
)
)
)
)
)
)
)
JOHN J. CALICLO, as Liguidating ]
Trustee for the Cambridge )
Indusgtries, Ing. Liguidating Trust,) Bdv, Proc No, 02-032%3
)
Plaintiff, )i
)
V. )
)
)
)
1
)

AZDEL, INC.,

Defendant.

MEMORANDUM OFINION CON MOTION FOR SUMMARY JUDGEMENT
BEY DEFENDANT AZDEL, INC.

I. INTRODUCTION

Thiz is an adversary proceeding in barkruptoy (Fed. E.
Bankr. P. 7001}, seeking to avoid an allegedly preferential
transfer. 11 U.S.C. § B47.°

Before the Court is the motion of Defendant Azdel, Inc.

- All statutory references herein are to the Tnited States
Bankruptcy Code, 11 U.5.C. § 101 et g2eg., unless otherwise noted.
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("Defendant®) for summary judgment pursuant to Fed., R. Civ. P. B8

as incorporated by Fed. R. Bankr. P. 7056 [Doc. Ne. 15].

IT. IBE

=

The Defendant presented geveral issues in its motion for
summary judgment. The court denied the Defendant's motion as to
all of the issues from the bench after cral argument, except for
one isgue, which is the subject of this memorandum copinicon. That
iggue is whether § 502(d) of the Code precludes a preference
action against a creditor, whose proof of olaim in the bankruptoy

cage hasg already been allowed by court order.

ITII. FaACTS3

The Debtcors in these casgses filed its voluntary petiticn for
relief under Chapter 11 of the Code on May 10, Z000. The
Debtors’ Mcdified Second Amended Joint Consolidated Ligquidating
Plan of Recorganization waz confirmed by Crder of August &, 2001.
[Case Mo, 00-181l9% (Doo. Nao. 15780). The Ligquidating Plan berame
effective on August 17, Z001L.

Two sieparate administrators are created by the Confirmation

Jrder. The Confirmation Crder gives to an entity called the Plan



Administrator the responsibility to resolwve disputed claims.

[Confirmatison Order at 13, Y 11] The Order algo provides that
ancther entity, called the Liguidating Trustees, shall have the
right to bring preference aveidance c¢laims. [Confirmaticon Order
at 15, Y 14]

That divigicon of xegponsibilitiezs appears to be the cause of
the present dispute. The disagreement concerning Defendant’s
proocfs of claim wag handled, for the bankruptey estate, by the
Plan Administrator. The Plaintiff in this adversary proceeding
to avolid preferential transfers in the Ligquidating Trustee.

Defendant filed its proof of claim in the amount of
§936,700.74 {5303,120.87, sBecured, and £634,580.07, unsecured}.
By Order dated August 5, 2002, the Court approved the Stipulated
Order Regolwving All Claims of Azdel, Ing. [Case No. 00-1919, Doc.
No. 21%4].,

On May 8, 2002, pricr to the August 5, 2002, Stipulated
Order, the Liguidating Trustee filed the gomplaint in thig acticon
to avoid and recover preferential transfers. The complaint
alleges that the Defendant receiwved aveidable preferential
tranzfers in the aggregate amount of $881,777.03, [Complaint 1 9,

Doc. No. 1]

IV. DISCUSSTON



A. Summary Judgment Standard

Fed. E. Civ. P. 56(¢) f{applicable here by reascon of Fed. R.
Bankr. P. 7056} provides that summary judgment shall be granted
"i1f the pleadingg, depositions, answers to interrogatories, and
admissicon on file, together with the affidawvit, if any, show that
there is no genuine igsue as te any material fact and that the
moving party iz entitled to judgment as a watter of law.” Fed.
R. Ciwv. P. G€{c); Fed. R. Bankr. P. 70%6. The iszsue before the
sourt involves no disputed facts, so summary adjudication isg

appropriate.

B. § 502(d}

Section 502(d) states in relevant part:

Notwithstanding subsecticns {a) and (b} of thia
gaction, the court shall disalleow any claim of any
entity ... that ig a transferee of a transfer avaidable
under gection . . . 547 . . . of thig title, unle=sz
guch entity or transferee has paid the amount, or
turned over any such property, for which such entity or

tranaferee i3 liabkle under secticon ... 550 ... of this
title.

Three recent decisions of this court have dealt with the

preclusgive effect aof 8 502{d): Cghen . TIC Finagcial Svstems

{In re Ampace}, 279 B.RE. 145 (Bankyr. DI. Del. 2002); LaRoche

Industries, Ing. v, General American Transportation Corp. (In re

4




LaFoche), 284 EBE.E. 406 (Bankr. D. Del. 2002); and, in ancther

adversary proceeding arising from the same bankruptcy case as the

matter now before the court, Johbn J. Calioleo, Liguidating

Trustee, v. TEA Fabco Corp. {In re Cambridos Industries Holdings,

Inc.), 2003 WL 1818177 (Bankr. D. Del. 2003).

The holdings of these three cagez are not in conflict. In
Aampace, 8 502{d) was found to have no preclusive effect upon
pubgsequent preference litigation, because there had bheen no
objection to the defendant s claim.® The ¢laim had been deemed
allowed, in the absence of chjecticon, pursuant to § 50Z2{a). 27%
BE.R. at 162-63.

in LaFoche, The Chapter 11 debtors objected to a creditor’s
proof of claim. The creditor did not respond to the objection,
and an order was entered sustaining the objection and allowing
~he c¢laim in a reduced amcunt. Thereafter, pursuant to the
debtor’s confirmed chapter 11 plan of reorganization, the
creditor received a distribution of 162 shares of common steock of
the reorganized debtors. Following that distribution teo the
creditor, the debtors commenced an advergary proceeding against

the creditor, to aveld an allegedly preferential transfer in

2

In Ampace, the Trustee did file a formal chijection to the
Defendant’'s claims. But the objection came after time extension
orders that were held by the court to have been ineffective.
Thus the cobjecticon was found to be untimely and, therefore,
deemed allowed.



excess of $84,000. LaRoche held that § 502{d} precluded the
action and the court granted defendant-creditor'a mocion for
gummary judgment. The court chaerved:
*Thusg § 502({d) stands for the propesition
that if a claim is alleowed there is no longer a
voidable transfer due from that claimant. In
ggsence, a voldable transfer, such as a pre-
ference, must be determined, as part of the
claims procezs and not at a later time, especially
after distributicon under the plan.”
2684 B.E. at 408-03.

In Cambridge, the facts were similar to LaRoche, The
preference avoidance action was commenced after the creditoris
claim had kbeen allowed and a cash digtribution paid, pursuant to
a confirmed chapter 11 plan. Unlike LaRoche, there was no formal
ochjection to the creditor’'s proof of claim., The parties resolwved
their differences concerning the allowable amount of the claim
without a formal obijection. Like LaRoche, an order was entered
allowing the claim in the agresd amcunt. Cambridge alao
indicates that § 502(d) requires the application of principles of
claim preclusion, so that avoidable tranafer igszues must be
raiged as part of the claim objectionfallowance process.

To review the three holdings:

In Admpace, the creditor's claim was deemsed allowed, in the

absence of objecticn. There was no formal objection/allowance

procedure and no order of the court resolving a dispute over the




allowable amount of the claim. It was held that § 502{d) waz not

a2 bar to a later preference avoidanice adversary proceeding
againet the creditor with the allowed claim.

In LaFoche and Cambridoe, thers were orders allowing the
claims of the creditors in reduced amcunts. In LaReoche, a formal
objection to the proof of ¢laim was filed; in Cambridge, no
ocbhjection was filed, az the parties resclved their differences
congensually. In both cases, dividends were paid on the
c¢reditors’ claims, before the filing of the complaints alleging
that the creditors had received avoidable transfers., Eoth
Lakoche and Cambridge expressed concerns about the fairness of
subjecting a creditor te a claim objection, regolving the
objection via a court order, giving the creditor its distributicn
pursuant to the chapter 11 plan, and then commencing an adversary
proceeding against the creditor to recover an allegedly avoidable
tranafer.

The relevant facts in the matter now before the court differ
from the three prior rulings in this district. First, fairness
to the creditor/defendant is not an issue. The preference acticn
was commenced before the claim objection was filed. However, the
claim dispute was resclved and an order was entered allowing the

¢laim in a reduced amount while this adversar~y proceeding was



pending.?

The diatinguishing fact in the three cases discussed above
iz the presence or aksence of an crder expressly resolving a
digpute over the amount of the creditor's c¢laim. If there is
guch an order, as cppoesed to the ‘deewed allowance’ <f a claim,
then § 502(d) precludes the commencement or continuance of
litigation geeking to recover avoidable transfers from the
creditor.

Where, ag in the present matter, ome entity is responsible
for glaima cbjections and ancther Zor adwversary procvesdings to
recover avoidable transfers, the preclusive effect of § 502 (d)
should not cause serioug inconvenience. Communication between
those entities, eapecially bhefore the entry of orders concerning
digputed claims, will eliminate the possibility of inadvertent
preclusion of avoidance actions.

Plaintiff’e zounsel has corxrectly noted some surprise in
rulings giving preclusive effect to § 502{d}, given prior use of
independent proceadings for claims objections and preference

avoidance, relative to digsputes with a single crediter. However,

* Defendant’s memorandum in support of this motion for
gummary —“udgment [Deog. No. 16 at 12] alleges that Plaintiff was
advised, before entry of order on the <laim, of Defendant's
position that § 5024{d} wouid require dismissal of this adverzary
proceeding. Since this allegation, which appears only in the
text of the memorandum, wag unsupported by declaration or
otherwise, it is given no weight.
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such surprise must be no greater than the surpriae of the

creditors in cases such as LaReoche and Cambridge, who had a their
disputed claimsg allowed in reduced amounts, received
distributicng from the bankruptcy estate on account of the
claima, and then got =ued on the alleged preferences.

In LaRoche, the creditor, GATX, filed a claim for
3117,215.84. The «laim was allowed in the amount of 2103, 944 .42.
The ‘dividend’' was corporate stock, not cash., The prefersnce
avoidance complaint socught to recover $84,271.38 from GATX. In
Cambridge, the crazditor, TKA Fabeo, filed a claim for
$173.425.63. The claim was allowed in the amount of 3166,672.%1.
The diwvidend was a cash distribution of 87,221.46. The
subsequent preference aveoidance complaint sought to recover
591,227.84 from TEA Fabcoo.

As noted above, creditor surprise is rot an element of the
pregent matter, for the adversary proceedirg was filed kefore the
dispute over the allowable amount of the proof of claim was
reasclved., Nevertheless, the surprises that can be inflicted on
creditors, 1if § 502(d} is ignored, are wvery real and relevant.

Joinder of all disputes concerning the entitlements of a
creditor into a single proceeding should expedite, not delay, the
administration of bankruptey cases. Combirning claims cbjections

and tranafer avoidance spares all parties the inconvenience of



awaiting the outcome of two proceedinga in order to know a

vreditorfs net claim against, or indebtedness to, the bhankruptoy
estate. If creditors are to be subjected to new or continuing
preference litigation after their claims have been allowed,

§ 502(d} will have no subkstance.

Consolidation of the ¢laim objecticn and the adversary
preoceeding presents no procedural problema. A claim cbhjectien is
a contested matter, pursuant to Fed. R. Bankr. P. 9014, and
preference aveoidance iz an adversary proceseding, pursuant to Fed,
E. Bankr. P. 7001{1). However, consclidation of the two disputes
raiges no problem, for Rule $014 zutomatically appliez many of
the adversary rules to contested matters and autherizes the court
to order application of the other adversary rules. Therefore,
contested mattera, asuch as objections to claims, are easily
congelidated with adversary proceedings.

Ag the LaRoche court observed, the legislative history shows
that § 502(d) was derived from contemperary Zaw at the time of
enactment. H.R.Rep. No. &5%5, 25th Cong., lst Sess. 354 (19771,
reprinted in App. Pt. 4{d){i); &.Rep. No. 9%8%, 95th Cong., 2d
Sess. 65 (1977), reprinted in App. Pt. 4{e) (i); 1%78
U.5.¢.C.A.N., pp. 5363, £310, 5787, S5881l. Contemporary law in

1577-78 was 8§ 57(g) of the Bankruptcy Act, which iz essentially
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the sam= as the current § s5024{d).?

In Katchen v, Landy, 382 U.S5. 323, 86 S.Ct. 487 (1944), the

Court relied upon the integral relationship betweern claim
objections and preference avoidance, as set forth in § 57(g), to
uphold the jurisdiction of the bankruptey court over the
preference avoidance part of the dispute with the creditor. 382
7.5, at 330-31. The present matter does not involwve a dispute
over jurigdiction, but Katchen offers useful ingight inte the
importance of not geparating the resolution of a creditor's claim
from proceedings to recover aveldable transfers received by the
game creditor.

Plaintiff has offered no meaningful reason to excuse the
allowance <f Defendant’s claim, in advance of rescluticn of the
preference issue, as reguired by § 502(d). Therefore,

Defendant’'s motion for summary judgment should be granted.

V. CONCILUSION

* The Bankruptecy Act § 57{(g}, 11 U.5.C. § 983i{g) provided:
The claimg of crediters who have received or acguired
preferences, liens, conveyances, transfers, agsignments
or encumbrances, vold or voidable under this title
shall not be allowed unless such creditors shall
surrender such preferesnces, liensz, convevances,
transfers, assignments, or encumbrances.
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Bankrupteoy estates should not be administered as if § 502{d}

does not exist. When preference avoidance actions are brought
independently of chjectionz to claims of the preference
defendant, several problems can arise. If the claim objection is
resclved before the preference action is commenced, the creditor
who received the allegedly wvoidable preference may be unfairly
surprised by a lawsuit alleging that it still owes money to the
bankruptoy estate. If the claim cbjecticn and the preference
litigation proceed as two pieces of litigation, rather than one,
there is danger that the estate is being administered
inefficiently. If, as in LaRoghe and Cambridae, dividends, in
the form of money or stock in the reorganized debtor, are
digtributed to the creditor before resclution of the preference
matter, any Judgment against the crediter must then be adjusted
to account for the amount of money or the wvalue of the gecurities
previously distributed to the crediter on account of its allowed
claim. It may even be necegeary for the estate to bring an
action against the creditor to recover the distrikbution to the
creditor.

In unugually large bankruptcy cases, there may be
efficiencies in having different entities and different law firms
responsible for claims objections, on the one hand, and

preference avolidance adversary proceadings, on the other.

1z



However, as noted above, thege efficiencies kecome illusory whem
there are creditors who become involwved in both claim disputes
and preference litigation.

The command of § 502(d) iz clear: The preference digpuse
musat be resslwved in tandem with the ¢laim objection,

Where there is a court order resolving a dispute over the
amount of a creditor’s <¢laim, the entry of that order precludes,
pursuant to § 502i{d), the commencement or continuation of
litigation for the recovery from the creditor of allegedly
avoidable transfers.

Therefore, since therse is such an order concerning
Defendant’s claim, Defendant’s motion for summary judgment in
this adversary proceeding will be granted. Summary judgment is
appropriate, as there are no factual disputes. The complaint

will be dizsmissed.

July 18, 2003
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