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llen Means and Laura Leesha Means

UNITED STATESDISTRICT COURT
CENTRAL DISTRICT OF CALIFORNIA

In re THOMAS ALLEN MEANS and
LAURA LEESHA MEANS

Debtors,

THOMAS ALLEN MEANS and LAURA
LEESHA MEANS

Appellants,
V.

DAVID Y. FARMER
and KRISTIE BOND

Appellees.

Chapter 7 Trustee

Appellants-Debtors Thomas and Laura Meaning this appeal challenging th
bankruptcy court’s Novembér, 2010 Order approving tleettlement between Kiristi
Bond and David Farmer, the Chapter 7 Teas Having carefully considered tf
papers filed in support @nd in opposition to this appl, the Court deems the matt
appropriate for decisionittiout oral argumentSee Fed. R. Civ. P. 78; L.R. 7-15.
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Case No. 2:10-cv-9703-ODW
OPINION ON APPEAL FROM
BANKRUPTCY COURT

Bankruptcy Case No. 9:09-bk-12268-R
Adversary’Case No. ND09-1271-RR
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I. BACKGROUND

The settlement at issue governs theisiee’s adversary complaint against

Kristie Bond, sister to Laura Means. dladversary complaint alleged that Laura

fraudulently conveyed property toer father, Francis Priest, to shelter it from f{
bankruptcy estate. Upon maoni, the bankruptcy court eméel summary judgment i
favor of the Trustee. Bond appealedubSequently, Bond and the Trustee reachg
settlement. Appellants filed this appeaiallenging the bankruptcy court’s ord
approving the settlement, arguing that) {hie bankruptcy court did not perform
proper evaluation of the settlement; (2) theskee provided insufficient notice of th
motion seeking approval of the settlememigl £3) Appellants were deprived of the

due process rights because they were matnaed defendant in the adversary action.

A. Theproperty

In 2003, Priest executed a will, bequeag) his house on Old Rose Drive in L
Vegas, Nevada to his daughteaura. (Appellee’'s Br. 2. In February 2006, hg
transferred the house to himsetfdaLaura as joint tenants.ld() Then, because @
Laura’s looming financial troubles, she traarséd her interest in the house back
Priest in 2008, making him the sole owndd. at 2—-3.)

On June 10, 2009, Laura and her husbéled a joint Chapter 7 bankruptg
petition and David Farmer wagppointed as trustee toeih bankruptcy estate. d

at1l.) After Laura and her husband dildankruptcy, Priest executed a new Wi
disinheriting Laura and bequeathing all of lproperty, including the house, to hi

other daughter, Kristie Bondld( at 5.)
B. Thefraudulent transfer adversary complaint

In 2009, the Trustee filed an adveysaomplaint against Priest, alleging tk
2008 transfer of Laura’s interest inetlhouse to Priest was a fraudulent conveya
under Bankruptcy Code section 548d. @t 3.) Specifically, the complaint alleged t
conveyance was fraudulent because Laura vwsmsveant at the time of the transfer a
received no consideration for the transfed.)(
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Priest died on December 6, 2009d.X As a result of Priest’s death and t

2009 will, the house transferred Bond by operation of law.ld.) The Trustee then

amended the complaint to nafBend as the defendantld)

After discovery in the adversary caBend and the Trustee each filed a motion

for summary judgment. Id.) The bankruptcy court granted summary judgmen
favor of the Trustee.lq. at 5.) Bond appealed tkemmary judgment orderld()
C. TheNevada probate action

[ in

After Priest's death, Laura filed a patiti, presently pending in Nevada state

court (Case No. P-10-067454-E), challenging his 2009 wild. gt 5; Appellants’
Opening Br. 8.) Priest died 179 dayseafLaura filed for bakruptcy. (Appellee’s
Br.5.) The law provides that the bankruptestate includes all property the deb
stands to receive under a will withirBA days of filing thebankruptcy petition.

11 U.S.C. § 541(a)(5). Therefore, if th@0® will were invalidatedand Laura were to

receive property under the 2003 will, supnoperty would be property of th
bankruptcy estate(Appellee’s Br. 5.)
In addition to the house, Priest’s estal® included a proof of claim in Laura

bankruptcy case in the amount of $58,940.96. gt 6.) After his death, the proof of
claim became an asset of his probate estatewould therefore pass under his wijll.

(Id) Under the 2009 will, Bond wouldeceive any distribution from Laura’
bankruptcy estate on account of Priest’s proof of claii@.) (
D. Thesettlement

After Bond filed the notice of appealf the bankruptcy court's summairy

judgment order, Bond and the Trusteegan to negotiate a settlementld.)( In
connection with the settlemediscussions, the Las Vegy@roperty was appraised
$174,000. Id.) The Trustee determined th#te property’s net value to th

bankruptcy estate wasproximately $165,000. Id.) Subsequently, the parties

finalized the settlement.ld))
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Under the settlement, Bond agreed to pay the Trustee $105,000 in cash a
withdraw the proof of claim filed by Priestld() In exchange, the Trustee agreed to

dismiss the adversary complaint with pidice, allowing Bond to retain title to t

house. Id.) Further, the Trustee agreed tatgaim to Bond any rights the Trustge
could assert in the Nada probate caseld()
E. Thesettlement approval hearing

After Bond and the Trustee reached tlesttlement, the Trustee filed a motipn
in the bankruptcy court seeking approval of the settlemédtat(7.) Appellants filed
an opposition attacking the settlement, spedlfidhe Trustee’s agreement to transter
its rights in the probate case to Bondd.)( During the hearing, the bankruptcy couirt
found that the agreemeneeded to be modified. Id.)) In response to Appellant
opposition and in anticipation of the court's objection, the parties modified the
settlement eliminating the elentsnof the probate case.ld( at 8.) Under th
modified settlement, Bond would pay theu$tee $105,000 in cash and the Trustee
would dismiss the adversary complanith prejudice, thereby granting Bond
undisputed title to the property(ld.)

Appellants were represented at thearing and objected to the modifi
settlement. (Hr'g Tr. 8:18-9:23.) The ribawptcy court found that the modified
settlement was a compromise of litigatiofppellee’s Br. 8.) The court specificall
noted that this was not a sale of propdr#gause title to the property was still under
Bond. (d.) Further, the court commentedaththere are costs and uncertaintjes
associated with litigating the appeal oéthdversary complaint; and by settling, the
estate would be spared these coditd.) (

Dissatisfied with the modified settlememppellants appealed to this Court.
(Appellants’ Opening Br. 1-2.) Appellantist seven issues on appeald.)( The
Court concludes these issues are duplicative and can be collapsed into three isgues.

! The adversary complaint was on appeal. The bguéy court granted sunary judgment in favor
of the Trustee. I(l. at 5.)
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The first issue is whether the bankryptourt properly evaluated the settlemg
by ensuring it was fair and eitgble prior to its approvdl. The second issue i
whether the Trustee provided sufficient netbf the settlement approval motion. T,
third issue is whether Appellants were depd\of due processbause they were ng
named as defendants in travarsary complaint. The Cduaddresses each in turn.

II. STANDARD OF REVIEW

Under 28 U.S.C. § 158(a), district cousve jurisdiction to review any fing
judgment, order, or decree of a bankruptcy colmtre Vylene Enters., Inc., 968 F.2d
887, 889 (9th Cir. 1992). The Ninth Qiit has defined a final decision in th
bankruptcy context as one tH&nds the litigation on thenerits and leaves nothin

for the court to do but [to execute the] judgmentsire Martinez, 721 F.2d 262, 265

(9th Cir. 1983) (quotingcatlin v. United States, 324 U.S. 229, 233 (1945)).

When reviewing a bankruptcy court’s deoisi the district court functions as ¢
appellate court and applies the same standfardview as a federal court of appea
Beal Bank v. Crystal Props,, Ltd., L.P., 268 F.3d 743, 755 (9@ir. 2001). A district
court may affirm a bankrdpy court order on any grod supported by the recort
even if the bankruptcy court relied tre wrong grounds or wrong reasonind. The
bankruptcy court’s legalonclusions are reviewedk novo and its factual findings ar
reviewed under the clear error standatd.re Tucsco Estates, Inc., 912 F.2d 1162
1166 (9th Cir. 1990). The bankruptcy cosrdpproval of a settlement is review
under the abuse of discretion standatd.re Arden, 176 F.3d 1226, 1228 (9th Ci
1999).

111
Il

2 Appellants argue that the banktey court erred and abused itsctietion because: (1) the cou
failed to make findings of facts or conclusions o¥;|&2) the Trustee failetb provide the court with
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adequate information; (3) theowrt did not perform an informed and independent examination;

(4) the court failed to examine and addressAR€ factors; and (5) the rekung settlement was no
fair and equitable or in the basterest of the creditorsld)
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[11.  DISCUSSION

The bankruptcy court’s settlement apyal order constitutes a final ordg

within the meaning of 28 U.S.C. 8§ 158(a)(1yhus, this court has jurisdiction ov¢
this appeal.

A. Proper evaluation of the settlement

Federal Rule of Bankruptcy Prabge 9019 governs compromises and

settlements reached in bankruptcy courfpravides, “[o]n motion by the trustee ar
after notice and a hearing, the court mpprave a compromise or settlement.” F¢
R. Bankr. P. 9019. In examining a propdssettlement, the bankruptcy court mi
evaluate four factors, camonly referred to as th&& C factors:

(a) [t]he probability of success in the lipon; gb) the difficulties, if any,

to be encountered in the matter oflection; (c) the complexity of the
litigation, as well as the expense, and the expense, inconvenience ang
delay necessarily atte it; [and] (d) the paramount interest of
creditors, giving proper deference tioeir reasonable views [regarding
the proposed compromise].

United Sates v. Edwards, 595 F.3d 1004, 1012 (91Gir. 2010) (quotingn re A&C
Props., 784 F.2d 1377, 1381 (9th Cir. 1986)).

A compromise agreement allows theistee and the creditors to avoid t
expenses and burdens asated with litigation. 1d. at 1380-81. In genera

compromises are favored in bankruptcy actioimste Sein, 236 B.R. 34, 37 (D. Ore|.

1999). The court generallyives deference to a trustee’s business judgmgse.In
re Pac. Gas & Elec. Co., 304 B.R. 395, 417 (Békr. N.D. Cal. 2004).

Although a bankruptcy court may not silppubber-stamp the decision to ent
into a settlement, it need not conduct ahaaistive investigation, hold a mini-trial g
the merits of the claims, or require thtae settlement be the best possible. re
Walsh Constr., Inc., 669 F.2d 1325, 1328 (9th Cir. 1982Rather, a bankruptcy cou
“need only find that the settlement was negotiated in good faith and is reasonal
and equitable.”Inre Pac. Gas, 304 B.R. at 417 (citinghre A&C, 784 F.2d at 1381).
111
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Appellants argue that the bankruptcy doalused its discretion because it ¢

not properly evaluate the settlement agnent. (Appellants’ Opening Br. 16,

Appellants contend that as a result, se¢tlement was unfair and inequitabléd. @t
29.) The Court disagrees.

The bankruptcy court did not blindly piyove the settlement. At the hearin
the bankruptcy judge told the parties Wweuld not approve the current settlemg
because it appeared thaethrustee did not give “due consideration to the potej
claims of the estate againthe probate.” (Hr'g Tr. £2-5:1.) In response to th
Appellants’ opposition and ianticipation of the bankrupg court’s objection, Bong
and the Trustee modified the settlementkstg both Bond’'s withdrawal of Priest’
proof of claim and the Trustee’s agreemertramsfer his rights ithe probate case t
Bond. (d. at 7:18-23; 8:7.) Under the modifi settlement, Bond would pay th

Trustee $105,000 in cash and the Trustee avdigmiss the adversary complaint with

prejudice, thereby granting Bond unalised title to the property.ld. at 8:23-25.)
Further, the court recognized that ffreperty was essenliya being exchanged
for $105,000, but the propentyas worth at least $175,000(d. at 9:20-10:2.) The
court found this to be acceptablelight of the remaining litigation risk. Id.) The
reduced price of the house was part afompromise taking into account the tim
cost, and possibility of an unfarable result on the appeald.(at 9:20-25.)
Appellants argue that this settlementuisfair because the Trustee gave Bc
valuable property in exchange for dissal of a “simple appeal.” (Appellant
Opening Br. 30.) Appellants’ charactetiba of the “simple appeal” considers on
the possibility of a substantiya higher judgment. It failgo take into account th
Trustee’s risk of losing the appeal. Thatinstead of obtaining $105,000 under f
settlement, the Trustee could have lostdpeeal, thereby forfeiting the property
Bond without payment. The goal of theu$tee is to maximize the return for tf

% This was not a sale because no transfer of title was necessary. At the time, title was alrea
Bond via Appellants’ transfer of th@operty to Priest and from PrigstBond through Priest’s will.
(Id. at 9:3-19.)
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creditors. LeBlanc v. Salem, 212 F.3d 632, 635 (1st Cir. 2000). Making tl
settlement ensurednfancial gains for th bankruptcy estate.

The Court finds the bankruptaourt properly evaluated th&& C factors and
took into account the probability of susse the complexity and expense of t
litigation, and the interest of the creditors. There is no evidence in the recq
suggest that the settlementsaot fair nor equitable.
B.  Noticeof motion

With respect to notice, Appellants argte Trustee’s notice of settlement
creditors of the bankruptcy estate wasufficient under tb Federal Rules o
Bankruptcy Procedure. (Appellants’ Openidg 17-18.) In addition, they conten
no notice of the modifiedettlement was givenld. at 20-21.)

Under Federal Rule of Bankruptcy Procedure 9019(a), “[n]otice shall be {
to creditors, the United Stat@sustee, the debtor, and indare trustee as provided |

Rule 2002 and to any other entity as the tmay direct.” Fed. R. Bankr. P. 9019(a).

Rule 2002 establishes a 21-day notice querfor the hearing on approval of th
compromise and settlement of a contrrsy. Fed. RBankr. P. 2002(a)(3).
There is no evidence ithe record that notice ahe motion approving thg

settlement was not properlyvgin to the creditors. Fumer, the Court finds that

additional notice concerning the modifiegtttlement agreement was unnecess
First, interested parties were put on oetby the original notice of motion—if s
inclined, these parties could have appedatavhich time they could have objected
the modified settlement).Second, no parties opposeé #ettlement agreement oth
than the Appellants; it was unlikely that emerested party would suddenly appeatr
the settlement hearing without filing an oppios. Third, the modified settlemern
only worked to the benefit of the bankraptestate, because the bankruptcy es
reclaimed its rights to fight the probagéetion. (Hr'g Tr. 7:18-23.) Thus, if a

* There was no additional hearing on the modifssttlement agreement. There was only ¢
settlement hearing. (Apf@nts’ Opening Br. 20.)
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interested party did not oppose the orajisettiement, it was unlikely that it woul
oppose the modified settlement. Finalthe alleged notice deficiencies did n
actually prejudice the Appellants—they weaetive in the litigation (they filed at
opposition to the settlement motion) and were represented by their attorney
hearing. (Appellee’s Br. 7; Hr'g Tr. 1:19-20.)

A fundamental requirement of dugrocess in any proceeding is noti
reasonably calculated to apprise interegiadies of the action and afford them
opportunity to present their objectionm re Center Wholesale, Inc., 759 F.2d 1440

1448 (9th Cir. 1985). Even if notice tie modified settlem® was required and

Appellants did not receive actual notice, their attorney was present at the heari
made objections on their behalf. (Hr'g Tr19-20; 9:9-23.) Besause Appellants wer
provided an opportunity to present theipjections, the bankruptcy court did n
violate their due process right§ee Fitzgerald v. Ninn Worx SR, Inc., 428 B.R. 872,
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882 n.11 (B.A.P. 9th Cir. 2010) (the court notbdt appellant debtor was present at

the sale hearing and bid on the property).
C. Deprivation of due process

Finally, Appellants contend that their dpeocess rights were violated because

they were never named adeledants in the adversary action concerning the prop

erty.

The Court agrees with the Trustee’s arguntkeat Appellants did not have an interest

in the property. Title was held by Priesvho subsequently died and passed

property to Bond. (AppelleeBr. 3.) Without an ownership interest in the proper
Appellants have no duarocess rights to assert @amning any action relating to the

property. Appellants citeo case law suggesting otherauis Thus, the Court find;

the

UJ

that it was proper for the Trustee to nomhme Appellants as defendants in the

adversary action.
111
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For the reasons discussed above, the GAERIRM S the bankruptcy court’s

V. CONCLUSION

order approving the settlement.

IT 1SSO ORDERED.

May 3, 2012

Y 27

HON. OTISD. WRIGHT, I
UNITED STATESDISTRICT JUDGE
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