In re: Genesys Research Institute, Inc. et al Doc. 11

UNITED STATES DISTRICT COURT
DISTRICT OFMASSACHUSETTS

)

PHILIP J HAHNFELDT, PHD, )
)

Appellant, )

V. Civil No. 16-11953-TS

HAROLD B. MURPHY, Trustee

N N N N N N N

Appellee
ORDER
May 18, 2017
SOROKIN, J.
FACTS

Genesys Research Institute (GRI) is a Massaclsusetiprofit formed under Mass. Gen.
Laws ch. 180. RAat 26. GRI conducted and facilitated clinical and other research projects in
health care and life sciences. RA at28. GRI was primarily funded by government research
grants. RA at 27. On July 14, 2015RI filed a voluntary petition for relief under Chapter 11 of
the Bankruptcy Code in the United States Bankruptcy Court for the DistiMasgachusett
Doc. No. 4 at 2The automatic stay went into effect at that time and at no point has it been lifted.
On October 16, 2015, on motion by the Office of the United States Trustee, the Court appointed
trustee Harold Murphy. RA at 27.

The Court need not delve into the minutiae of all of the Bankruptcy Court proceedings

and will offer an overview only of matters relevant to this Order. Among othenagtie

! RA refers to the record appendix, Doc. Nos. 8-2, 8-2. SRA refers to the supplemental record
appendix, Doc. No. 9-3.
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Trustee sold GRI's tangible assets including certain research equipmesmisured the proper
disposal of biological materials, all with the approval of the Bankruptcy Courtappi®val

was gained through two motions, the “Disposition Motion” and the “Settlement Moboth”

filed on March 25, 2016. RA at Bhilip Hahnfeldt, Ph.D., a former research scientist at GRI,
objected to the motions and the Trustee responded. RA at 3—4; SRA at 127. The Bankruptcy
Court allowed the Settlement Motiower Hahnfeldt’s objection on May 19, 2016, SRA at 1,
and allowed the Disposition Motion on May 21, 2016, SRA at 49.

On May 24, Hahnfeldt filed an Emergency Motion to Reconsider both the Settlement and
Disposition Motions. SRA at 54. Hahnfeldt’s Motion argued, as he had in previous fihags, t
the assets in question were not available to the bankruptcy estate unty ptasdaw was
adequately addressddahnfeldtargued that state law required the Trustee to segloraes
deviation from theMassachusettSupreme Judicial Court before he could dispose of the research
equipment andiblogical materials. On May 2 Hahnfeldt appealed the Disposition and
SettlemenOrdess to the Bankruptcy Appellate Panel for the First CireGRA at 69.

On June 24the Bakruptcy Court denied the Emergency Motion to Reconsider in a
lengthy memorandum. SRA at 121. The Bankruptcy Court ruled that Hahnfeldt lackedgstandin
to seekcy presrelief. SRA at 16362. The Bankruptcy Court further noted that the
MassachusedtAttorney General, the party statutorily charged with overseeing nonprofit
institutions, had not filed ey pres action in the case and had not objected to either the

Settlement Motion or Disposition Motion despite being involved in the case. SRA at 162. The

2 The outcome of this proceeding was not included in the record. From the Trustedio@s,
however, it appears that the Bankruptcy Appellate Panel dismissed the appelal@ifdsys and
Hahnfeldt appealed to the First Circwitere briefing is currently underway. Doc. No. 9 at 4 n.3.
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Bankruptcy Court also found that Hahnfeldt had failed to establish standing to act drobehal
the Attorney General for the Commonwealth of Massachgs&RA at 171.

On June 27, Hahnfeldt filed a second Emergency Motion to Reconsider. SRAH&6.
Bankruptcy Court denied that Motion on June 29 for the same reasons it denied Hahn&ldt's fi
Motion. SRA 2170n July 1 Hahnfeldt filed a statement with the Bankruptcy Court again
bringing up thecy presissue. SRA at 218. On July 5, tMassachusettAttorney General
responded and attached an email sent to Hahnfeldt in whicksast#nMassachusettAttorney
Generalstated that th&lassachusettAttorney Generals office considered the Bankruptcy
Court’s order “consistent with applicaliassachusestcharities law.” SRA at 23, 230. The
pleading noted thahecy pres doctrine did not apply to the biological samplesesearch
equipment because state law excluded “prograated assets,” meanifign asseheld by an
institution primarily to accomplish a cht@ble purpose of the institution and not primarily for
investment.” SRA at 225-26 (quoting Mass. Gen. Laws ch. 180A § 1). At this point, no motions
were pending on they presissuethough this notice and response were both before the
Bankruptcy Court.

On July 14, Hahnfeldt filed an emergency petition with the Supreme Judicial Court in
which he requested that Court to enjoin GRI from disposing of the biological samgles a
researclequipment. SRA at 236. On July, IFustee’s counsel sent Hahnfeldt adettating the
petition violated the automatic stay issued by the Bankruptcy Court, requestedhinés|ek
immediately withdraw the petitigmnd notified Hahnfeldt that thegustee intergd, unless
Hahnfeldt dismissed his petition by noon on Julytd&eeksanctiondor this violation of the
automatic stay and faileto seek the leave of the Bankruptcy Caartile the petition SRA at

255-56. Hahnfeldt did not dismiss the petition. On July 18 the Trustee filed an emergency



motion with the Bankruptcy Court for an order to show cause why Hahnfeldt should not be held
in contempt for violating the automatic stay. SRA at 231. The following day, Jullyel 9,
Bankruptcy Court issued an Order to show cause why Hahnfeldt “should not be sanctioned for
commenang an action in violation of the automatic stay and the Barton doctrine and why he
should not be ordered to pay actual damages, including the Chapter 11 Truste&stegal

relating to this Motion.® SRA at 257. On July 20, the Supreme Judicial Court denied the petition
without a hearing and, it appears from the record, without an opinion. RA at 104.

Also on July 20, Hahnfeldt filed a response to the Show Cause Order stating that the
regulatory powers exceptida the automatic stagpplied. RA at 105. He made no mention of
ultravires actions by the Trustee. On July 21, the Trustee replied. RA at 112. On July 22,
Hahnfeldt filed d&Motion to the Court Regarding its Order and Response to Trustee Reply to
Hahnfeldt’'s Response to Trustee’s ShGadse’raising theultra viresissue claiming that the
Trustee was acting outside the scope of his authortteating the biological materials and
research equipment part of the bankruptcy estate. RA at Itifations omitted)On July 26,
the Trustee re@d. SRA at 258. On the same day, Hahnfeldt filed a further reply. SRA at 263.

On August 1, the Bankruptcy Court found “that the bankruptcy estate ha[d] been injured
by Hahnfeldt’s willful violation of the automatic stay and his violations of ordetisi®fCourt,
and the Court orders Hahnfeldt to pay the Trustee’s reasonable attoresyisci@éred in
defending the automatic stay and orders of this Court from his Petition filed 8upreme
Judicial Court.” SRA at 268. After consideration of the Trelstetatement on fees, on

September 13 the Bankruptcy Court ordered Hahnfeldt to pay $10,829.50 to the Trustee’s

3 The Barton doctrine refers to the “general rule that before suit is broughstamaeceiver
leave of the court by which he was appointed must be obtained.” Barton v. Barbour, 104 U.S.
126, 128 (1881).




counsel as the reasonable expenses incurred in connection with the Supreme Judicial Cour
petition RA at 13; SRA at 269.
ANALYSIS
A violation of the automatic stay must be willful or the violator cannot be held liable fo
damages. 11 U.S.C. 8§ 362(Whether a party has willfully violated the automatic stay is a

guestion of fact reviewed for clear errbr.re McMullen 386 F.3d 320, 330 (1st Cir. 2004he

amount of sanctions is reviewed for an abuse of discrdtige. Miller, 730 F.3d 198, 203 (3d
Cir. 2013).

“The standard for a willful violation of the automatic stay under [11 U.S.C.] 8 362(h) is
met if there is knowledge of the stay ahd defendant intended the actions which constituted the

violation.” Fleet Mortg. Grp., Inc. v. Kaneb, 196 F.3d 265, 269 (1st Cir. 1999). “In cases where

the creditor received actual notice of the automatic stay, courts must prestithe thalation
wasdeliberate.”ld. Hahnfeldt does not contest that he received actual notice of the stay and his
extensive filings in the Bankruptcy Court would belie any assertion that he waarena

Indeed, he was an active participant in the proceedings before tkiipay Court in which the
trustee sought permission from the Bankruptcy Court, over his objection, to disposaiof cert
assetsFiling the petition with the Supreme Judicial Court was certainlyanotadvertenact.

He intentionally filed the petitiorHe intentionally aimed the petition at assets of the estate. He
intentionally sought, in this new state action, an order from the state court dioi#diaing the

relief denied to him, repeatedly, by the Bankruptcy Court. The Bankruptcy Court dicaidy c

err in finding a willful violationof the automatic stayrhe Court notes that filing a new petition

in state court to restrain the sale of assets ordered sold by the Bankruptcgv@otne filer's



objection is a plain violation of the automatiays Thus, unless an exception applies,
Hahnfeldt’'s action constitutessanctionableiillful violation of the automatic stay.

Hahnfeldt argues in his brief that the regulatory powers exception to the aotstaat
applies to his actiorfsUnder thisexception, “[the filing of a [bankruptcy] petition . . . does not
operate as a stay . . . of the commencement or continuation of an actions or proceading by
governmental unit . . . to enforce such governmental unit’s or organization’s police and
regulabry power, including the enforcement of a judgment other than a money judgment,
obtained in an action or proceeding by the governmental unit to enforce such gaxtarnme
unit’'s or organization’s police or regulatory power.” 11 U.S.C. 8§ 362(b)(4). In firatabams
section of the Bankruptcy Code, “governmental unit” is defined as “United Stadés,; St
Commonwealth; District; Territory; municipality; foreign state; department,@gen
instrumentality of the United States (but not a United States trwiteserving as a trustee in a
case under this titles), a State, a Commonwealth, a District, a Territory,i@pality, or a
foreign state; or other foreign or domestic government.” 11 U.S.C. § 101(27).

Hahnfeldt is, obviously, not a “governmental unHahnfeldt argues that the exception
applies because the Supreme Judicial Court is a regulatory bodg aedardless of the

automatic stayhe is able tgetition the Supreme Judicial Court so that it would exercise its

4 Hahnfeldt also focuses considerable portions of his briefguing that they pres doctrine
appliesand that the Bankruptcy Court’s order on the disposition of charitable assetsigs wr
This Court is tasked with reviewing the Bankruptcy Court’s order of sanctions, thisi€ourt
will not delve into underlyingy pres argument. The issue here is whether Hahnfeldt willfully
violated the Bankruptcy Court’s order and the appropriaterfessmetary sanctions; if
Hahnfeldt wants to challenge thepresissue, he must do so in an appropriate foriny. error
by the Bankruptcy Court—and the Court sees no error—would not absolve Hahnfeldt of his
responsibility to follow the order pending aphe&seeAcevedeGarcia v. Veravionroig, 368

F.3d 49, 58 (1st Cir. 2004) (“It is wedlettled that a party is not free to violate a court order
simply because it believes (correctly or not) that the order is invalid.”).
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regulatory powerdde points tdn re McMullen 386 F.3d 320 (1st Cir. 2004), to support his

argumentln re McMullen however, does not support Hahnfeldt's assertionis. re McMullen

buyers in a failed real estate transaction submitted a complaint against the aledsbestate
agent acting as their broker for the transaction, before a state regalgéogy, to the
MassachusedtDivision of Registration for Real Estate Agemdis.at 323. The buyers had notice
of the bankruptcy proceedinigl. The First Circuit stated that “[@hough we broadly construe
the automatic stay in many contexts, the same sound public policy reasons whichrditiciergi
subsection 362(b)(4) exception counsel against any rule which might dissuatke paivies

from providing governmental regulatorstivinformation which might require enforcement

measures to protect the public from imminent haioh. &t 328. Thdn re McMullenCourt

differentiated between “[a] private party’s reporting of wrongful conducot@gmmental
regulatory authorities” andfie commencement of a proceeding under subsection 362(a)(1)” or
“an ‘act to collect’ under subsection 362(a)(@3l’ The buyers were not sanctioned for willful
violation of the automatic stay because the state regulatory proceedingtnestricted by th
automatic stay

Here, the situation is vastly different. Hahnfeldt petitioned the Supremealiozirt in
its adjudicative, judicial function: he filed a petition with a court seeking an injumctio
restraining the sale of certain propetahnfeldt akedthe Supreme Judicial Court to act as a
court, not a regulatory body. The regulatory exception does not &fgiipfeldt commenced a
proceeding as described in 11 U.S.C. 8§ 362(a)(1) in violation of the automatic stay. Section
362(a)(1) notes that the automatic stay applies to “the commencement or caninnahiding
the issuance or employment of process, of a judicial, administrative, or otlo@r@&cti

proceeding against the debtor that was or could have been commenced before the



commencement of éhcase under this title, or to recover a claim against the debtor that arose
before the commencement of the case under this title.” Hahnfeldt's acticstputarely within
that subsection.

Theultra vires exception similarly does not apply. Under BanoiBarbour 104 U.S.

126 (1881), “[i]t is a general rule that before suit is brought against a reczaverdf the court

by which he was appointed must be obtainédl.at 128. Under theltra vires exception, an
injured party need not obtain the leave of the bankruptcy court before bringing suituistiee t

is acting outside the scope of his authority. The exceptlows a suitvhere the trustee has
seized property which is hproperly a parbf the estate. Hereh¢ Trustee did not act outside the
scope of his authority. This was not a case where a Trustee unilaterally toolsiposskassets

he wrongly believed to be a part of the est8eeLeonard v. Vrooman, 383 F.2d 556, 560 (9th

Cir. 1967).He acted according to the Disposition and Settlement Orders of the Bankruptcy
Court. Following the orders of the Bankruptcy Court is within the scope of the &ruste
authority. Though more may not be necessary, there is further support for thenatelereview
here. TheMassachusettAttorney General, the state official charged with enforcing syatees
law, declined to object to the Bankruptcy Court rulings.

Finally, “[i] n reviewing the appropriateness of a sanction, an appellate court should
‘defer, within broad limits, to the [lower] court’s exercise of its informedrdisan,’ yet still ‘be

careful not merely to rubber stamp’ the decision below.” In re 1095 Commonwealth Corp., 236

B.R. 530, 538 (D. Mass. 1999) (quotiNavarrcAyala v. Nurez, 968 F.2d 1421, 1426 (1st Cir.

1992)) (alteration in original). “So long as the sanction selected is ‘approftizerules] place

virtually no limits on judicial creativity.ld. (quoting_Anderson v. Beatrice Foods Co., 900 F.2d

388, 394 (1st Cir 1990) (alteration in original). Here, the Bankruptcy Court’s order setgsbut e



action taken as a result of Hahnfeldt’s willful violation of the automatic stay, 8RA9-71,
and includes an itemized list of the attorneys’ fees incurred, SRA at 273&danction of
attorneys’ fees 0610,829.50 is appropriate and is not an abuse of discretion.
CONCLUSION
The Court AFFIRMS the decision of the Bankruptcy Court. Hahnfeldt's Emergency
Motion for a Stay of Execution of Judgment Pending Appeal, Doc. NODBSMISSED AS

MOOT.

SO ORDERED.

/s/ Leo T. Sorokin
Leo T. Sorokin
United States District Judge




