UNI TED STATES COURT OF APPEALS

FOR THE FI FTH Cl RCU T

No. 00-10670

In the Matter of: KENDAVI S HOLDI NG COVPANY; KENDAVI S | NDUSTRI ES
| NTERNATI ONAL, I NC., Debtors.

JAMES A. CHRI STOPHER,
Appel | ee,

VERSUS

KENDAVI S HOLDI NG COMPANY,

Appel | ant.

Appeal fromthe United States District Court
for the Northern District of Texas

April 23, 2001
Bef ore STEWART, PARKER, Circuit Judges, and GOLDBERG Judge.”

ROBERT M PARKER, Circuit Judge:
Kendavi s Hol di ng Conpany (“Kendavis”) appeals fromthe
district court’s order reversing the bankruptcy court’s final

judgnent. Kendavis clains that Appellee Janes Christopher’s

“Judge of the United States Court of International Trade, sitting
by desi gnati on.



know edge of its previous bankruptcy proceedi ngs was sufficient
notice to satisfy due process requirenents and justify the
di scharge of Christopher’s claimagainst the conpany for | oss of
pensi on benefits.

| .

Janes Chri stopher worked for Unit R g & Equi pnrent Conpany from
1954 until 1977, except for a three-year period in which he worked
for Unit R g & Equipnent Conpany Canada. Both conpanies are
subsi di ari es of Kendavis Hol ding Conpany, and each had a separate
pension plan. Qualified enployees working for the United States
subsidiary participated in the Arerican pension plan, and enpl oyees
working for Unit Rig Canada were eligible for benefits fromthe
Canadi an pensi on pl an.

In February of 1985, «creditors brought an involuntary
bankrupt cy proceedi ng agai nst Kendavi s under Chapter 11. Kendavis
excl uded the pension beneficiaries fromits bankruptcy schedul es
and decided not to inform the beneficiaries of the proceedings.
During the course of negotiating a plan for reorganization,
Kendavi s agreed to take twenty mllion dollars out of a surplus in
the Anerican pension plan for the benefit of its creditors.
Kendavi s sent Christopher a letter dated October 18, 1985 stating
its intention to termnate the pension plan and assuring
Chri stopher that his benefits under the plan woul d not be affect ed.
Chri stopher |ater acknow edged that he knew about the bankruptcy

t hrough | ocal newspaper articles.
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On Novenber 24, 1986, the bankruptcy court approved the
reorgani zati on pl an and di scharged any renmai ning clainms. The court
al so issued an injunction against any additional clains arising
before the effective date of the plan.

Chri stopher el ected benefits under the Anerican pension plan
in 1989. He attenpted to collect pension benefits under the
Canadi an plan in 1995, but learned that Kendavis term nated the
pl an years before. On Cctober 3, 1996, Christopher filed suit
agai nst Kendavis in federal district court in Cklahoma. He clained
that he received less than his full benefits under the Anerican
pensi on plan and that Kendavis wongfully rejected the benefits to
which he was entitled under the Canadi an pension plan. Kendavis
argued that Christopher’s claimarose before the effective date of
its Chapter 11 reorgani zation and noved to reopen the bankruptcy
pr oceedi ngs.

The bankruptcy court reopened the case on April 30, 1997. The
court held that Christopher’s claim was discharged by its 1986
Order of Confirmation and assessed $40,000 in sanctions agai nst
Chri stopher for violating its injunction. Christopher appealed to
the district court. The district court reversed, concluding that
di scharge of Christopher’s claimfor pension benefits violated his
right to adequate notice as required by constitutional due process

even though he knew of Kendavis’s bankruptcy proceedings. See

Chri stopher v. Kendavis Holding Co. (In re Kendavis Hol ding Co.),



2000 W 769226 (N.D. Tex. June 14, 2000).
1.

We review the bankruptcy court’s findings of fact under the
clearly erroneous standard and deci de issues of |aw de novo. See
Henderson v. Belknap (In re Henderson), 18 F.3d 1305, 1307 (5th
Cr. 1994). W review the bankruptcy court’s inposition of
sanctions for abuse of discretion. See Perkins Coie v. Sadkin (In
re Sadkin), 36 F.3d 473, 475 (5th Gir. 1994).

The paranount issue on appeal is whether Christopher’s
know edge of the bankruptcy proceeding satisfied due process
requi renents and justified the discharge of his claimfor pension
benefits under 11 U.S.C. § 1141(d).! Section 1141 provides for the
di scharge of any claim arising before the date of a plan’s

confirmation unless the claim is excepted from discharge under

This case rai ses other questions concerning potential pension
clains against a bankruptcy estate that were not submtted as
i ssues on appeal. This opinion should not be construed as
resol ving any issues other than the issues raised herein. See,
e.g., Patterson v. Shumate, 504 U. S. 753 (1992) (holding that an
anti-alienation clause in an ERI SA-qualified pension plan excludes
the plan froma beneficiary s bankruptcy estate); Pension Benefit
Guarantee Corp. v. Pritchard (In re Esco Mg. Co.), 33 F.3d 509
(5th CGr. 1994), withdrawn on reh’g, 50 F.3d 315 (5th G r. 1995)
(requiring the bankruptcy trustee to assune the obligations of
term nating a pensi on pl an under ERI SA); Pension Benefit Quarantee
Corp. v. Pritchard (In re Esco Mg. Co.), 50 F.3d 315 (5th Gr.
1995) (holding that the bankruptcy trustee had no power to
termnate the pension plan as successor to the rights of the plan
sponsor and thus was not responsi ble for clains against the estate
regarding the plan’s term nati on because the plan adm nistrator,
not the plan sponsor, was responsible for termnating the plan
under ERI SA).



section 523. Section 523(a)(3)(A) precludes discharge of clains
that a debtor neglected to |list or schedul e. However, even when
the debtor fails to list a claim the claim nay nonethel ess be
di scharged if the “creditor had notice or actual know edge of the
case in tinme for . . . tinely filing.” 11 U S.C. § 523 (a)(3)(A.

Wi |l e Christopher’s know edge of Kendavis’s bankruptcy would
presumably require discharge of his claim under the Bankruptcy
Code, Christopher raises a question of due process that nust be
resol ved on constitutional grounds. See Sequa Corp. v. Christopher
(In re Sequa Corp.), 28 F.3d 512, 516 (5th Cr. 1994); G ossie V.
Sam (ln re Sam), 894 F.3d 778, 781 (1990). See generally 8 Ca.lLIER
ON BankrupTCcY § 1141.06 (Lawence P. King ed., 15th ed. 2000).
Kendavi s argues that this Court set forth a bright-lineruleinIn
re Sam and In re Sequa Cornp. Kendavi s contends that actual
know edge of the pendency of a bankruptcy case will always satisfy
st andards of constitutional due process as | ong as the creditor has
an opportunity totinely file his claim Because Christopher knew
about the bankruptcy proceedings in tine to neet the filing
deadl i nes, Kendavis contends that we are bound by precedent to
conclude that Christopher’s claimwas discharged w thout further
anal ysis of the factual circunstances.

Protection of an individual’s due process right to adequate
notice requires nore than the cursory review that Kendavis

suggests. In Mullane v. Central Hanover Bank & Trust Co., the



Suprene Court articulated the standard for adequate notice:

An elenentary and fundanental requirenent of due
process in any proceeding which is to be accorded
finality is notice reasonably cal cul ated, under all the
circunstances, to apprise interested parties of the
pendency of the action and afford theman opportunity to
present their objections. The notice nmust be of such
nature as reasonably to convey the required i nformation,

and it nust afford a reasonable tine for those
interested to nmake their appearance. But if with due
regard for the practicalities and peculiarities of the

case these conditions are reasonably met t he

constitutional requirenents are satisfied.

339 U. S. 306, 314-15 (1950) (citations omtted). Under the Suprene
Court’ s standard, we nmust anal yze the particul ar facts of each case
and determ ne whether the nethod used to notify an individual was
reasonably certain to informthe individual of a proceedi ng that
could affect his rights. See id. at 315.

A potential Ilitigant who knows about a |egal proceeding
usual |y has adequate notice that his rights could be jeopardi zed
and should take steps to protect his rights. Nevert hel ess, an
ordinarily valid formof notice may “fail to satisfy due process

because of the circunstances of the defendant.” Boddi e v.

Connecticut, 401 U S. 371, 380 (1971). We therefore assess the



sufficiency of notice against the backdrop of the factual
circunstances in each case. See Millane, 339 U S at 314.
Kendavi s’s suggestion that an individual’s know edge of a
bankrupt cy proceedi ng al ways qual i fies as adequate noti ce obvi ates
the Suprene Court’s analysis in Millane and msinterprets this
Court’s holdings in In re Samand In re Sequa Corp.

InInre Sam 894 F.2d 778, 779 (5th Cr. 1990), the cl ai mant
filed a section 1983 suit against the debtor during the debtor’s
bankrupt cy proceedi ngs. Al t hough the debtor did not Ilist the
claimant as a creditor, the debtor sent the claimant’s attorney a
Notice of Automatic Stay. See id. at 779. The notice did not
disclose the bar date for filing remaining clainms against the
estate. See id. The claimant’s attorney first becane aware of the
bar date after it passed. See id. On appeal, we concluded that
the claimant, through his attorney, received adequate notice that
“his section 1983 claimagainst [the debtor] was affected by [the
debtor’s] bankruptcy . . .,” and that the claimant had sufficient
time toinquire as to the bar date. Id. at 781l. 1In re Sam does
not support the proposition that discovery of a bankruptcy case is
adequate notice in all circunstances.

InlInre Sequa Corp., 28 F. 3d 512, 513-14 (5th Cr. 1994), the
debtor filed for bankruptcy under Chapter 11. He and ot her
investors sought to purchase insurance conpanies from Sequa

Corporation (“Sequa”) during the pendency of his bankruptcy case.



See id. at 513. Sequa filed suit against the debtor in New York
for clains arising fromthe transaction. See id. at 514. During
the New York litigation, the bankruptcy court confirnmed the
debtor’s Chapter 11 plan. See id. The debtor then filed an
adversary proceeding in the bankruptcy court seeking discharge of
Sequa’ s cl ai ns. See id. The court held that the postpetition
clains were discharged by the confirmation order. See Chri stopher
v. American Universal Ins. Goup, Inc. (In re Christopher), 148
B.R 832 (Bankr. N.D. Tex. 1992).

On appeal, Sequa argued that postpetition creditors were
entitled to formal notice of inportant dates and filing deadlines
under the Due Process Clause. See id. at 515. W concl uded t hat
formal notice is not required for postpetition clains. See id. at
518-19. W further determ ned that the evidence of Sequa’ s actual
know edge satisfied both prongs of the In re Sam anal ysis-(1) the
noti ce apprised the clai mant of the pendency of an action affecting
his rights, and (2) the notice allowed sufficient tinme to permt
the claimant to present his objections. See Inre Sam 894 F. 3d at
782. In reaching this conclusion, we reviewed the evidence that
showed the extent of Sequa’s know edge regarding the bankruptcy
case. See In re Sequa Corp., 894 F.2d at 518. The evi dence
clearly established that Sequa possessed sufficient know edge to
inpose a duty on the conpany to protect its rights in the

bankruptcy court. See id. at 519. W |imted our holding to

8



“postpetition plaintiffs in [Sequa's] position.” See id. at 519.

In re Sequa Corp. does not espouse a rule that woul d precl ude
further consideration of the context in which a creditor |earns of
a bankruptcy proceeding. As established by the Court in Millane,
adequate notice is notice reasonably cal cul ated, given the factual
circunstances, to inform claimants of a proceeding that affects
their rights. See Miullane, 339 U S. at 314-15. See also In re
Sadkin, 36 F.3d at 475-76 (holding that a claimant’s actual
know edge constituted adequate notice of the debtor’s anmended |i st
of exenptions based on the circunstances of the case); OQto v.
Texas Tamale Co., Inc. (Inre Texas Tamale Co., Inc.), 219 B.R 732
(Bankr. S.D. Tex. 1998) (analyzing the factual context to determ ne
whet her the creditor’s know edge of the proceedi ngs was adequate
notice). W therefore apply the fact-intensive analysis required
by Mullane to determ ne whether Christopher’s know edge of the
bankruptcy case was sufficient to charge himwith the burden of
asserting his claim See Mullane, 339 U S. at 314.

During the pendency of the bankruptcy proceedi ngs, Kendavis
decided to termnate its Anerican pension plan to satisfy certain
debts. Kendavis sent aletter to Christopher assuring hi mthat the
termnation of the Kendavis pension plan would have no affect on
his vested pension benefits. The letter did not nention the
bankruptcy proceeding, but Christopher |earned about the case

t hrough | ocal newspaper articles.



Despite Christopher’s actual know edge of Kendavi s’ s
bankruptcy proceeding, an unrepresented person in his position
shoul d not be expected to file a claimin the bankruptcy court to
protect his rights. An enpl oyer owes a fiduciary duty to the
beneficiaries of a pension plan when an enpl oyer seeks to recoup
surplus funds by term nating the plan. See Bussain v. RIR Nabi sco,
Inc., 223 F.3d 286, 295-96 (5th Cir. 2000) (citing 29 US.C. §
1104(a)). Chri stopher therefore acted reasonably by relying on
Kendavi s’s assurance that his pension benefits were not in
j eopardy. The fact that the letter does not specifically refer to
the bankruptcy proceeding does not dimnish the effect of the
message. Any concern that the bankruptcy case may have affected
Christopher’s right to pension benefits was reasonably dissipated
by Kendavis’'s letter.

Due process requires, at the very least, a debtor to refrain
from assuring potential claimants that their rights wll not be
adversely affected during bankruptcy proceedings. This 1is
especially true when the debtor is a |large corporati on who owes a
fiduciary duty to the individual claimant. Although Kendavis may
not have harbored any deceptive i ntent by assuring Chri stopher that
his rights woul d not be affected, “fundanental notions of fairness
and due process” dictate that we not place the burden on
Christopher to cone forward with his claim United States v.

Henderson, 707 F.2d 853 (5th Gr. 1983) (holding that the
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requi renents of due process were not satisfied by notices of
foreclosure that m srepresented Mssissippi |law). Before he was
deprived of his claim for pension benefits, Christopher was
entitled to notice that would reasonably apprise him “of the
pendency of the action and afford [hin] the opportunity to present
[ his] objections.” Millane, 339 U S at 314. In these limted
ci rcunst ances, perfunctory know edge of the bankruptcy proceedi ng
did not constitute adequate notice to satisfy constitutional due
process requirenents.

Accordi ngly, we hold that the bankruptcy court’s confirmation
order did not discharge Christopher’s claim Because his claimfor
pensi on benefits was not discharged, Christopher did not violate
the bankruptcy court’s injunction. The bankruptcy court’s
i nposition of sanctions was therefore an abuse of the court’s
di scretion. The district court’s order is affirned.

AFFI RVED
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