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IN THE UNI TED STATES COURT OF APPEALS

FOR THE FI FTH Cl RCU T

No. 98-20918

Summary Cal endar

In the Matter of: JEFFREY A GOFORTH
Debt or,

ERNEST JAY HALL,

Appel | ee,

V.

JEFFREY A GOFORTH

Appel | ant.

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

July 9, 1999
Before KING Chief Judge, and WEINER and DENNI'S, Circuit Judges.

PER CURI AM

Appel l ant Jeffrey A Goforth appeals the final judgnent of
the district court, which affirmed the bankruptcy court’s order
granting appellee Ernest Jay Hall’s summary judgnent notion and

denying Goforth’s summary judgnent notion on the ground that 11



US C 8 502(b)(7) does not Iimt Hall’s claimagainst Goforth.
We affirm
| .  FACTUAL AND PROCEDURAL HI STORY

In April 1993, appellee Ernest Jay Hall, the majority
shar ehol der of a conpany known as Tel eonetrics, contracted to
sell his shares to appellant Jeffrey A Goforth. The Integrated
Agreenent provided that Goforth was to becone the majority
shar ehol der of Tel eonetrics by purchasing fifty-eight shares of
Tel eonetrics stock, while Tel eonetrics redeened its remaining
out st andi ng shares from Hall through the issuance of prom ssory
notes to Hall. Goforth fully performed his only individual
obligation under the Integrated Agreenent, to purchase the fifty-
ei ght shares, in April 1993. The signatories to the Integrated
Agreenent included Hall, David Dollahite, as president of
Tel eonetrics, and Goforth, in his individual capacity as
pur chaser.

In connection with the Integrated Agreenent, the parties
executed an enpl oynent agreenent (Enploynent Agreenent) to retain
Hal | as an enpl oyee of Teleonetrics. The signatories to the
Enmpl oynent Agreenent were Hall, in his individual capacity, and
Tel eonetrics. Goforth executed the Enploynment Agreenent on
behal f of Teleonetrics in his new capacity as president of the
conpany. He did not sign the Enpl oynent Agreenent in his

i ndi vi dual capacity.



Approxi mately five nonths after the sale, nunerous problens
between Hall and Goforth culmnated in Hall’s term nation. Hal
sued Goforth and Tel eonetrics for wongful term nation, and the
case was referred to arbitration. On August 29, 1994, the
arbitrator issued an award in the anmount of $1,127,237 agai nst
Goforth and Tel eonetrics jointly and severally. The arbitrator
did not issue findings and did not apportion the damages between
those deriving fromthe Integrated Agreenent and those deriving
fromthe Enploynent Agreenent.

On January 23, 1995, a Texas state court entered a judgnent
based on the arbitration award (the judgnent). Like the
arbitrator’s award, the judgnent did not apportion the damages
between the two agreenents. On Decenber 28, 1995, the Texas
Court of Appeals affirned the judgnent on the ground that
Tel eonetrics had not tinely noved to vacate the arbitrator’s
awar d.

On February 8, 1995, both Tel eonetrics and Goforth filed for
Chapter 11 bankruptcy protection in the Bankruptcy Court for the
Western District of Washington. Hall filed identical clainms for
the full anmount of the judgnment in both cases. Both debtors
objected to Hall’'s clains, requesting that the clains be limted
under 11 U. S.C. 8 502(b)(7). On May 22, 1995, Hall initiated
adversary proceedings to determne the applicability of 11 U S. C
88 502(b)(4) and 502(b)(7) to his clains.

During pretrial conferences in the Tel eonetrics adversary
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proceedi ng, the issue arose whether the judgnment was based on the
I nt egrated Agreenent, the Enpl oynent Agreenent, or sone

conbi nation of the two. The parties agreed that approximtely
$300, 000 of the judgnent derived fromthe |Integrated Agreement
and was a secured claim?! and that the renmi ning $827, 000 derived
fromthe Enploynment Agreenent and was an unsecured claim The
Bankruptcy Court for the Western District of Washi ngton
subsequently transferred the cases to the Bankruptcy Court for
the Southern District of Texas (the bankruptcy court).

Thereafter, the bankruptcy court held that § 502(b)(7)
l[imted Hall’s $827, 000 unsecured cl ai m agai nst Tel eonetrics to
$192, 000 because Hall was an enpl oyee of Tel eonetrics and his
claimarose out of the breach of an enpl oynent contract. Hall is
seeking to recover from Goforth the bal ance of the unsecured
claim

On March 21, 1997, Goforth filed a summary judgnent notion
in his adversary proceeding, arguing that 8 502(b)(7) limts
Hal |’ s claimagainst Goforth just as it limted Hall’ s claim
agai nst Tel eonetrics. On April 14, 1997, Hall filed his response
and a cross-notion for sunmary judgnent. On Decenber 2, 1997,

t he bankruptcy court issued its opinion, which denied Goforth’s

summary judgnent notion and granted Hall’s summary judgnent

! Teleonetrics’s confirned plan provided for the paynent of
this secured claim Hall has since received all paynents due him
on this claim



nmotion. The bankruptcy court held that 8§ 502(b)(7) does not
limt Hall’s unsecured claimagainst Goforth. On Septenber 17,
1998, the district court affirnmed and entered final judgnent
allowing Hall’s unsecured claimagai nst Goforth. Goforth tinely
appeal s.
1. STANDARD OF REVI EW

We review the bankruptcy court’s grant of Hall’s notion for

summary judgnent as though it had been directly appealed to us.

See Charrier v. Security Nat’'l (In re Charrier), 167 F.3d 229,

232 (5th Gr. 1999). Qur review of the grant of a sunmmary

judgnent notion is de novo. See Southmark Corp. v. Coopers &

Lybrand (In re Southmark Corp.), 163 F.3d 925, 928 (5th Cr

1999); Lynch Properties, Inc. v. Potomac Ins. Co., 140 F. 3d 622,
625 (5th Cr. 1998). Summary judgnent is appropriate “if the
pl eadi ngs, depositions, answers to interrogatories, and
adm ssions on file, together with the affidavits, if any, show
that there is no genuine issue as to any material fact and that
the noving party is entitled to a judgnent as a matter of |aw”
FED. R CQv. P. 56(c).
[11. DI SCUSSI ON

Goforth argues that the bankruptcy court and the district
court erred by holding that 8 502(b)(7) does not Iimt Hall’'s
claimagainst him Both courts interpreted 8 502(b)(7) to apply

only to the clains of an enpl oyee of the debtor. Because Hal



was enpl oyed by Tel eonetrics, not Goforth, the bankruptcy court
and the district court found that 8§ 502(b)(7) does not limt
Hal | s claimagainst Goforth. Goforth challenges this
concl usion, arguing that the | anguage of the statute does not
limt its application to enployees of the debtor and that nothing
in the legislative history conpels this conclusion. He contends
that 8§ 502(b)(7) applies to any enpl oyee who cl ai ns damages from
the termnation of an enpl oynent agreenent regardl ess of whether
t he debtor agai nst whomthe claimis brought is the actual
enpl oyer and that the critical inquiry is whether the debtor is
directly liable for the clai mned danages.

Section 502(b)(7) provides:

(b) [T]he court, after notice and a hearing, shall determ ne

the anobunt of . . . [a] claim. . . as of the date of the

filing of the petition, and shall allow such claimin such
anount, except to the extent that--

(7) if such claimis the claimof an enpl oyee for
damages resulting fromthe term nation of an enpl oynent
contract, such clai mexceeds--

(A) the conpensation provided by such contract,
W t hout accel eration, for one year follow ng the
earlier of--

(i) the date of the filing of the petition;
or

(ii) the date on which the enpl oyer directed
the enpl oyee to term nate, or such enpl oyee
term nat ed, performance under such contract;
pl us

(B) any unpaid conpensati on due under such
contract, w thout acceleration, on the earlier of
such dat es.



11 U S.C § 502(b) (7).

The pl ain | anguage of the statute supports Goforth’s
position. The | anguage of the statute does not state that it
applies only where the debtor is the actual enployer of the
claimant. Instead, it states that it applies to clains “of an
enpl oyee for damages resulting fromthe term nation of an
enpl oynent contract.” [d. Goforth contends that the only
conditions specified by 8§ 502(b)(7) are met--Hall is an enpl oyee
who cl ai ns damages resulting fromthe term nation of an
enpl oynent contract. According to Goforth, 8 502(b)(7) can be
used by anyone who is directly |liable for damages resulting from
the termnation of an enpl oynent contract. He argues that
8 502(b)(7) applies in his case because he is liable for
enpl oynent contract danmages by virtue of the state court
j udgnent .

Al t hough t he bankruptcy court acknow edged that the plain
| anguage of 8 502(b)(7) does not clearly preclude its application
to Goforth’s case, the court read into the statute the

requi renent that the claimant nust be an enpl oyee of the debtor.

It reasoned that if Congress had not intended to limt
8 502(b)(7) to situations where the debtor is also the enployer,
it could have used the term “person” instead of “enployee.”
According to the bankruptcy court, Goforth’s interpretation would
render the term “enpl oyee” superfl uous.

Goforth responds that the term “enpl oyee” is not superfl uous
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under his reading of the statute because the termwas added to
clarify that 8§ 502(b)(7) does not apply to derivative clains, but
only to the clains of actual enployees. In its original form
the | anguage of the provision made it applicable to clains “for

damages resulting fromthe term nation of an enpl oynent

contract.” 11 U S.C. 8 502(b)(8) (1978);2? see In re WIson Foods
Corp., 182 B.R 278, 281 (Bankr. D. Kan. 1995). The 1984
anendnents to the Bankruptcy Code added | anguage to the

provi sion, so that the |anguage of the current version nakes it

applicable to clains “of an enpl oyee for danages resulting from

the termnation of an enploynent contract.” 11 U S. C

8 502(b)(7) (enphasis added); see In re WIlson Foods, 182 B.R at

281. According to one court, the |984 anendnents added the
| anguage “for clarity “and to elimnate the possibility that sone
third party, such as a dependent of a forner enployee or a third-

party contractor mght assert a claimhereunder.’”” |In re WIlson

Foods, 182 B.R at 281 (quoting Norton Bankruptcy Code Panphl et

1994-1995 Edition (Revised) 8 502(b) Editor’s Comment at 379

(1995)). Thus, the term “enpl oyee” is not w thout neani ng under
CGoforth’s interpretation of the statute.

The bankruptcy court also relied on Johnson v. Beck (In re

Johnson), 117 B.R 461 (Bankr. D. M nn. 1990), in support of its

2 By virtue of the 1984 anendnents to the Bankruptcy Code,
t he nunbering of this provision changed from § 502(b)(8) to
8 502(b)(7). See Inre WIlson Foods Corp., 182 B.R 278, 281
n. 20 (Bankr. D. Kan. 1995).




hol ding that 8 502(b)(7) does not apply in Goforth’s case. 1In |n
re Johnson, the claimnt, Beck, was an enpl oyee of the debtor
corporation whose clains arose out of the breach of an enpl oynent
agreenent between Beck and the corporation. See id. at 463. The
i ndi vi dual debtor, Johnson, had executed a consent to and
guaranty of the contract as the corporation’s majority

sharehol der. See id. at 464. Beck was term nated and sued in
state court seeking a declaratory judgnent and actual and
punitive damages. See id. His theories of recovery included
breach of contract by both Johnson and the corporation, Johnson’s
tortious interference with his contractual relations with the
corporation, Johnson’s breach of fiduciary duty as majority
sharehol der to Beck as mnority sharehol der, and Johnson’s
wrongful dilution of Beck’s shares. See id. Johnson and the
corporation thereafter filed for Chapter 11 protection, and
Johnson initiated an adversary proceedi ng to determ ne whet her

8§ 502(b)(7) limted the allowability of Beck’s clains in his
case. See id.

The court first held that 8 502(b)(7) did limt Beck’s claim
agai nst the corporation deriving fromthe corporation’ s breach of
t he enpl oynent contract, but did not Iimt Beck’s clains against
the corporation on his other theories of recovery. See id. at
468. The court then held that 8 502(b)(7) did not limt any of
Beck’ s cl ai ns agai nst Johnson. See id. at 469-71. Wth
reference to Beck’s claimagai nst Johnson deriving from Johnson’s

9



alleged tortious interference with Beck’s enpl oynent rel ations,
the court stated that “the whole tenor of 8 502(b)(7) is such as
tolimt it to clains against debtors which were the enployers in
contractual privity with the enpl oyee-cl ai mant under the contract
in question.” 1d. at 469. Thus, the court reasoned that

8 502(b)(7) does not apply to clains for interference with an
enpl oynent contract by soneone who was not a party to the
contract. See id. at 470. The court sought to avoid reading the
application of 8 502(b)(7) broadly because the provision “is in
derogation of the general bankruptcy-law principle that creditors
are to share ratably in a debtor’s estate, according to the
priorities established under the Bankruptcy Code.” [d. at 469-
70.

Because Johnson had personal | y guaranteed the enpl oynent
contract, the court went on to exam ne whether 8 502(b)(7)
limted Beck’s claimarising fromJohnson's all eged breach of his
personal guaranty. The court held that 8 502(b)(7) did not apply
“because the term nated enpl oynent relationship did not run
bet ween Johnson and Beck, and Johnson hence was not directly
entitled to the protection of the statute.” 1d. at 470. 1In
reaching its conclusion, the court exam ned the nature of
personal guaranties, and concluded that, as guarantor, Johnson
woul d be liable for the full anmount due under the contract
notwi thstanding any limtation on its allowability in the
corporation’s case. See id. at 470-71. The court therefore held
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that 8 502(b)(7) does not limt the claimof an enpl oyee agai nst

t he guarantor of an enploynent contract. See also In re Danrik,

Ltd., 92 B.R 964, 972 (Bankr. N.D. Ga. 1988) (holding that
conpar abl e provision, 8§ 502(b)(6), does not literally apply to
limt clains of |andlord agai nst guarantor-debtor, and that

equities weigh against limting claim; Kopolowv. P.M Holding

Corp. (In re Mddern Textile, Inc.), 28 B.R 181, 188 (Bankr. E. D

Mb. 1983) (holding that § 502(b)(7), then called 8 502(b)(8),
does not limt claimof enployee agai nst guarantors of enpl oynent

contract). But see In re Farley, Inc., 146 B.R 739, 745 (Bankr.

N.D. II'l. 1992) (holding that 8§ 502(b)(6) does limt the claimof

| andl ord agai nst guarantor-debtor); Inre Interco Inc., 137 B. R

1003, 1007 (Bankr. E.D. Mo. 1992) (sane); Inre Revco D.S., Inc.,

138 B.R 528, 531 (Bankr. N.D. Chio 1991) (sane); In re Rodnan,

60 B.R 334, 334-35 (Bankr. WD. Ckla. 1986) (sane).

Al t hough Goforth did not personally guarantee the Enpl oynent
Agreenent between Hall and Tel eonetrics, by virtue of the state
court judgnent he has been found jointly and severally |iable for
the damages flowing fromthe breach of that agreenent. Thus, he
is simlar to a guarantor in that he is responsible for the
damages that are not recoverable from Tel eonetrics. See In re
Johnson, 117 B.R at 470 ("' CGenerally, the purpose of a guaranty
is to provide paynent when for any reason the principal debtor

fails to discharge his obligations.’””) (quoting Victory Hi ghway

Village, Inc. v. Waver, 634 F.2d 1099, 1102 (8th Cr. 1980)
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(appl ying M nnesota law)). Thus, In re Johnson provi des support

for not limting Hall’s claimunder 8 502(b)(7).

After consideration of the argunents and authorities, we
hold that Goforth is not entitled to limt Hall’s claimagainst
hi m under 8 502(b)(7). A state court judgnment affirmng an
arbitrator’s finding that Goforth is jointly and severally liable
for anobunts due under two agreenents, only one of which was an
enpl oynent agreenent, does not entitle Goforth to take advant age
of the limtation of 8 502(b)(7). Goforth was not Hall’s
enpl oyer, and is nore |ike a guarantor. Thus, m ndful of our
duty to avoid reading broadly provisions such as §8 502(b)(7), see

In re Johnson, 117 B.R at 469-70; see al so Vanston Bondhol ders

Protective Comm v. Geen, 329 U S. 156, 161 (1946) (“A purpose

of bankruptcy is so to adm nister an estate as to bring about a
ratabl e distribution of assets anong the bankrupt's creditors.”);

Haber Gl Co. v. Swinehart (In re Haber Gl Co.), 12 F.3d 426,

435 (5th Gr. 1994) (“It has been well and often said that
ratabl e distribution anong all creditors is one of the strongest
policies behind the bankruptcy |laws.") (internal quotation marks
omtted), we conclude that 8§ 502(b)(7) does not apply in this
case.

Goforth argues that the conclusion that §8 502(b)(7) does not
apply ignores the state court judgnent finding Goforth directly
liable to Hall on the Enpl oynent Agreenent, and thus runs afou
of the Full Faith and Credit C ause. This argunent |acks nerit.
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The state court judgnent nerely affirns the arbitrator’s decision
and nmade no determ nation whether Goforth was entitled to the
[imtation of 8 502(b)(7). The arbitrator’s decision simlarly
did not examne the applicability of § 502(b)(7). The only
determnation it nmade was that Goforth is jointly and severally
Iiable for the anobunt due under the Integrated Agreenent and the
Enpl oynent Agreenent. We need not challenge this conclusion in
order to decide that Goforth is not entitled to limt his
l[tability under 8 502(b)(7). Thus, our determ nation does not
call into question the state court judgnent.
' V. CONCLUSI ON
For the foregoing reasons, we AFFIRM the judgnent of the

district court.
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