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OPINION BY: KETHLEDGE

OPINION

[¥a14] [***2] KETHLEDGE, Circuit Judge.
Ron Stene, 2 Chapter 11 debtor-in-possession, brought
this adversarial proceeding in bankruptcy court against
his principal creditor, Randall Waldman. Afier a trial, the
bankruptcy court found that Waldman had obiamed
nearty all of [%%2] Stone's business assets by means of
fraud. As relief, the court discharged the debis that Stone
owed to Wealdman, and awarded Stone more thar $3 mil-
lion in compensatory and punitive damages. Waldman
now challenges the bankruptoy court's judgment on sev-
eral grounds, mncludmg that the court lacked constitu-
rtonal authority to enter it. Although we affirm the bank-
ruptey court'’s discharge of Stone's debis, we hold that the
court lacked authority to award lnm damages. We there-
fore affirm in part, vacate in part, and remand.
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Stone was the founder and owner of Stone Tooil and
Machine, Inc. ("STM"), & Kentucky corporation. Alt-
hough §TM had positive equity, it had limited cash flow.
By 2003, STM owed Fifth Third Bank more than $1 mil-
lion, secured by mortgages and liens on STM's business
assets and on Stone's house. Evenmally, Stone could not
keep up with the payments to Fifth Third.

Stone's attorney, Bruce Atherton, mtroduced Sione
to Waldman as a potential investor in STM. What Stone
did not know was that Atherfon was himself indebted t©
Waldman for tens of thousands of doilars that Atherton
had no means to repay. Atherton planned to settle up
with Waldman by helping him to expioit Stone. [**3]
Without Stone's knowledge, Atherton gave STM's pro-
prietary business data to Waldman to review.

In August 2004, Atherton filed on behalf of STM a
Chapter 11 bankruptey petition that he said would buy
time for STM io acquire new capital from Waldman. In
fact, however, Atherton was advancing only Waldman's
interests, seeking to preserve [**¥3] as many of
STM's assets as possible so that Waldman could later
acquire them for himself. Atherton barely prosecuted
STM's bankruptcy case and allowed the bankupicy
court's ‘automatic stay to expire on November 3, 2004.
Fifth Third, STM's principal creditor, then foreclosed on
STM's assets in state court. By early 2005, Fifth Third
held judgments against both STM and Stone, a related
judgment lien on Stone's house, and a mortgags on the
house.

Waldman approached Fifth Third before it took
possession of any assets. He offered the bank a deal: he
would pay $900,000 to Fifth Third in exchange for the
bank's rights as a creditor of Stone and STM. Thus, un-
der this scheme, Waldman rather than Fifth Third would
become Sione's principal creditor.

Waldman did not have the $900,000 that he needed
to0 buy Stone’s debts, so he sought financing from the
Bullitt County [**4} Bank. As collateral, Waldman
offered STM's assets. The problem was that he did not
own them yet. So Waldman and Atherton went back to
Stone and offered him a deal: Stone would transfer
STM's assets to two companies that Waldman owned; in
exchange, Waldman would pay off Stone's debts to Fifth
Third, the IRS, and other creditors. Waldman also prom-
ised Stone a 40% ownership interest in a [*915] new
business that Waldman would operate with STM's assets,
and & job for at least five years. Stone agreed to the deal.

Soon thereafter, Atherton called Stone and demand-
ed that Stone come io his office right away. When Stone
arrived, Atherton and Waldman told Stone to sign the
deal's closing documents immediately, without reading

them, supposedly to meet a filing deadhine. Atherton and
Waldman assured Stone that the documents reflected the
terms of their deal. Waldman also reiterated his promise
to pay off Stone's debts. Stone signed the documents,
Atherton said that Stone would receive his own copies
later,

In fact, however, the documents refiected a different
deal: they transferred all of STM's assets to Waldman in
exchange for nothing more than a job for Stone with the
new company. The documents made [**5] no mention
of Stone's 40% inierest in the new company or of any
obligation on Waldman's part to pay off Stone's debis.

PR While Stone signed his company away,
representatives from Fifth Third sat in the room across
the ball Waldman, with the deed to STM's assets in hand
and his loan from Bullitt Bank secured, then completed
his deal with Fifth Third, (Neither Bullitt nor Fifth Third
was aware that Waldman and Atherion had defrauded
Stone.) By the time these transactions were complete,
Waldman and his companies owned ail of STM's assets.
Waldman also owned all of Stone's prior indebtedness to
Fifth Third, with no obligation to forgive it.

After the deal closed, Waldman and Stone worked
together at the new business-~called Stone Machine and
Fabrication--for more than a year. During that time,
Stone repeatedly tried to obtain copies of the May 20,
2005 closmyg documents. Atherton refused to provide
them and eventually he stopped retuming Stone's calls.
In October 2006, however, Atherton's assistant finally
gave Stone the documents. Stone then figured out that he
had been swindled. He confronted Waldman, and a
fist-fight broke out. With ne equity in his business and
al! of his debts still [*%6] in place, including the mort-
gage on his home, Stone resigned from the company,

Waldman and his companies then filed garnishment
actions against Stone in an effort to collect on the Fifth
Third judgment. Stone responded by filing his Chapter
11 bankruptey petition. He identified the Waldman debts
in his petitior: as "Disputed.” Stone then filed an adver-
sarial proceeding in bankruptcy court, alleging that
Waldman had acquired Stone's debts and assets by fraud.
Stone also sued Atherton, who is not & party io this ap-
peal but who was disbarred for his involvement in the
fraud upon Stone.

Stone's complaint against Waldman sought two
types of relief. First, Stone asked the bankruptcy court to
discharge lis debts to Waldman, all of which Waldman
had acquired from Fifth Third (the "disallowance
claims"), Specifically, Stone asked the court to discharge
a judgment against him, a judgment lien on his property,
and a mortgage on his residence. Second, Stone sought
affirmative relief to enforce Waldman's promises (the
"affirmative claims"). Sione asked for damages {or spe-
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cific performance) that would satisfy a judgment agamst
him held by MBNA Bank, satisfy [*%*53] a federal tax
lien, and compensate him [**7] for a forty perceni
share of the Waldman-controlled entity that now owned
STM's assets.

Waldman appeared in bankruptcy court and coun-
terclaimed against Stone. He sought a judgment on the
Fifih Third debts and relief from the bankruptcy court's
automatic stay in order to enforce the liens and morigag-
es on Stone's residence.

[#*016] The bankruptcy court held a bench trial in
October 2009, At its conclusion, the court found that
Waldman and Atherton had perpetrated upon Stone one
of the most egregious frauds the court had ever encoun-
tered. Consequently, the court invalidated all of Stone's
obligations to Waldman on the disallowance claims. It
also awarded Stone $1,191,374 in compensatory damag-
es and §2,000,00C in punitive damages on the affirmative
claims. The district court affirmed the bankmptcy court's
judgment in all respects.

This appeal followed.

11

Waldman challenges on three grounds the bank.
ruptoy court's power to enter its judgment in this case.
First, Waldman argues that Stone's state-law fraud claims
are beyond the jurisdiction of any federal court. Second,
Waldman argues that the judgment here was beyond the
stafutory authority of the banlruptey court in particular.
And third, Waldman [**8] argues that the judgment
was beyond the bankrupicy court's power as limited by
Article ITT of the Constitution. We consider these argu-
ments in turn.

A,

Waldman argues that Stone's claims He outside the
furisdiction of any federal court. To that end, he first
contends that Stone's claims do not "arise under” federal
law, and thus are beyond the judicial power that the
Constitution confers on the federal courts in Article 111, &
2. But Waldman overiooks that a debtor's siate-law
claim, even for affirmative relief, "may be adjudicated in
federal court on the basis of its relationship to the peti-
tion for reorganization.” N. Pipeline Consir. Co. v. Mar-
athon FPipe Line Co., [**6} 458 U.S 50, 72 n26, 102
S Cr 2858, 73 L. Ed. 2d 5398 (1982) {plurality opinion).
Stone's claims were adjudicated on precisely that basis
here, so Waldman's first chjection 1s meritiess.

Waldman also contends that Stone's claims are be-
yvond the federal courts' statutory jurisdiction. Title 28
US.C g 1334(b) provides that "the district courts shall
have original but not exclusive jurisdiction of all civil

proceedings arising under title 11, or arising in or relatsd
to cases under title 11." Thus, so long as Stons's claims
are at least "related to" his  [**Q] bankruptcy peti-
tion—-which is itself a case under title 1}--the federal
courts have jurisdiction over Stone's claims. Ses Mich.
Emp't Sec. Comm'n v. Wolverineg Radio Co. (In re Wol-
verine Radio Co.), 930 F.2d 1132, 1141 (6ih Cir. 1991},
A claim i5 "related to" & bankruptcy case if the "ocutcome
of that {¢laim] could conceivably have any effect on the
estate being administered in bankruptey." Lindsey v
G'Brien, Tanski, Tanzer and Young Health Care Provid-
ers of Conn. (In re Dow Corning Corp.), 86 F.3d 482,
489 (6th Cir. 1996) (quoting Pacor, Inc. v. Higgins, 743
F.2d 984, 994 (3d Cir. 1984}). Bach of Stone's claims
will have an effect on his estate here. His disaliowance
ciaims challenge the validity of debis that Waldman has
sought to enforce in bankruptcy, And a damages award
on Stone's affirmative claims would provide assets for
his other creditors. See Celotex Corp. v. Edwards, 514
UAS. 300, 367 n.3, 115 S Cr 1493, 131 L. Ed 24 403
(1995) ("related to" jurisdiction includes causes of action
owned by the debtor that become property of the estate).
Thus, the federal couris have jurisdiction over all of
Stone's claims notwithstanding their state-law basis.

B.

Waldman next challenges the bankruptcy courts
statutory authority [**10] to emter final judgment on
Stone's claims. Congress has granted bankruptey judges
differing authority {*917] depending on whether a
claim in bankruptey s "core" or not, 28 U.S.C. § 157, In
"core proceedings,” & bankrupicy judge “may enter ap-
propriate orders and judgments,”" subject to appeliate
review in the district court. id. § 157(bjf1). In non-core
procesdings, the bankruptcy judge “shall submit pro-
posed findings of fact and conclusions of law to the dis-
frict court, and any final order or judgment shall be en-
tered by the district judgs after . . . reviewing de novo™
the objections of either party. id. § 157(c)(1).

[¥*%77  Waldman contends that Stone's claims
were not "core proceedings” under § /57, and thus that
the bankruptcy court had no power to enter final judg-
ment with respect to them. Waldman's own pleadings
expressly stated, however, that all of Stone's claims in
this case were core. (Waldman's Answer to Stone's lst
Am. Cempl. § 5.) And this objection--that the baniruptcy
cowrt acted beyond ifts statwtory asuthority under §
157--can be forfeited. See The Cain Partnership, Lid. v.
Ploneer Inv. Servs. Co. (In ve Pioneer Inv. Servs. Co.),
946 F.2d 443, 449-50 (6th Cir. 1991), Thus, Waldman
has [**11] forferted his objection under § /57 here. See
Stern v. Marshall 1315 Cr 2594, 2608, 180 L. Ed. 2d
475 ¢2011).
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.

Waldman's more serious argument 1s that the bank-
ruptcy court lacked constitutional authority fo enter
judgment on Stone's claims. drticle I, § 1 of the Con-
stitution mandates that "Ttlhe judicial Power of the Umnat-
ed States, shall be vested” in courts whose judges "shall
hold their Offices during good Behaviow™ and "receive
for their Services[] a Compensation[] [that] shall not be
diminished during their tenure." This requirement--that
the federal judicial power be exercised by judges whose
tenure and salary 1s protected--is "an inseparable element
of the constitutional system of checks and halances that
both defines the power and protects the independence of
the Fudicial Branch." Stern, 137 S, Cr. ar 2608 (internal
quotation marks omitted).

Banlraptey judges lack Article IiT's tenure and sala-
ry protections. And Waldman contends that the bank-
ruptey court exercised Article I "judicial Power" when
it entered final judgment here. Thus, Waldman con-
cludes, the judgment against him was entered m violation
of the Constitution.

Both Stone and the United States, as amicus curiae,
respond that Waldman [**12] has forfeited this objec-
tion too by not raising it below. "Article Ill, § 1 not only
preserves to lifigants thewr interest in an impartial and
independent federal adjudication of claims within the
judicial power of the United States, but also serves as an
mseparable element [¥**8] of the constitutional sys-
tem of checks and balances." Commodity Futures Trod-
ing Comm'n v. Schor, 478 U.S. 833, &30, 106 S Cr.
3243 92 L Ed 24 675 (1986) (internal quotation marks
omitted). The Article [17, § 1 guarantee thus has a dual
character: one part personal right of the litigant, one part
structural principle. The argument, as presented by the

United States, is that the personal right predominates in

cases not mmvolving "the encroachment or aggrandize-
ment of one branch at the expense of the other." /d. Here,
it 18 undisputed that bankruptey courts--vnlike the Exec-
utive agency in Schor --are located within the Judicial
Branch. Thus, the Unsted States savs, neither the Execu-
tive nor the Legislature has encroached upon the Judici-
ary, which means that Waldman's objection is based up-
on a waivable '"persomal right" rather than a
non-waivable structural principle.

{*918] The argument takes too narrow a view of
the inferests preserved by Article III. The [**137 issue
here is not so much the aggrandizement of the Legisla-
tive or Executive Branches, as it is the diminution of the
Judicial one. "Article 11 could neither serve its purpose
in the system of checks and balances nor preserve the
integrity of judicial decisionmaking if the other branches

of the Federal Government could confer the Govern-
ment's "udicial Power' on entities outside Article II1."
Stern, 131 8. Ct atr 2609, Article II] envisions--indesd it
ronandates~-that the judicial Power will be vested in judg-
es whose fenure and salary are protected as ser forth in
that Article. To the extent that Congress can shift the
judicial Power to judges withowt those protections, the
Tudicial Branch is weaker and less independent than it is
supposed to be. See Schor, 478 U8 ar 850 (Article [Tl
"safeguards the role of the Judicial Branch in our tipar-
tite system by barring congressional attempts to transfer
Jjurisdiction to non-Article II tribunals for the purpose of
emasculating constitutional courts").

Waldman's objection thus implicates not only his
personal rights, but aiso the structural principle advanced
by Article III. And that prmciple is not Waldman's to
waive. See Spierer v. Federated Dep't Stores, Inc. (In re
Federated Dep't Stores, Inc.), 328 F.3d4 829, 833 (6th
Cir. 2003) [#%*14] ("That the Spierers failed to suggest
while in bankruptey court that the stay was imposed
viclation of Article III is irrelevant"). We therefore pro-
ceed to the merits of his Article IIT objection.

[#450] 2

The adjudication of  so-called private
rights--historically described as "the Hability of one indi-
vidual to another under the law as defined"--is part of the
Judicial Power reserved to Article III courts under the
Constitution. Stern, F37 S.Ci. at 2612, Bankruptey courts
therefore cannot enter final judgments as to clatms in-
volving liability between individuals, unless the claim
falls within the so-called "public rights” exception fo
Article TIL 7d. ar 2610, A public-rights claim is one that
"derives from a federal regulatory scheme, or in which
reschution of the claim by an expert governmental agen-
cy Is essential to a imited regulatory objective within the
agency's authority.” fd. ar 26713, Whether Stone's claims
involve "public rights" is the issue here,

The law in this area has a potluck quality. In Stern,
the Court reviewed the line of cases applying the pub-
lic-rights doctrine to bankruptey proceedings. 137 5. Cr,
ai 2609-14. That line begins with Northern Pipeline,
which held that [**15] "the reswucturing of debt-
or-creditor relations'—i.e., the bankruptoy court's power
to rule on a debtor's objections o a creditor's proof of
claim agamst the estate--"must be distinguished from the
adjadication of state-created private rights” such as, in
that case, a debtor's state-law action: for contract damages
against a non-creditor, 458 U8 at 71 (plurality opinion).
"The former may well be a ‘public right,” the Court said,
"but the latter obviously is not." Id,

Next came Grawfinanciera, S.4. v. Nordberg, which
held that the public-rights doctrine does not allow a
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bankruptey court to decide a fraudulent-conveyance
claim filed by a bankrupt estate's trustee against a
non-creditor. 492 ULS 33, 55 1098 Cr. 2782, 106 L. Ed,
2d 26 (1989), By means of such a claim. the esiate seeks
to recover property that the debtor transferred in antici-
pation of banlouptey, Frandulent-conveyance claims,
Granfinanciera said, "constitute no part of the proceed-
ings in bankruptey." 7d. at 56, They are "quintessentialiy
suits at common law that more nearly [*019] resemble
state-taw contract claims . . . to augment the bankrupicy
estate than they do creditors’ hierarchically ordered
claims o a pro rata share of the bankruptcy res." Id.
[**16] Thus, only an Article III court can enter final
Judgment on such a claim. {Granfinanciera actually in-
volved the [***10] limits of the bankruptey court's
equity jurisdiction for Seventh dmendment purposes, not
the limits of the bankruptey court's authority for purposes
of Articie I, But the Supreme Court stated that the
analvsis for each is the same. See id, ar 53-54.)

In contrast, the Supreme Court has twice anthorized
the bankruptcy courts to decide statutory preference ac-
tions brought by trustees againgt creditors who filed a
proo?f of claim in the bankruptey. See Kaichen v. Landy,
382 U8 323, 86 S Cr. 467, 15 L. Ed. 2d 391 (1966},
Langenkamp v. Culp, 498 U.S. 42, 111 8. Cr. 330, 112 L.
Ed 2d 343 (1990) {per curiam). When a debtor transfers
property to a creditor shortly before filing for bankrupt-
oy, the effect is to increase the creditor's share of the es-
tate. Thus, under the bankrupicy statute, if a debtor
transfers property 0 a creditor within a certain peried (90
days for most creditors, | year for "insiders") before the
date of the bankruptcy petition, the trustee of the estate
can void the transfer. See 1/ U.S.C. 5 547, Katchen held
that the bankrupicy court can decide a preference action
against a creditor of the estate--even an action that seeks
[#*17] return of property to the estate, rather than only
disallowance of the preferred creditor's proof of
clatrn--because the determination whether the creditor
received a voidable preference is "part and parcel” of the
claims-allowance process. 382 LM.S af 330; see also
Langenkamp, 498 U5, al 44.

Stern itself involved the estate of Vickie Lynn Mar-
shall (better known as Anna Nicole Smith). One of
Viclde's creditors, Pierce Marshall, filed a proof of claim
in the bankruptcy. Vickie then counterclaimed, arguing
that Pierce had tortiously interfered with her receipt of an
mter-vivos gift from Vickie's late husband (Pierce's fa-
ther). Vickie's counterclaim arose under state tort law.
The clamm sought to augment her bankrupt estate, not
disallow Pierce's proof of claim. And resolution of
Pierce's proof of claim would not resolve the counter-
claim, which "raise{d] issues of law entirely different
from those" raised by Pierce's proof of claim. Stern, 131
S Cr oar 2617, Vickie's counterclaim therefore concerned

private rights, which meant that the bankruptcy court
could not enter final judgment with respect to it. Jd. a
2620.

Stern thus provides a summary of the law in this ar-
ez When a debtor  [¥*18] pleads an action under federal
bankruptcy law and seeks disaliowance of a creditor's
proof of [*¥*11] claim against the estate—-as in
Katchen--the bankruptey court's authority is at its con-
stitutional maximum. 737 & Cr ar 2617-18. But when a
debtor pleads an action arising only under state-law, as in
Northern Fipeline; or when the debtor pleads an action
that would augment the bankrupt estate, but not "neces-
sarily be resolved in the claims allowance proéess[,]‘" 131
8. Cr at 2616, then the bankruptey court is constitution-
ally prohibited from entering final judgment. Jd. ot 2614,

We consider first whether the bankruptey court was
constriutionally permitted fo enter final judgment as to
Stone's disaliowance claims againgt Waldman. Those
clatims asked the court to discharge a judgment against
Stone, a mdgment lien on his property, and a mort-
gage--all of which, the claims aliege, [*920] Waldman
obtained by fraud. Althougl these claims have state-law
fraud as an element, they arise under the bankruptcy
statute. See [/ US.C. § 502(h) {upon objection to 2 proof
of claim, the bankruptcy court "shall allow such claim . .
. except to the extent that . . . such claim is unenforceable
against the debtor and [**19] property of the debtor,
under any . . . applicable law"). Stone sought no affirma-
tive rehief with these claims; instead he sought only
prevent Waldman from coliecting on Stone's debts or
redeeming the accompanying securities. Cf. Kaichen,
382 U8 ar 329-30 (debtor sued, on the ground of voida-
ble preference, to disallow a creditor's proof of claim).
And whereas Vickie's counterclaim in Stern raised issoss
beyond those presented by Pierce's proof of claim,
Stone's disallowance claims were part and parcel of the
claims-allowance process in bankruptcy. See Stern, 13)
S, Ct. gt 2617, Under Stern, therefore, the bankruptcy
court was authorized to enter final judgment as fo these
claims.

{(Granfinanciera also explaing why the bankmptey
court's judgment on Stone's disallowance claims was
consistent with the Sevenih Amendment: resolving debt-
or-creditor relations is an eguity function that does not
bring the right to a jury trial, 492 U.S. at 57-38. Moreo-
ver, Waldman waived a jury trial by never asking for
one. See Fed. R. Bankr. P. 901 3(a))

[¥*#%127 Waldman responds that this case is dis-
tinguishable from Kaichen and Langenfgmp because,
unlike the creditor-defendants there, he never filed a
proof [**20] of claim. Thus, he says, he resembles the



Page 6

698 F.3d 910, *; 2012 U.S. App. LEXIS 22230, **;
2012 FED App. 0372P (6th Cir.), #**, 57 Banks. Ct. Dec. 45

non-creditor defendants i Granfinanciera, whom the
Court held could not bz sued in bankruptey court. See
492 U5 at 58-59. Unlike Waldman, however, the de-
fendants were not creditors at all; they had no interest in
the bankruptcy proceeding and had been hauled into
court against their will. Id. af 36-37. Here, Waidman was
Stone's principal credifor and surely would have filed a

proof of claim if Stone had not beat him to the court-

house with an adversarial proceeding. Indeed it was
Waldman's attempt to collect on Stone's debts that
pushed Stone inte bankrupicy in the first place. Waldman
then appeared in the bankrupicy proceeding, counter-
claimed, and sought relief from the automatic stay io
epforce his security and take possession of Stone's prop-
erty. It is true, as Waldman points cut, that the Court in
Langenkamp emphasized the consequences of a credi-
tor's decision to file a proof of claim. See 498 U.S af
44-43, Uniike the credifor there, however, Waldman was
a secured creditor, so he was not even required to file a
proof of claim in order to preserve his right to recover
from the estate. See PCFS Fin. v. Spragin {(fn re Nowalk),
586 F.3d 430, 453 (6th Cir. 2009) [%%217] (citing 71
US.C § 506, Fed R, Banir. P, 3002(a)).

All that said, we recogmze that the Supreme Court
has never squarely decided whether Article III aliows a
bankruptey court to enter judgment on a debtor's objec-
tions to a creditor's proof of claim. But neither has the
Court ever mumated that Arucle HI bars a banleuptey
court from performing this function--"which 1s of basic
importance in the administration of the bankruptcy es-
tate[.1" Katchen, 382 U.S ar 329 (internal gquotation
marks omitted), All the intumations instead point the oth-
er way: in Novrthern Pipeline, for example, the Court said
that this function--"the core of the federal bankrupicy
power”--"may well be" a matter of public right. 458 U.S.
at 71 (plurality opinion). And in Stern, the Court ex-
plained its result in that case, and i prior ones, partly by
reference to whether the claims were practically sub-
sumed in the claims-allowance [*921] process. /37 5.
Cr. ar 2617, We do not read the Court's precedents to
require the bankruptcy courts to abandon this power,
which they have exercised for more than two centuries.
See Act of Apr. 4, 1800, ch. 19, 2 Stat. 19 (repealed
1R03) (creating the [***13] {irst federal bankruptcy
couris). We [#%22] therefore hold that the banksuptey
court here was authorized to enter final judgment on
Stone's disallowance claims.

i.

In conirast, Stone's affirmative claims sought money
damages arising from the fraud that Waldman perpetrat-
ed on Stone. Like Vickie's counterclaim in Stern, those

claims arose exclusively under state law and existed
withowt regard to any bankruptey proceeding. See 137 8.

Ctoar 2618 {"Vickie's claim . . . is in no way derived
from or dependent upon bankruptcy law"). And the af-
firmative claims were not a part of Stene's effort o re-
structure his relations with his creditors in bankrupicy;
rather, they only scught money damages (o augment the
bankruptey estate. Cf. Granfinanciera, 492 US. at 36
(debter sved for affirmative relief, on fravdu-
lent-conveyance grounds, to augment the bankrupt es-
taie). '

Stone emphasizes that his affirmative claims turn on
the same fravdulent conduct as his disallowance claim;
and thus, he argues, the bankruptcy court could award
damages under Kofchen. But Katchen does not authorize
the bankruptcy court to award money damages on the
ground that a claim arises from fhe same transaction or
occurrence as a disallowance claim; "some overlap” be-
tween  [*¥%23] the claims is not enough. Stern, 31 8. Ct.
ar 2617. Insiead, for a bankrupicy court to enter final
fudgment as to claims that seek an award of money
damages to the estate, thers must have been, at the outset
of the claims-disallowance process, “reason to believe
that the process of adjudicating [the] preof of claim
would necessarily resolve” the damages claim. /d.

Stone's affirmative claims required him to prove
facts bevond those necessary to his disallowance claims.
Those facts included that Waldman had promised to pay
off Stone's tax lien and other debis, and to give Sione a
forty percent interest in the new company. Moreover,
Just as in Stern, Stone's request for punitive damages
required him to show that Waldman's conduct warranted
retributton and deterrence, See id. Hence there was never
any reason to think that Stone's disallowance claims
would necessarily resolve his affirmative claims. The
bankrupicy court's judgment with respect to those claims,
therefore, was entered in viclation of Article 111,

[*¥14] i,

What to do about the violation is another question. A
practical remedy would be simply to direct the bank-
ruptey court to convert it final judgment as to Sione's
affirmative [**24] claims into proposed findings of fact
and conclusions of law, which the district court would
then review de novo. Cf. 28 U.S.C § 157¢c)/1). In core
proceedings, however, § [57(b)(]; awthorizes the bank-
ruptey court to "enfer appropriate orders-and mudgments,”
not to propese them. {Emphasis added.) {Of course, one
might argne that--in core proceedings as to which Article
11T bars the bankruptcy courts from entering final judg-
ment--Congress's grant of the greater power to enter final
judgments implies a lesser authority to propose them.)
Thus, if Stone's affirmative claims are core, the most
practical remedy here is one that the statute doss not ex-
pressly permit.
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But Stone's affirmative claims are not core. Whether
a proceeding is core is determined on 2 claim-by-clam
basis. See In re Exide Techs., 544 F.3d 196, 206 (3d Cir.
2008). " A core proceeding either [*922] invokes a sub-
stantive right created by federal bankruptey law or one
which couid not exist outside of the bankruptey.” Low-
enbraun v. Canary, 433 F.3d 314, 320 (6th Cir. 2006}
(internal punctuation omitted). Neither is true here:
Stone's affirmative claims are based on Kentucky law,
not federal bankrupicy law; and he could have filed
[#4257 them as easily before he declared bankruptey as
afterward. Nor do the claims fall within the types of pro-
ceedings listed as core in § /577B)(2). Stone's affirmative
claims arve just ordinary state-law claims for fraud. Thus
they are only "related to" the bankruptcy estate, which
means the bankruptcy court may submit propoesed find-
ings of fact and conclusions of law for them. 28 U.S.C. §
157(ci(1).

It 1s true, of course, that both parties alleged in the
hankruptey cowrt (aibeit without explanation) that all of
Stone's claims are core; and that Waldman therefore
waived his right to argue t¢ this court that Stone's af-
firmative claims are non-core. But the fority of Wald-
man's waiver of his own rights does nothing to diminish
the bankruptey court's authority under § 7577¢i(7 ).

That is the authority we direct the court to exercise
on remand hers. The bankruptcy court shall recast its
judgment as to Stene's affirmative claims as proposed
F#**157 findings of fact and conclusions of law, which
the disirict court shall review de novo. In doing so, the
district court may "accept, reject, or modify the proposed
findings of fact or conclusions of law, receive further
gvidence, or recommif the matter to [*¥26] the bank-
ruptey  judge with mstructions." Fed. R, Bawkr. P
Q033(d).

IiL

“Waldman challenges the merits of the bankruptey
court's judgment with respect to the disaliowance claims,
As to those claims, we review the court's factual findings
for clear error and iis legal conclusions de novo. Stamper
v. United States (In re Gardner}, 360 F.3d 551, 357 (6th
Cir. 2004]. When reviewing for clear error, the question
~ 1s simply "whether a reasonable person could agree with
the bankrptey cowrt's decision.” Velve Comm. Fin, LLC
the Americas v. Gasel Transp. Lines, Inc. (In re Gasel
Transp. Lines, Inc), 326 B.R. 683, 685-80 (B.A.P. Gtk
Cir. 2005).

Al

Waldman argues that the bankruptey cowrt's fraud
determination was against the great weight of the evi-
dence. This argument boils down to a request that we

take Waldman's side in a credibility contest. The most
important evidence at frial was the westimony of Stone
and Waldman. The bankruptcy court was entitled to
credit Stone's testimony over Waldman's; and Stone's
testimony was enough to support the court's judgment,
Waldman's argiment is merifless.

Waldman also argues that he cannot be hable for
frand because he became Stone's creditor through a deal
[*%27] with Fifth Third, rather than with Stone. But
Waldman used his false promises to induce Stone to
transfer STM's assets, which he then used to acquire
Stone's indebtedness from Fifth Third, The bankruptcy
court reasonably found that Waldman used fraud to be-
come Stone's creditor.

B.

Waldman also argues that we deny him due process
by reviewing the bankruptey court's factaal findings only
for clear error-as required by Federal Rule of Bank-
ruptcy  [*¥**16]  Procedure 8013. This claim is frivo-
lous. The Supreme Court has rejected a virtually identi-
cal challenge to Federal Rule of Civil Procedure Rule
32¢a). See Anderson v. City of Bessemer Cify, 470 1.8,
364, [*923] 573-75 1058 (v 1504, 84 L. Ed. 2d 518
(1985).

Next, Waldman argees that Kentucky law does not
allow fraud claims based on promises of future perfor-
mance. See Radioshack Corp. v. ComSmari, Inc., 222
S.W.3d 256, 262 (Ky. Ci. App. 2007). The bankruptcy
court's order on the disallowance claims, however, did
not enforce Waidman's promise to pay off Stone's debts
(that instead is what Stone's affirmative claims sought).
Rather, the court simply held that Waldman's fraud de-
feated his right to collect on Stone's debts or to enforce
his securities. Waldman points to nothing in Kentucky
[**28] law that forbids this relief

Finally, Waldman argues that the bankruptcy court
violated Kentucky's parol-evidence rule and stamte of
frauds by hearing evidence of the parties' oral negotia-
tons. But frand is an exception to beth doctrines. See
United Parcel Serv. Co. v. Rickert, 996 S.W.2d 464, 471,
46 6 Ky, L. Summary 44 (Kv. 1999) (Kentucky law will
not permit & party to take advantage of the statute of
frauds for the purpose of committing fraud); Redioshack,
222 SW3d ar 260 ("Parol evidence is admissible fo
show that the making of a contract was procured by
fraudulent representations”}. So neither applies here,

F

The bankmptey court's judgment is affirmed with
respect o Stone's disallowance claims. The court's
Judgment as to Stone's affirmative claims is vacated. On
remand, the bankruptey court shall recast #ts final judg-
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ment as {0 these claims as proposed findings of fact and de novo.
conclusions of law, which the district court shall review
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