The deci sion below is signed as a deci sion of S,

- £

the court. Al
i

Si gned: January 13, 2005. ey op co™

tthe T Tl Bl
S. Martin Teel, Jr.
Uni ted States Bankruptcy Judge

UNI TED STATES BANKRUPTCY COURT
FOR THE DI STRI CT OF COLUMBI A

In re

CROSSROAD HEALTH M NI STRY,
I NC. ,

Case No. 04-00318
(Chapter 7)

Debt or .

)
)
)
)
)
)
)
g
KEVIN R. McCARTHY, TRUSTEE, )
)
Pl ai ntiff, )
)

V. ) Adversary Proceedi ng No.

) 04-10049

W LLI AM J. BI ERBOVER, )

TRUSTEE, et. al., )

)

)

Def endant s.

DECI SI ON REGARDI NG TRUSTEE' S MOTI ON FOR SUMVARY J UDGVENT

The Chapter 7 trustee (“Trustee”) commenced this
adversary proceeding by filing a Conplaint to Determ ne
Omership of Property. This decision addresses the Trustee’'s

moti on for summary judgnent on the question of whether the



Margaret Stewart Trust (“Stewart Trust”) (whose trustees the
Trustee has sued as the defendants) is entitled to a return of
its $60, 000 grant to the debtor so |Iong as any adm nistrative
expenses or all owabl e clainms against the bankruptcy estate
remai n unpaid. The court will grant the Trustee's notion for
the follow ng reasons.
I

On Septenber 15, 2003, the debtor, Crossroad Health
Mnistry, Inc. (“Debtor”), submtted a grant request to
Stewart Trust seeking Stewart Trust’s financial support of the
Debtor’s pediatric early intervention program On Decenber
18, 2003, Stewart Trust approved a $60, 000 grant (hereinafter,
the “Grant Funds”), transmitting a check for that amount to
the Debtor together with a letter stating that “[t] hese funds
must be used in 2004 for the purposes stated in your proposal

unl ess changed with our witten perm ssion.” (enphasis added).

Stewart Trust did not expressly require the Debtor to place
the Grant Funds in a separate account or otherw se segregate
the funds. The Debtor deposited the Grant Funds in its
general operating account fromwhich it paid various general
operating expenses until it filed for bankruptcy on February
27, 2004, under Chapter 7 of the Bankruptcy Code (11 U S.C.).

The Trustee has coll ected assets of $137,679, and faces



schedul ed priority w thholding tax clainms exceedi ng $90, 000,
general unsecured clains totaling $148, 080.04, and clai ns
filed through May 20, 2004, not including any priority tax
clainms, total $121,822.31. Accordingly, the Trustee does not
anticipate a surplus of assets after adm nistrative expenses
and al l owed clains are paid.

Stewart Trust asserts that because the Debtor was
required to use the Grant Funds in 2004 for the purposes
stated in the Debtor’s proposal, those funds should either be
di stributed to another charitable organization or returned to
Stewart Trust.

I

The question before the court is whether, due to the
charitabl e use restriction placed upon the Grant Funds by
Stewart Trust, those funds should be excluded fromthe
Debtor’ s bankruptcy estate, and either distributed to a
di fferent charitable organization or returned to Stewart

Trust.! As described in nore detail below, under District of

1 Stewart Trust has al so suggested that the tenporal
proximty between the debtor’s solicitation of the G ant Funds
and the filing of bankruptcy denonstrates wrongdoing on the
Debtor’s part. If Stewart Trust's allegations were true, and
the debtor wongfully concealed material information in order
to induce Stewart Trust’s donation, inposition of a
constructive trust in Stewart Trust’'s favor m ght be
appropriate. Stewart Trust has failed to provide the court
with any evidence to support such a theory, and the court wll
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Col umbi a I aw, grant funds subject to a charitable use
l[imtation remain an asset of the corporation, not an asset
held by the corporation in trust. Accordingly, the G ant
Funds remain an asset of the bankruptcy estate available to
satisfy clainms of creditors and to pay admi nistrative expenses
in these proceedings.

A. There is no “resulting” trust

In its Opposition to the Trustee's Mdtion for Summary
Judgnent (D.E. No. 18, filed Septenmber 20, 2004), Stewart
Trust argues that by placing a charitable use limtation upon
the Grant Funds, a “resulting trust” arose and Stewart Trust
retained an equitable interest in the G ant Funds.

A resulting trust “is a property relationship designed to
effectuate the parties’ intent when one party takes title to
property for which another has furnished consideration.”

Edwards v. Wods, 385 A 2d 780, 783 (D.C. 1978) (hol ding that

the equitable remedy of a resulting trust nust be applied to

not i npose a constructive trust based solely on unsupported
al | egati ons.

The Trustee has expressed concern that a constructive
trust in favor of Stewart Trust would likely remain
subordinate to the Internal Revenue Service’'s $90, 000 tax
lien. See Blachy v. Butcher, 221 F.3d 896, 906 (6th Cir.
2000) (holding that “a judicially-created equitable renmedy
cannot be applied retroactively to defeat a choate federal tax
lien.”). This, argues the Trustee, could pose a marshaling
problem It is unnecessary for the court to reach this issue
because the court is not inposing a constructive trust.
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ef fectuate justice where one individual paid the purchase
price for real property, but another individual took fornmal
title to that property). Collier on Bankruptcy notes that

al t hough the equitable remedy of a resulting trust is akin to
the constructive trust, “[a] resulting trust, unlike a
constructive trust, seeks to carry out a donative intent
rather than to thwart an unjust scheme. The general rule is
that where a transfer of property is nmade to one person and

t he purchase price is paid by another, a resulting trust
arises in favor of the person by whom the purchase price is
paid.” Collier on Bankruptcy T 541.11[3] at 541-67 (15th ed.

as revised March 2003), quoting United States v. Marx, 844

F.2d 1303, 1309 (7th Cir. 1988) (internal quotations and
citations omtted).

The parties have not identified and the court can find no
support for the proposition that the equitable renmedy of a
resulting trust has any application under these facts.
Accordingly, the court nmust reject Stewart Trust’'s assertion
that the restriction placed upon the Grant Funds gave rise to

a resulting trust.



B. In the District of Colunbia, donations subject to
charitable use restrictions are corporate assets and
can be used to pay a liquidating non-profit
corporation’s creditors and dissolution proceeding
expenses

In his notion for sunmary judgnment, the Trustee argues
that D.C. Code 8§ 29-301.56, which governs dissolution of non-
profit corporations in D.C. state court proceedings,
substantively determ nes the state-derived property rights in
the grant funds for purposes of these bankruptcy proceedings.
In pertinent part, that statute provides for the follow ng
di stribution of assets in state court dissolution proceedings:

(c) The assets of the corporation or the proceeds
resulting froma sale, conveyance, or other

di sposition thereof shall be applied and distributed
as follows:

(1) Al costs and expenses of the court
proceedi ngs and all liabilities and obligations of
t he corporation shall be paid, satisfied, and

di scharged, or adequate provision shall be made

t herefor;

(2) Assets held by the corporation upon condition
requiring return, transfer, or conveyance, which
condition occurs by reason of the dissolution or

| i qui dation, shall be returned, transferred, or
conveyed in accordance with such requirenents;

(3) Assets received and held by the corporation
subject to limtations permtting their use only
for charitable, religious, eleenpbsynary,

benevol ent, educational, or simlar purposes, but
not held upon a condition requiring return,
transfer, or conveyance by reason of the

di ssolution or |iquidation, shall be transferred
or conveyed to 1 or nore donmestic or foreign
corporations, societies, or organizations engaged



in activities substantially simlar to those of

t he dissolving or liquidating corporation as the

court may direct.

According to the Trustee, 8 29-301.56 directs that a
corporation fully satisfy each enunerated portion of the
di stribution statute before even consideri ng whet her
subsequent subsections m ght apply. Thus, before a
I i quidating non-profit corporation can even reach the question
of whether certain corporate assets nust be returned or
transferred to a different entity pursuant to D.C. Code 8§ 29-
301.56(c)(2)-(3), the statute first requires that “[a]ll costs
and expenses of the court proceedings and all liabilities and
obl i gations of the corporation [rmust] be paid, satisfied, and
di scharged, or adequate provision [ ] made therefor.” D.C.
Code 8§ 29-301.56(c)(1). Thus, argues the Trustee, under
District of Colunbia |aw, funds held by a non-profit
corporation subject to charitable use limtations are
corporate assets available to creditors upon dissolution or
i quidation, notwi thstanding the restriction placed upon such
funds by the donor.
Stewart Trust interprets the statute differently.

According to Stewart Trust, the three enunerated subsections
of D.C. Code 829-301.56(c) can be separately triggered, and

subsection (c)(1), calling for the paynent of all creditors



and expenses, sinply does not apply to funds that fall within
subsections (c)(2)-(3). As such, a liquidating non-profit
corporation holding funds subject to a charitable use
restriction would be governed solely by subsection (c)(3), and
such funds woul d not be available to satisfy creditors or the
paynment of expenses under subsection (c)(1), because those
funds woul d be either returned to the donor or distributed to
a different charitable organization.

Basi ¢ principles of statutory construction support the
Trustee’s reading of the statute. The term nology “as
foll ows” suggests that distributions are to proceed in a
sequential fashion, with expenses of dissolution and clains of
creditors to be paid first as listed first. Moreover, a
di ssolution will require paying conpensation to professionals
who are enployed to facilitate the dissolution, otherw se such
professionals will not be attracted to handle the dissol ution.
The | egi sl ature woul d not have envi sioned such professionals
being put to the risk that distributions would be nmade under
par agraphs (2) and (3) before paying such professionals under
paragraph (1). It is thus evident that distributions under
paragraph (1) were intended to be nade first. Accordingly,
the court agrees with the Trustee that District of Col unbia

| aw treats donations held by non-profit corporations subject



to charitable use limtations as corporate assets, at |least to
the extent that such funds are needed to pay creditors and
adm ni strative expenses associated with |iquidation
pr oceedi ngs.

Distribution of estate assets in a bankruptcy case is
governed by federal |law. Although the bankruptcy court is
t hus not bound by the distribution scheme set forth in D.C.
Code 8§ 29-301.56, the statute reflects a |legislative
determ nation that funds subject to such restrictions are a
| egiti mate source of paynent to creditors and of |iquidation
expenses, thus constituting to at | east that extent property
of the estate, and that only the residue is to be treated
differently than unrestricted corporate funds.? Accordingly,

the assets at issue here are to be treated as estate assets.?3

21n the alternative, D.C. Code § 301.56 nmay reflect a
| egi slative deternmi nation consistent with Boston Regi onal
Medi cal Center, Inc., 298 B.R 1 (D. Mass. 2003), that
al t hough funds subject to charitable use limtations my, in
fact, be held by a non-profit corporation in trust, paying a
non-profit corporation’s creditors for services previously
rendered in furtherance of that organization’s charitable
purpose is deened consistent with such limtations. Thus,
even if Stewart Trust coul d denonstrate that inposition of the
limtation gave rise to a trust relationship between the
Debtor and Stewart Trust, District of Colunbia |aw has
determ ned that a non-profit corporation does not breach that
trust when it uses such funds to pay creditors and dissolution
expenses.

3 This case does not present an issue of whether the
mar shal i ng doctrine will apply to require exhaustion first of
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C. Applicability of the D.C. Uniform Trust Code

It is surprising that neither party has addressed the
question of whether the D.C. Uniform Trust Code, which

governs, inter alia, express and charitable trusts,* is

relevant to this dispute. See D.C. Code 8§ 10-13.01, et seq.
If the court did not have the benefit of D.C. Code 8§ 29-
301.56, it would be appropriate to analyze the facts of this

case under the D.C. Uniform Trust Code. As such, it would be

the task of this court to determ ne, inter alia, whether

Stewart Trust intended that the Grant Funds be held by the
Debtor in trust rather than outright. Here, however, D.C
Code 8§ 29-301.56 obviates the need for such inquiry, because
in the District of Colunbia, as a matter of |aw, funds subject
to a charitable use limtation are considered assets of the
estate, and not funds held in trust, to the extent necessary
to satisfy clains against the estate.

11

For the foregoing reasons, the court will grant the

funds other than those subject to charitable use Iimtations
when nore estate assets are avail able than are necessary to
satisfy all clains against the estate. Here, the clains
agai nst the estate exceed the estate funds.

4 Al'though neither party has used the term “charitable
trust,” that seens to be the only formof trust that could
have resulted fromthe transaction at issue.
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trustee’s notion for summary judgment.
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