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| Inre BARNEYS, INC. etal, Debiors BNY LICENSING CORP, (1 VL« ¥y

" and BARNEY'S, INC., Plaintiffs, v. ISETAN OF AMERICA INC, ~ -
and BARNEYS JAPAN COMPANY LIMITED, Defendants. — et . lﬁ‘l—l [q[
198 AY

Case Nos. 96 B 40113 - 96 B 40133 (JLG) Jointly - _
Administered, Adv. Proc. No, 9690554 A

UNITED STATES BANKRUFTCY COURT POR THE SOUTHERN DISTRICT OF

NEW YORK
206 Banlkr. 336; 1997 Bankr. LEXIS 319 O

Moarch 24, 1997, Decided
Miarch 25, 1997, FILED é»
DISPOSITION: [**]] Defendants’ motion os o Bameys Japan, o stay this \

litigation under the Federal Arbitration Act in favor of the arbitration
provision; and as o I0A, 1o stay this adversary proceeding o absinin

pending completion of the arbitration denicd. \
COUNSEL: APPEARANCES: A@
LeBOEUF, LAMB, GREENE & MacRAE L L.F., New Y ork, Attomieys for
Debtors.
HUGHES, HUBBARD & REED, New York, New thlmdm
Inc. and Barneys Japan Company Limited.
JUDGES: BEFORE: James L. Gaarity, Ir_, Bankruptcy Judge
OPINIONBY: James L. Garrity, Jr. O
OPFIMION: [*338] DECIS ' MOTION FOR AN ORDER STAYIMNG
LITIGATION AND ARBITRATION
James L. i h.i

*

Jadge

ic, Inc. ("IOA™) and Barneys Japan Company Limited ("Barneys
ﬁwmmn.u "defendgnis"). move (i) a5 o Barneys Japan
the Federal Arbitration Act, 9 US.C. @@ 3 and 4, 10 stay this
adversary prococding in favor of an arhitration procecding commenced by Barmey's
Inc. ("Barney's”) and its wholly-owned subsidiary BNY Licensing, Inc. ("BNY
Licensing® and together with Barney's, the "plaintiffs™) against Barmeys
[**2] Japan and its majority shareholder, Isetan Company Limited ("lsetan™),
and alternatively under Bankruptcy Rules 7004 and 7012 o dismiss the complaint
for lack of personal jurisdiction; and (ii) as w IOA, purseant w0 & 105 of the
Bankruptcy Code and 28 US.C. @ 1334{c) w0 stay this adversary proceeding or
ahstain therefrom pending resolution of the arbitration. At the parties’
request, we adjodrmed that portion of the mothon secking to dismiss Barneys
Japan from this litigation. We deny the balance of the motion,
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Faicts

The parties do not dispate the underlying facts. Barney's and BNY Licensing
nre chapler 11 deblors in possession in this court. Isetan is a Japanese
corporation with offices in Tokyo, Japan. 10A is a wholly owned ULS. subsidiary
of Iseinn, Barneys Japan is a Jopanese joint stock company that is owned by
Fectan (B0F¥%) and Reen Japan Corp, (200%), a U5, corporation controfled by the
Family of the Inte Barney Presaman, Borney's founder.

Pursaant 1oa June 1, 1989 agreement, Barney's granted BNY Licensing the
exchsive ripght and ficense to grani sublicenaes o uvse Barney's and Barneys New
York trndemarks {(the “Trademarks™) in Japan, Taiwoan, Korea, Singapore, [**3]
Thaitamal, Malaysita, Hong Kong. Indonesia, India, China and the Philippines (the
“Licensed Territory™) for an initinl period of June 1, 1989 through March 31,
2011.

O or about September 19, 1989, BNY Licensing granted Isetan the exclusive
right amd Heenae 1o use the Trademarks in the Licensed Territory initially

thremgh March 31, 2001 (a5 amended from time (o Gme, the l]Erath: ;«\
Agreement”™). Simultancously, Barney's and Isetn entered into an agre
comcerming, among other things, n:r:l::n:h.mg. tl'.lh'l._h:l!..:"'rﬂ‘l.l.lhg..

" Agreements”). Th:ﬂpmlthkmnﬁpﬂmnhHm BH‘r’

Licensing an annual minimwm rovalty ("Minimem Roya pertain percentage
rovalties (with the Minimum Royalty, the "Royaliies™), THe Sgreement specifics
how Tsctan pays ihe Royaliies and imposes certain repo pmircments on it

{ihe “OLA Reporting Roquirements”). Likewise,
mandaies thai [=ctan pay lecs o Barmey's (the

requirements on it

%-u. Assistance Agrecment
4 imposes reporting

nﬂwmdﬂﬂlﬂnﬂ:ﬂ ﬂ?.ﬂﬂ?hmﬁn!ﬂﬂm

: dgrunted 1o JOA corresponding secarity interests
P ge” and "Barney's Pledge”, and
ith frrelevant [*339] exceptions, the
sts Rledded” under the Pledges consists of BNY Licensing
and Barney's “right, vk and interest to receive all monies, Royalties and

Fees®™ yniber the g License and Technical Assistance Agreemenis, See BNY
Pledge P 2; ge P 2. The seourity interests granted to [0A

thereun “securily inferests] in the Collateral in accordance with

the U mercial Code.” BNY Pledge P 4; Bamey's Pledge P 4,

letters dated December 21, 1989, BNY Licenzing and Barmey's
lsetan to pay MOA the Rovalties and Fees due 1o them under the
Agreenments.

By agreement doted on or about June 1, 1990, among BNY Licensing, Isetan and
Barneys Japan, Isctan assigned to Barneys Japan, and Barneys Japan accepted and
assumed, [**5] all of Isctan’s rights and obligations under the Operating
License Agreement. Simulianeously, by separate agreement among lsetan, Barney's
and Barneys Japan, lsetan assigned 1o Barneys Japan, and Barneys Japan accepted
and assumed all of Isctan's rights and obligations undes the Technieal
Asgivance Agreement. [setan alw execuled gunranices io BNY Licensing and

r.-f...-?'.:r."; ‘L -':-ll"ﬂr‘d:f' v
"-ﬂn" E".ﬂ'_j

F= g assgamat = B
Ll al .-r.e'f,hﬁ =43

‘_.-'.;'-.-'.lll '.'.;;ﬂﬂ{i v
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Barmey's, respectively (the "Goaranties”), guaraniceing Barneys Japan's
perfirmance under the Agroements,

The Agreements and Guaranties require the parties 10 arbirme dispotes,
differences or claims arising thereunder, See Operating License Agreement P
20ihy; Technical Asslance Agreement P 1 1(b); Guaranties p.1, They also provide
that Japanese liw controds the resnlution of those disputes. See Operating
License P 2(da); Technical Assistnnee Agreement P 11{a); Guarnnties p.1, By
comtrast, the Yen Loan and Pledpes require that disputes be litignted under New
York Inw either in the United Siaies District Cowrt for the Sooathern Districi of
Mew York or the Sopreme Court of the State of Mew York, County of New York. Loan 20

Agreement P 7.4; Pledge Agreements P 9.4,

' By separate Letiers of Direction dated December 28, 1993 [**6] (the
“Letters of Direction”), BNY Licensing and Bamey's directed Bameys Japan 1o .
pay i I00A the Riyalties or Fees, as appropriate, due them under the Agreemenis.

Plaintiiis contend %wﬂm_“ \
PP 6(a’) nmd (b} of the ¢ License Agrecment, rn}ﬂnpl}'nrim'ﬂt(.ﬂ&

Reporting Requircmionts under P a(h)(iir). anal (iid) satisfy conain quali
commitments onder PP 1(b), 5, 7 and 8 of the agreement. They cont
Barncys Japan's filure (o pay Royalties is an incurable default 1der E
16{api) of the Operating License Agreement giving BNY paing\herdight 1o
ierminaie the agreement by sending writlen notice o Isctan

speciPing the effective date of lermination, They argue that B
alleged breach of the OLA Reporting Requirements and fhe g
ﬂ'ﬂmrﬂim:lntrmddg!’n!t_mFlﬁ{lHii} rif i L
Agreement giving BNY Licensing the right under, PUGTH) 10 terminate the
agreement. unicss it is cored within 60 days of

They maintnin that Buneys Fapan's alleged

diF

143, In their December 31, 1996 statement of defenses and
o Claim, Isetan aiwd Barmeys Japan contend, among
sceondanoe with the Letiers of Direction, and through

ot Yasuda Trust & Banking Co., Lid. in Tokyn, Japan, Barneys

A all the Rovalties due 1o BNY Licensing under the Operating

They also contend that until the nstitotion of the

arhitration proceoding, Barneys and BNY Licensing fully accepted and  [*340]
acknowledged the propricty of that payment method. Among other things, they seek
jodgment declaring that [**8] the Letters of Direction are legally valid and
binding wnder the Operating License Agreement, and that Barneys Japan's
performance thercunder has not been, and will not be, in breach of any

obligation to Barney's and BNY Licensing,

Plaintiffs also contend that the UCC-1 financing statements thin defendants
filed in 1990 to perfect the seourity interests granted to 10A in the Collateral
tnder the Pledpes lapsed in 1995 without defendants timely filing contimmtion
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statements. They commenced this adversary proceeding on September 19, 1996,
'ﬂ!ﬂﬂtﬂ}_ﬁnﬂ!lﬂh‘ll&lﬂy:ﬂpﬂmlﬂu the Collateral under @

544(a) n1 of the Bankruptcy Code and to preserve them for their estates pursuant

o @ 531 nl af the Bankruptcy Code, (i) to avoid and recover the post-petition

Royalty payments made to [OA under & @ 549 n3 and 550 n4 of the Bankrupicy Code,

mnd (iff) for a declaratory judgment that the income stream from the Rovalties

constiinies an assel of BNY Licensing's estale gnder @ 541 of the Bankrupicy

Code and tha defendants’ wrongfiol failure to remit Royalties 1o BNY Licensing

would violate @ @ 362{a}3), (4), and/or (7) of the Bankruptcy Code and for a

judgment directing [**9] defendants i e over fumore Rovalties w BNY O

nl That section provides in relevant part as follows: % |

Nlh:mﬂlﬂlmudﬂmmmmldlh:mudm
regard o any knowledge of the trustee or of any creditor, the rights and
of, or may avoid sny ransfer of property of the debior or lnrﬂﬂm
incurred by the debior ihai is voidable by -

(1) a credstor that extends credit (o the debtor at the time of
commencement of the case, and thar obtains, at such time QA‘;—:[
such credit, a judicial fien on all property on which a

contract could have obtained such a judicial lien,

croditor exists;
(2) a creditor that extends credit l:utcddn: Cﬂmdﬂm

this tile, or any lien void ender section S0} of this tile, i preserved
for the benefit of the estate but only with respect to property of the estate,

11 USC @ 351, (€ BA

n3 Section 349 of the Bankrupicy Code provides in relevant part that the
trastee may avoid a trangfer of property of the estate made afier the
commencement of a bankrupicy case if it "is nol authorized under this dde or
by the court.” 11 US.C. @ 545(a).
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04 Among other things, @ 550 contains the mechanten by which the trusiee can

recover property transferred (or it valos) pursuani (0.8 ransaction that is
voidable under @ @ 544 or 549. See 11 US.C. @ 550.

By agreement, the last day fior defendants to answer the complaing was January
27, 1997, On January 22, 1997, plaintiffs moved for summary judgment herein,
Defendants made this motion on January 27, 1997,

We have subject matter jurisdiction of this matier under 28 U.S.C. @& 1334(b) O L
[**11] and 157(a) and the “Standing Order of Referral of Cases to Bankruptcy et 7
Judges" of the United States District Court for the Southern District of New . : : b
York, dated July 10, Imﬁﬂhﬂ:ﬁ.i.%n:mm,hzﬂoi

US.C. @ 157(bHINA), (E), (K) and (O). T — \
Plaintiffs contend that 1OA is in defanlt under the complant because it his

Bankruptcy Rule T012, A motion for & stay of ltigation pending arbifraro
nod among the seven pre-answer motions listed in Rale 12(h). Ho
is not exclusive. See 5§ CHARLES A. WRIGHT & ARTHUR RoMIL
PROCEDURE [*341] & 1360, at 431 (1990). Defendants artvpof in defanit

Civ. 6986, 1984 WL 327 (5.D.N.Y May 7. ]934} mgtion 1o stay proceedings hos
been charncterized as a pre-answer motion whichl, Becigse it involves matters of

judicial administration, is within the i
the court's anthority o regulate actions

pendin
Wb, alfd, 165 F.2d 970 (3d Cir.
527 F. Supp. 121 (M.D», Ga. 1985}

{ﬁmm;mﬁ:;lfmﬁ:fnh ren answer where party filed timely
motion for stay pending

Defendants contend nyﬂmﬂq'mﬁmpl}mmuum_dmmgum
Agreements, Isetan, plaintiffs entered into a "monetization ransaction”

IOA, was to prepay 100% of the Minimuam Rovalty under
e ‘Agreement through the year 2011, and a smaller amount of
der the Technical Assistance Agreement. They contend that they

e this "monetization” or prepayment of fiture Rovalues and Fees

e\ Y en Loan. For defendants, the four billion Japanes: yen represents

i 7] ¢ valoe of thiose paymenis discounted al an agreed rate, They
this adversary proceeding frms part of and depends upon the outeome
of the arbitration procecding because:

1. the complaint secks recovery of "past and future Royalties and refated Fees®
[**13] arising out of the [Agreements]” (Complaing at 2, P 1), while among the
"Drsputes, Differences and Chuims® asserted by plaintiffs in the arbitration is
Barneys Japan's alleged failare to pay Rovalties owing under the Operating
License Agreement which gives them the right to lerminate the Agreements; and

2, 10A and Barneys Japan's defensz in the adversary proceeding and one of
Isetan’s and Barneys Japan's defenses in the arbitration and the hasis for

United States
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their counterclaim iherein, 18 thal Barneys Japan paid the Rovaltes to [0A in
nocordance with the Leficrs of Direction,

They contend that the Letters of Direction are “inextricably involved™ in both
proceedings, that under PP 20 and 11(h) of the Operating License and Technical

Assistance Agreements, respectively nf, the partics have agresd o arbitrate

disputcs regarding the Letiers of Direction and that pursuant o the Federal

Arbitration Act we should enforce that agreement by permiming the arbitrators

to determine the partics’ rights thereander before considering the merits of

this litigation. 0

nS Those identical provisions state as follows:

All disputes, differences or claims, which the partics have not been able w
resolve by muiual agreement, arising oot of or relating o this Agreement, s O
perfonmance or termination shall be settled and fnally determined by \

arbitration

Operating License Agreement P 20; Technical Assistance ﬁ
s 1. [ xi.%a o [ |/ PR ————

[**14]

Defendants argae that if the arbitrators find that the A& ierminaied
due o Barneys Japan's defaalt under the Operating T A;rmml:hu
litigmtion will he moot. Conversely, Ihqru!:t ! -.'Iinu:nﬁnd
that Barmeys Japan performed strictly in accorfaee-with the Agreements and

Leners af Direction it means:

(3) Section 544(a)(1) woald nox copd intg)piay because:
. New York's Civil Practice d Rules governs application of @ 54401,

and under that section & croditor steps into the shoes of the
jadgment debeor and lien on property W which the debtor had no
comiractual right.

Eﬁ:.fﬁmﬂtmﬂ!hﬂﬂH‘thmmﬂﬂl}'
solely in Japan, like the Royalty payments af Issoe in

's Rovalty payment io JOA could not be avodded under @ 549

. [*342] Barmneys Japan's transfers in the course of continuing performance
under the unrejected agreement would be deemied "suthorized” gnder & & 3630c)i1),
365(a), 1107 and 1108 of the Bankruptcy Code and therefore not avoidable ander @

549,

. The transfers would not be [**15] transfers of "estale property” because
under the Letiers of Direction the rovaltizs would be deemed irrevocably
"earmarked” for JOA's bemefit.
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Page 6 of 9



PAGE 56
206 Bankr. 336, *; 1997 Bankr, LEX1S 319, ==

{iii} The Royalies would not be subject 1o amover ander & 542 becanse:
. The Rovaltics properly paid 1o [OA in the first nstance are subject 1o 10A’s

rights of recoupment irmespective of the automatic stay and lien perfiection
 issues,

Thaus, they urge that as o IOA, under either 28 U5.C. @ 1334(c) or our inherent
Mmmmmmm;mﬂm

ﬂm&mmummmmmmmm Q‘
deny that in the arbitration they are challen ging the enforceability of the O
Lesters of Direction or Barneys Japan's right o pay the Royalties directly o

IOA and view as irrelevant defendants’ conmterclaim and related defense therein.

They maintain that becuuse the Letters of Direction derive from the Pladges.

rather than the [**16] Agreements, defendanis assertions regarding the O

enforceability of the Leters of Direction must be resolved herein, and mot
ummmmm-ﬂmﬂh

This adversary proceeding concerns whether, as a ma
! bankruptcy law, plantiffs can avoid [0A’s allegedly ung
interests in the Collateral and recover past and prohibi
alleged estate property, It does not involve the in

MHMWMM': - :

~See Yen Loan PP 1, 6; Pledges PP 2, 4. Thbsg agteements
arhitration clanses. To the contrary, theyweduire that disputes thereunder be
resolved under Mew York Liw in X .. |

Letiers of [**17] Direcaion do not contend that Barneys Japan

. sy ptaking Royalty payments to I0A and do not seek 1o
i | Mmtlwmmmm
Direction Bmlmmmnnmpmumlﬁ

! | provisions, In part, the Agreements speak ol arhitriting “disputes,
or claims . . . arising out of or relsting o [the] Agreement, its

mum[rhmd The declaratory relief Bameys
Inpan and Isetan scek in the arbitration counterclaim falls outside the soope of
mmmﬂmmmmm
dmmﬂmnmmmmmmﬂmdﬂmm
that under the Letters of Direction Barneys Japan must pay the Royalties to 10A.
They do nit argue that defendants breached the Agreements by making those

payinents.

W first consider the impact of the [**18] Federal Arbitration Act on this
litigation. In part, it states that

United States
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if any suit or proceeding be brought in any of the courts of the United States
upon any issue referable (o arbitration under an agreement in writing for such
arbitration, the count in which such suit is pending . . . shall on application
ﬁmdmwﬁnmhnﬂdm:mmummmm

[*343] has been had in accordance with the werms of the agreement | _ .

QUSC @ 3; secalso? US.C. @ 4 (providing that any party aggrieved by the
alleged refusal of another to arbitrate under a written arbitration agreement

may petition a federal district court for an order compelling arbitration),

There is a strong policy favoring arbitration a5 a means of dispute resolution.

See Rodrigoer de Quifas v, Shearson/American Express, Inc., 490 U.S. 477, 109 §.
Ct, 1917, 104 L. Ed. 24 526 (1989); Mitsubishi Motors Corp. v. Soler
Chrysler-Plymouth, Inc., 473 U.S. 614, 105 5. Cu. 3346, 7 L. Ed. 2d 444 (1985);
Doctor's Associates, Inc. v. Distajo, 107 F.3d 126, 1997 UL.S. App. LEXIS 3243,

1997 WL 74123, *4 (2d Cir, Feb, 21, ]H‘J’}:Pmpuﬂmﬂnultjrhmﬂa.vo N

C_A_Ressegursdora Macional de [**19] Venerueln, 991 F.2d 42 (24 Cir \

1993); Allegaert v. Porot, 548 F.2d 432, 437 (2d Cir. 1977), cert. denied, 4
U.S. 910, 97 5. Cv. 2959, 53 L. Ed. 2d 1084 (1977). Defendants correctly
that the Convention on the and Enforcément of Foreign

Awards ("Convention™), 21 US.T. 2517, TLAS. 6997, 330 UN.T 8/

1970}, as implemenied in the federal courts mnder 9 U.S.C. @@ Q’
recognizes the enforceability of arbitration agreements in inoe
mhtm&uﬂnhnﬂeﬂ(’uﬂﬂmmﬂu; F
tecognize an agreement in writing under which the ps

fants i mmmmuﬂlm w:-n-uul:lnnumq:_d
Mn the pending arbitration, The strong federal poficy
precanent of arbitration clauses may be overridden "by a
plicy manifested in another federnl statote.” Sec Degn Witter ¥
. Byrd, 470 1.5, 213, 221, 105 5. Cr. 1238, 1243, B4 L. Ed. 2d
Bmhwﬂuthunﬂn[uhﬂmﬂmng Zimmerman
Adrlines, Inc., 712 F.2d 55, 59 (3d Cir. 1983), cert. denied, 464
.5, 8, 104 5. O 599, 79 L, Ed. 2d 165 (1984); In re Chas P. Young Co., 111
Banlkr, 410, 416-18 (Bankr. S.DNY. 19940); Doohle TRL, Inc. v. F.5. Leazing,
Inr'.ﬂntﬂmm I}, &5 Bankr, 993, m:m E.DN"I" 1985), The

T —

m a valid arbitration I"Il! Mmmmm

have core jurisdiction 1o sdjudiciie the cluims that defendants seek 1o be
arbitrated. See Hnys & Co. v. Merrill Lynch, Pierce, Fenner & Smith, Inc., B&S

F.2d 1149, 1157 (3d Cir. 1989); United States Lines, Inc. v. Amer. Steamship

Owmers Mot Prol and Indemnity Assoc., Inc, (In re United Staies Lines, Inc. ),

199 Bankr. 465, 474 (S.D.N.Y. 1996); In re Spectrum Information Technologies,

Inc., 183 Bankr. 360, 363 (Bankr. ED.N.Y. 1995). The causes of action alleged
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in the adversary complaint fall within our core jurisdiction. The issues raised
by defendants regarding the rights 36 imterest granted o Barneys Japan onder
the Letters of Direction are oore matters becaose they focus on the

those deblors’ property rights. See 28 USC @@ [5T(BNZNA) and (0), We can
and shouold resolve those matters in the context of this lifigation,

'We now consider whether o stay or abstain from this litigation as o [0A
pending resolution of the arbitration. Coarts have the inBerent power 1o
repulste their dockets and shonld use it o stay litigation pending resolution
of another case or arbitration proceeding where it will dispose of or narmow
[ mmwmmmmmulmummu Landis v,
Morth American Co., 209 115, 248, 254-55, 57 8. Co, 163, 166, 81 L. Ed 153
(1936); Taunton Gardens Co. v, Hills, 557 F.2d 877, (st Cir, 1977).

1442 (%h Cir, 1994) (affirming bankrupicy courts' exercise of ils power 1
contral its docket ander 11 U.S.ﬂilﬂﬁ{l}};lnnﬁwhmﬁimmwdlﬁn

e — 7

[*344] That power resides in the bankruptcy court. E.g., In re Willey, 19 F.3d E

Vemture, 144 Bankr. 780 (W.D, Tenn, 1992), Section 1334{c) states, in rrlm'nn\

part, that:

nothing in this section prevents a district court in the interests of j
of in the nterest of comity with state courts or respect for state law,

from heasing a pasicalar proceeding ansang under ude
arising in or related to cases under title 11

——

Jﬂlﬂh‘ﬂrﬂu‘uﬁnﬂlﬁﬂﬂm‘np}l}gﬂ h

sacbiies e Kby

becanse the Collateral subject 1o this litigation, 14
Rowaltes, and under P 16{b) of the Operitiiy Tise Agreement, Barneys Japan
muest pay the Minimom Rovalties o ' ar 2011 even if it is in defaglt
under the Agrecments. There is no staying thas Hisgation as w (A,

We deny defendants” i} a& 1o Barneys Jupan, to stay this litigation
under the Federal thon Act in favor of the arbitration provision, and
fﬂJnI:r]DA.m h adversary procoeding or absiain therefrom pending
D@u‘ﬁl’hﬂﬂ?ﬂt

March 24, 1997
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