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SUMMARY

The United States Bankruptcy Court for the Eastern District of Pennsylvania considers Plaintiffs’

motion for summary judgment seeking to except a debt from discharge under 11 U.S.C. § 523(a)(2)

(A). The court gives partial effect to a Pennsylvania state-court verdict and concludes that no genuine

dispute exists regarding false representations, knowledge of falsity, or intent to deceive. Summary

judgment is denied as to justifiable reliance and proximate damages, which remain for trial.
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Plaintiffs moved for summary judgment in an adversary proceeding
seeking to except a debt from discharge under 11 U.S.C. § 523(a)(2)
(A), relying in part on a Pennsylvania state-court verdict and deemed
admissions. The bankruptcy court granted summary judgment on three
elements of the claim and denied it on justifiable reliance and

damages.

Summary judgment under Federal Rule of Civil Procedure 56, made
applicable by Federal Rule of Bankruptcy Procedure 7056. The court
determines whether genuine disputes of material fact exist and does
not resolve disputed facts or determine credibility. Collateral-estoppel

issues were analyzed under Pennsylvania law.

Unpublished and of limited precedential value
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QUESTIONS PRESENTED

1. Whether factual averments deemed admitted in the Pennsylvania state-court proceeding were entitled to

collateral-estoppel effect in the bankruptcy nondischargeability action.

2. Whether Plaintiffs established as a matter of law the false-representation, knowledge-or-recklessness,
and intent-to-deceive elements of nondischargeability under 11 U.S.C. § 523(a)(2)(A).

3. Whether Plaintiffs established as a matter of law that they justifiably relied on Defendant's
representations.

4. Whether Plaintiffs established as a matter of law that damages proximately resulted from the alleged

false representations.

HOLDINGS

1. Under Pennsylvania collateral-estoppel law, Defendant was precluded from relitigating the factual
averments in the state-court complaint that the Philadelphia Court of Common Pleas deemed admitted

during the remanded trial.

2. Plaintiffs established as a matter of law that Defendant made false representations in the seller's

disclosure, knew or recklessly disregarded their falsity, and intended to deceive Plaintiffs.

3. Summary judgment was inappropriate on justifiable reliance and damages because genuine disputes of

material fact remained.

KEY QUOTATIONS

“However, genuine disputes of material fact remain as to whether Plaintiffs justifiably relied on Defendant’s
false representations, and therefore necessarily also as to whether damages were a proximate result of those
false representations.” (Opinion at 1-2)

“For the above reasons, Defendant is collaterally estopped from relitigating the factual findings by the
Philadelphia Court of Common Pleas through the Trial, which factual findings consist of the factual
averments set forth in the State Court Complaint.” (Opinion at 19-20)

“The Motion will be denied in regard to the final two elements of § 523(a)(2)(A), the Court finding that
genuine disputes of material fact exist as to whether (iv) Plaintiffs justifiably relied on Defendant’s false

representations and (v) damages proximately resulted from the false representations.” (Opinion at 24)



FACTUAL BACKGROUND

Plaintiffs purchased a Philadelphia residence from Gentian Capital, LLC, which was controlled by Defendant
Cozette McAvoy. Before the sale, Defendant signed a seller's disclosure stating that the seller lacked relevant
construction expertise and that the roof had never leaked, although the state-court record established that Gentian
developed and built the property and that Defendant had been informed of roof leakage and water-infiltration
issues. Plaintiffs later discovered extensive roof, stucco, structural, water, and mold-related defects and incurred
repair expenses. A Pennsylvania court entered a verdict imposing joint and several liability on Defendant and

Gentian for, among other claims, fraudulent misrepresentation.
PROCEDURAL HISTORY

Plaintiffs purchased residential real property from an entity controlled by Defendant and later sued in the
Philadelphia Court of Common Pleas for alleged misrepresentations concerning the property's construction and
condition. A prior default judgment was struck on appeal, and the case was remanded for trial. After the state
court deemed the complaint's factual averments admitted and entered a verdict for Plaintiffs on several claims,
Plaintiffs sought summary judgment in this adversary proceeding. The bankruptcy court held that the deemed
factual admissions were entitled to preclusive effect, but found genuine disputes concerning reliance and
damages.

DISPOSITION

other

REMAND INSTRUCTIONS

The issues of justifiable reliance and damages are to proceed to trial in the adversary proceeding.
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