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SUMMARY

The United States District Court for the Middle District of Pennsylvania ruled in favor of North Penn
Comprehensive Health Services on two affirmative defenses to its breach-of-contract counterclaim
against Matthew Heckman. The court held that Heckman failed to establish that North Penn had
unclean hands and that the loan agreement’s repayment provision was an unlawful penalty clause. The
dispute concerned a $60,000 employment-related loan that was subject to forgiveness if Heckman

remained employed for five years.
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DISPOSITION other

PROCEDURAL POSTURE Following a bench trial on two affirmative defenses to North Penn's

breach-of-contract counterclaim, the court adjudicated whether the
unclean-hands doctrine barred recovery and whether the loan

agreement's repayment provision was an unlawful penalty clause.

STANDARD OF REVIEW The unclean-hands defense is reviewed under the trial court's equitable
discretion, with the party invoking it bearing the burden to prove clear
and convincing evidence of egregious misconduct. The party
challenging a contractual provision as an unlawful penalty bears the

burden to prove that the provision is unreasonable.
PRECEDENTIAL VALUE unpublished district court memorandum opinion
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QUESTIONS PRESENTED

1. Whether North Penn's alleged conduct, including Heckman's termination, barred North Penn's recovery

on the loan agreement under the doctrine of unclean hands.

2. Whether the loan agreement's repayment and forgiveness provisions constituted an unlawful penalty
clause.

HOLDINGS

1. The unclean-hands defense did not bar North Penn's recovery because Heckman failed to prove by clear

and convincing evidence that North Penn committed egregious misconduct related to the loan-agreement
recovery.

2. The loan agreement's repayment and forgiveness provisions were not an unlawful penalty clause;
repayment of the loan with interest was the substance of the agreement, while continued employment for
five years was merely a condition to forgiveness.

KEY QUOTATIONS

“The concept invoking the denial of relief is not intended to serve as punishment for extraneous

transgressions, but instead is based upon “considerations that make for the advancement of right and
justice”” (Section I1.A)

“Heckman’s performance was not to be employed for five years, it was to repay the loan with interest.”
(Section I1.B)

FACTUAL BACKGROUND

North Penn provided Heckman and Bethany Hanbach with a $60,000 loan at the beginning of Heckman's
employment. The loan agreement required repayment over five years with six percent interest, but provided that
the loan would be forgiven if Heckman remained employed by North Penn for five years. Heckman contended
that his firing, his complaints regarding working conditions, and the repayment provision supported his defenses
of unclean hands and unlawful penalty. The court found no clear and convincing evidence that North Penn
engaged in egregious, related misconduct or that the repayment provision penalized breach.

PROCEDURAL HISTORY

Heckman sued North Penn and UPMC Wellsboro under the Fair Labor Standards Act. North Penn asserted a

counterclaim against Heckman and Bethany Hanbach seeking repayment of a $60,000 employment-related loan.



After trial on Heckman's affirmative defenses of unclean hands and unlawful penalty, the district court rejected

both defenses and found in favor of North Penn.
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