Weaver v. Texas Capital Bank N.A. Doc. 20

INTHE UNITED STATESDISTRICT
FOR THE NORTHERN DISTRICT OF TEXAS
DALLASDIVISION

DEWEY WEAVER,

Plaintiff,

V. CIVIL ACTION NO. 3:09-CV-380-M

TEXAS CAPITAL BANK N.A,,

w W W W W W W W

Defendant.

MEMORANDUM OPINION AND ORDER

Before the Court are the qpi@s’ cross-Motions for Summary Judgment, the Proposed
Findings of Fact and Conclusions of Law wWRbBspect to Cross-Motions for Summary Judgment
submitted by United States Bankruptcy JuBgessell F. Nelms [Docket Entry #18], and
Defendant’s Objections to Judge Nelms’ Findiagsl Conclusions [Docket Entry #19]. For the
reasons explained below, Judge Nelms’ submisis accepted in part, Plaintiff’s Motion for
Summary Judgment SRANTED in part, and Defendant’s Matih for Summary Judgment is
DENIED.

. BACKGROUND AND PROCEDURAL HISTORY

Plaintiff Dewey Weaver waa member of SL Management, LLC (“SL”), a Louisiana
company that bought and sold real estafeexas. Between October 2004 and September 2006,
SL obtained loans from Defendah¢xas Capital Bank N.A. (“T&s Capital”) and therefore
executed and delivered four promissory nat@sling $978,719, to Texas Capital. The notes
were secured by eleven tracts of land inrdiat County, Texas. Tiacilitate the loan
transactions, Weaver and his imgss partner, Walter Dootsaxecuted and delivered personal
guaranties for each of the promissory notes (the “Weaver Guaranties”). The Weaver Guaranties

unconditionally committed Weaver and Dootson tityfsatisfy SL's debto Texas Capital.
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On January 16, 2008, SL filed a Chapter 11 bapiicty petition in the Northern District
of Texas, Fort Worth Division (the “Bankrugyt Court”). The caseas assigned to Judge
Nelms. Texas Capital appeared as a credit®L’s bankruptcy casand filed an unopposed
proof of claim for $756,000.

On March 6, 2008, SL filed a plan of reonggation (the “SL Plan”). The SL Plan
classified Texas Capital as the Cla8screditor, and in Section 5.11 provided:

The Debtor shall sell [Texas Capitatsllateral] to The Champions Group, or its
designee (“Champions”), pursuant to tbattain Motion to Sell (“Sale Motion”)

filed with the Court on Maitt 6, 2008. It is anticipatethat the sale of these
properties will occur prior to the Effective Date and that [Texas Capital] will have
no remaining claim in Debtor’s estatén the event the Court does not approve
the Sale Motion or if any of [Texas fital’s collateral] a& not purchased by
Champions as required by Sale Motiore thebtor shall upon the Effective Date
surrender all Debtor’s interest [in Texas Capital's collateral] to the Class 10
creditor under 11 U.S.C. 1129(b)(2)(ii full satisfactionof the Class 10 claims.

To the extent the Court after notice and hearing determines that the cumulative
value of the properties to be surrendered to [Texas Capital] under this Plan is less
than the cumulative amount of the AllodvgTexas Capital] Secured Claim, any
deficiency shall be treated as a Cla&sclaim and paid in accordance with the
Class 12 treatmenit.

The SL Plan also contained the following provision:

Notwithstanding anything contained hereia the contrar, neither Debtor,

Reorganized Debtoguarantors of the Debtoor any people liaklon a debt with

the Debtor shall be discharged and reledsad any liabilityfor claims and debts

under this planhowever, the exclusive remedy fayment of any claim or debt

so long as the plan is not @efault shall be the plah.

On September 2, 2008, Judge Nelms confirmedthPlan. SL never sold the collateral
pursuant to 8 5.11 of the SL Plan, andGmtober 13, 2008, the collateral was deemed
surrendered to Texas CapitdNeither party requested a valuation of the collateral by the

Bankruptcy Court. On December 1, 2008, TeRapital foreclosed on the collateral. The

foreclosure left a deficiency of $334,986.45, plasious fees, expenses, and interest.

1'SL Plan § 5.11 (emphasis added).
21d. § 10.3 (emphasis added).
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Meanwhile, on April 8, 2008, while confirhan of the SL Plan was pending, Texas
Capital filed an action in Texas state coureihdorce the Weaver Guaranties. On December 15,
2008, when Weaver did not answer or otheewisspond, Texas Capital took a default judgment
against him for $766,645.79 (the “Default Judgiemind initiated collection proceedings
against Weaver in Louisiana state court.

On February 27, 2009, in response to the siania collection preeding, Weaver filed
this action for declaratory judgment, seeking gedwrination that the confirmed SL Plan fully
satisfied any debt of SL to Texas Capitald @ahat therefore Weaver did not owe any guaranty
debt at the time of the Default Judgment; othm alternative, that the Default Judgment was
fully satisfied by the SL Plan.

On July 23, 2009, this Court granted Texas Capital’s motion to refer this action to Judge
Nelms for proposed findings of fact and cosatis of law. On April 8, 2010, Judge Nelms
submitted his proposed findings and conclusimms$he parties’ cross-motions for summary
judgment, to which Texas Capital now objects.

[I. STANDARD OF REVIEW AND LEGAL STANDARD

The Court reviewsle novahe proposed findings of fachd conclusions of law to which
Texas Capital objects, making an independent assessment of thé issues.

Summary judgment is warranted if the plewi, discovery, disclosure materials, and any
affidavits show that there is no genuine issumamy material fact and that the movant is
entitled to judgment as a matter of IAwA genuine issue of material fact exists when a
reasonable jury could find for the non-moving partyhe moving party bears the initial burden

of identifying those portions of the record tli@imonstrate the abserafea genuine issue of

¥See28 U.S.C. § 157(c)(1)Mirant Corp. v. The Southern G&37 B.R. 107, 116 (N. D. Tex. 2006) (McBryde, J.).
* Fed. R. Civ. P. 56(c).
® Anderson v. Liberty Lobby, In@t77 U.S. 242, 248 (1986).
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material facE Once the movant carries itstial burden, the burden #ts to the nonmovant to
show that summary judgment is inappropriétedesignating specific facts beyond the pleadings
that prove the existence of angéne issue of material fattin determining whether genuine
issues of material fact existactual controversies are constdui@ the light most favorable to
the nonmovant, but only if both parties hawvigoduced evidence shavg that an actual
controversy exists.” On cross-motions for summary judgm, the court reviews each party’s
motion independently, construing teeidence and inferences in the light most favorable to the
nonmoving party.
[Il. ANALYSIS

A. First Proposed Conclusion

The Bankruptcy Court’s first Proposed Conclug®that SL’s surrender of the collateral
was presumed to be in full satisfaction of its debfexas Capital, but that Texas Capital is not
foreclosed from moving to reopdime bankruptcy case to pursaeleficiency in a valuation
hearing. Texas Capital seemingly concedesShat debt has been satisfied; however, it argues
that SL’s surrender of the collateditl not constitute full satisfaction ¥¥eaveis debt to Texas
Capital as a personal guarantor for SL.

The Fifth Circuit cases cited by Texas Capital unambiguously hold that a discharge in
bankruptcy of a debtor will not affect tliability of a guarantor of that debtdt. This holding is

premised on section 524(e) oetBankruptcy Code, which providesith a minor exception not

® See Celotex Corp. v. Catre#77 U.S. 317, 323 (198@)ynch Props., Inc. v. Potomac Ins. Cb40 F.3d 622, 625
(5th Cir. 1998) (citingCelotex 477 U.S. at 325).

" SeeFed. R. Civ. P. 56(e)(2Matsushita Elec. Indus. Co. v. Zenith Radio Co#5 U.S. 574, 587 (1986jjelds

v. City of S. Houstqr922 F.2d 1183, 1187 (5th Cir. 1991).

8 Lynch Props.140 F.3d at 625 (citation omitted).

° Ford Motor Co. v. Tex. Dep't of Transf264 F.3d 493, 498 (5th Cir. 2001) (citifigylor v. Gregg36 F.3d 453,
455 (5th Cir. 1994)).

19See NCNB Tex. Nat'| Bank v. Johnsbh F.3d 1260, 1266 (5th Cir. 199#8)atter of Sandy Ridge Dev. Corp.
881 F.2d 1346, 1351 (5th Cir. 1989ited States v. Stribling Flying Serv., In€34 F.2d 221, 223 (5th Cir. 1984).
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applicable here, that “dischargéa debt of the debtor does radtect the liabilty of any other
entity on, or the property of amgher entity for, such debt®

While the facts of the cases cited by Texas @hpre very similar to those of this case,
there is one important difference: The resturing and payment of the debt under the
bankruptcy plans iINCNB Texas National Bank v. Johnshtatter of Sandy Ridge Development
Corp, andUnited States v. Stribling Flying Services, ldd not purport to sesfy the creditor
in full. In other words, the Fifth Circuit held gach of these cases tliag creditor could pursue
the guarantor for the remainder of the monegadWwy the debtor, which was not fully paid by
the debtor under the bankruptcy pfan.

In contrast, 8 5.11 of the SL Plan provides tlahe collateral was not sold to a specific
third party by a certain time, Skould surrender its interest indlrollateral to Texas Capital “in
full satisfaction of [Texas Capital] claims.” In effect, the Bh set the default value of the
collateral at the full amount of the debt owédThus, rather than beirextinguishedy SL'’s
discharge in bankruptcy, Weavegaaranty obligtion has beesatisfiedbecause Texas Capital
is deemed to have been paid in full pursuantédsh Plan via the surrendei the collateral.

The Court therefore accepts the BankeypCourt's first Poposed Conclusion.

111 U.S.C. § 524(e).

12 5ee Johnsqril F.3d at 1266-67 (allowing creditor to pursue guarantors for remaining ungaidebaf a
promissory note, which unpaid portion had been rolled into a new promissory note viakihetoy reorganization

of the debtor)Sandy RidgeB81 F.2d at 1354 (allowing creditor to pursue the guarantors for the remainder of the
debt, which became an unsecured claim, after the sadalafstate collateral that constituted the creditors’ secured
claim); Stribling, 734 F.2d at 222-24 (allowing creditor to pursue guarantors for remainder of original debt after
corporate debt was reduced and restructured in Chapter 11 reorganiz&tRm)D.C. Indus. Dev. Fund v. Snyder
539 F.2d 487, 494 (5th Cir. 1976) (holding, in Chapter XI proceedings ha&t ipre-Code bankruptcy laws, that
modifications of corporate debt in bankruptcy arrangeséick not affect the responsibility of the corporations’
guarantors to make good on the unpaid portion of taeagieed debts that remairedfter the arrangement was
completed).

13 See Sandy Ridg881 F.2d at 1354 (holding that a bankruptcy court has the authority to determine the value of a
debtor’s property in bankruptcy).
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B. Second Proposed Conclusion

The Bankruptcy Court’s second Proposed Casioluis that the SL Plan enjoins Texas
Capital from pursuing a collection action aga&eaver without firs(1) establishing a
deficiency via a valuation hearing in the Bamicy Court, and (2) Weaver defaulting on his
obligation under the SL Plan to pay the deficiency.

Two sections of the SL Plan are relevaneheSection 5.11 provides that, if the proposed
sale of the collateral propertidls through, SL will surrender its interest in the collateral to
Texas Capital in full satisfaction of Texas Cafstalaims. But Section 5.11 goes on to state:

To the extent the Court after notice and hearing determines that the cumulative

value of the properties to be surrendereddégas under this Plas less than the

cumulative amount of the Allowed Texas Secured Claim, any deficiency shall be
treated as a Class 12 claim and paiddoordance with the Class 12 treatment.

Under the SL Plan, Class 12 clainmmgecured creditors) would be paid from
contributions to be made by WeavérThe SL Plan also contained the following provision:

Notwithstanding anything contained hieréo the contray, neither Debtor,

Reorganized Debtoguarantors of the Debtogr any people liable on a debt with

the Debtor shall be discharged and reledsad any liability for claims and debts

under this planhowever, the exclusive remedy fayment of any claim or debt

so long as the plan is not @efault shall be the plai?

Texas Capital believes thaketlcumulative value of the ltateral it obtained under the
terms of § 5.11 is less than ttweal amount of debt SL owesito The SL Plan contemplates
just such a possibility, and sets out a speai@chanism via which such a perceived shortfall

could be remedied: Texas Capital may pursue aidafiy claim in a valuation hearing. If the

Bankruptcy Court finds at the hearing that the sale of the collalierabt, in fact, satisfy SL’s

4 SeeProposed Facts at 3 (citing SL Plan at § 6.2).
15SL Plan at § 10.3 (emphasis added).
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debt to Texas Capital in full, the deficit wdube treated as an unsecured claim and paid in
accordance with the SL Plan’s provision for Class 12 cl&ims.

While section 524(e) of the Bankruptcpd® prohibits a debtor’s discharge in
bankruptcy from affecting the liability of a guatar, it does not specify the manner in which a
creditor may pursue its rights against that guaranthe SL Plan envisions that the valuation
hearing mechanism will be the “exclusive remefty”’payment of any claim or debt, as long as
the SL Plan is not in default. The SL Plwes not fall afoul ofextion 524(e) because § 10.3
explicitly acknowledges #t, notwithstanding anything in the $llan to the contrary, guarantors
of SL are not discharged or released from thanility for claims and debts under the SL Plan.
Rather, the Plan simply establishes the mannehioh such claims against guarantors must first
be pursued.

Texas Capital does not cite to any caelding that a bankruptcy court doex have the
authority to bind a creditor tiirst seek payment from a guarantor under the bankruptcy plan,
before pursuing a separate coliestaction. In fact, the Northemistrict of Texas bankruptcy
cases Texas Capital citegpportthe conclusion that the BankragptCourt has the authority to
direct recovery first through the SL Plan pregdeaving Texas Capital free to pursue court
action against Weaver if Weaver does not paydsficiencies as contemplated by the SL Plan.
In In re Bernhard Steiner Pianos USA, Ifitthe court held, in intpreting a bankruptcy plan
provision nearly identical to § 10.3 of the SLiRlehat a bankruptcy court has jurisdiction to
issue a post-confirmation stay beewn creditors and a guarantor whihe debtor attempts to pay
its debts under the bankruptcy plan. Beenhard Steinecourt noted:

Paragraph 10.3 specifically states thatrgotors are not discharged or released
from any liability under the plan. Theozé, on its face, the Plan does not purport

®SeeSL Plan at § 5.11.
17292 B.R. 109 (Bankr. N.D. Tex. 2002).
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to grant a release for third hi@s, such as [guarantorFurther, nothing in  10.3

affects [guarantor’s] ultimate liabilitynder any guaranty agreement. Instead,

10.3 merely controls the timingf when a claim, if any, against [guarantor] can be

brought.*8

The court irBernhard Steinerelied onin re Seatco, In¢-? which held that section
524(e) of the Bankruptcy Code wagt violated by a provision int@ankruptcy plan, very similar
to 8§ 10.3 of the SL Plan, that imposed agerary injunction on a crédr’s collection efforts
against a guarantor while the debtor remainezbmpliance with its obligations under the
bankruptcy pla® The court stated iSeatco

The Court disagrees that the temporaajunction proposed in the Plan affects

[guarantor’s] liability to [creditor] on # Guaranty. While the Plan, if confirmed,

will temporarily enjoin [creditor] from pursuing [guarantor] for those sums being

paid to it under the Plan, [guarantorfigibility to [creditor] on the Guaranty is not

affected. If the Reorganized Debtorfaldts on the Plan after notice and an

opportunity to cure, the temporary injurasti terminates without further order of

the Court and [creditodan pursue [guarantor] on the Guaranty for any amounts

owing to it. . . . Section 11.04 of the Pldnes not violateestion 524(e) of the

Code#
The court also held iBeatcahat a bankruptcy court has juristion to issue such a temporary
injunction??

These precedents support the conclusionSh&t bankruptcy plan validly enjoins Texas
Capital from pursuing a collection action agawmataver without first following the procedures
set out in the SL Plan itself. SL was notTagas Capital claims, in default under the SL Plan

by failing to sell the coliteral to the Champions Group.ctimplied with the SL Plan by

81d. at 116.

19257 B.R. 469 (Bankr. N.D. Tex. 2001),

2257 B.R. 469, 474-75 (Bankr. N.D. Tex. 2001).
2L|d. at 475 (emphasis original).

2|d. at 476.
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surrendering its interest in this collateral to Texas Capitdlhe Court therefore accepts the
Bankruptcy Court’s secml Proposed Conclusidh.

C. Third Proposed Conclusion

Texas Capital argues that the issue of Vé€auiability for the deficiency alleged by
Texas Capital is the subject of a final order égssby a Texas state counthich should be given
preclusive effect despite the fact that Texas @apursued the Defauludgment in violation of
the Bankruptcy Court’s final order. The Baujgtcy Court’s conclusin is that its order
confirming the SL Plan was itself res judic&tahe Default Judgmenprecluding Texas Capital
from re-litigating the issue of SL’s debt, and We&y liability on that dbt, to Texas Capital.

Where a second court does not give preclusfiect to the earlier judgment of another
court, and the claim or issue then comes befoneé court, the governing kelis quite clear: the
third court must give res judicata effeotthe last previous judgment entefadThis is known as
the rule of “last in time,” and applies regardless tiie reason why the second court did not
give preclusive effect to eéhjudgment of the first couft. If Weaver believethat the Texas state
court erred in not giving resdiicata effect to the Bankrupt@ourt’'s judgment, the proper
action is to appeal theagé court’s decision, not tollaterally attack it her®.

In this case, the application of the “lastime” rule is straightforward. The Texas state

court entered its Default Judgment on December 15, 2008, several months after the September 2,

*SeeSL Plan § 5.11.

% presumably, Texas Capital does not object to the portidndisfe Nelms’ First Proposed Conclusion stating that
Texas Capital is not foreclosed from moving to reopen the bankruptcy case to seek a deficiency claim in a valuation
hearing.

% See Treinies v. Sunshine Mining (308 U.S. 66, 75-78 (193%mericana Fabrics, Inc. v. L&L Textiles, Inc.
754 F.2d 1524, 1529-30 (9th Cir. 1985) (citiimger alia, 18 C. Wright, A. Miller & E. Coopelf-ederal Practice &
Procedure Jurisdiction § 4404 at 26 (1981); Ginsbubgfault Judgments in Search of Full Faith and Credit: The
Last-in-Time Rule for Conflicting Default Judgmer®&2 Harv. L. Rev. 798 (1969)Reimer v. Smith663 F.2d

1316, 1327 (5th Cir. 1981) (citations omitted).

% See Americana Fabricg54 F.2d at 1529.

2" See Treinies308 U.S. at 77-78Vliller v. Menihard-Commercial Corp462 F.2d 358, 360 (5th Cir. 1972)
(holding that, “[e]ven though an action has an independent purpose and contemplates some othés eelief, i
collateral attack if it must in some fashion overrule a previous judgment”).
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2008, order entered by Judge Nelms confirming th&&h. It follows, therefore, that this
Court must give res judicata effé¢otthe Default Judgment, whith claim-preclusive as to this
action?® The Court therefore rejects the BankrupBmurt’s third Proposed Conclusion that
Weaver is not barred by res judicétam contesting his liability undehe Weaver Guaranties.

Given the Texas state court’s finding tha¢&@Ver is liable to Texas Capital under the
Weaver Guaranties, the Court cannot declareWresver did not owe any guaranty debt at the
time of the Default Judgmefit. To do so, and render summary judgment for Weaver on his
claim, would directly contravenedstate court’s Default Judgment.

However, Weaver’'s complaint requests, inahernative, a declaration that the Default
Judgment has been fully satisfied by the SInPle light of the Court’s acceptance of the
Bankruptcy Court’s first two Proped Conclusions, this alternative relief is GRANTED. If
Texas Capital believes that théesaf SL’s collateral did not fly satisfy SL’s debt, it may move
to reopen the bankruptcy case to seek a deficielaay in a valuation hearing. If, after such a
hearing, the Bankruptcy Court detenes that the cumulative value of the collateral is less than
the cumulative amount of SL’s debt to Texas i@dpand if Weaver defdts on his obligation to
pay this deficiency as a Class 12 claim, TeRapital may pursue a separate collection action

against Weaver.

8 Res judicata encompasses two subsidiary doctriras) preclusion and issue presion. Claim preclusion
“prevents litigation of all grounds for, or defenses topuery that were previously available to the parties,
regardless of whether they were asseotedietermined in # prior proceeding.'Brown v. Felsep442 U.S. 127,
131 (1979).

2 The [second decision] is not binding because it is correct; it is binding because it i&restiéana Fabrics,
754 F.2d at 1530.
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D. Fourth Proposed Conclusion

The result discussed above is not precluded by Texas Capital’s final argument that the
Rooker-Feldmailoctrine precludes Weaviom challenging the Default Judgment before this
Court.

TheRooker-Feldmarmloctrine applies to “cases broudpytstate-court losers complaining
of injuries caused by statead judgments rendered befdfree district court proceedings
commenced and inviting district courview and rejection of those judgment§. Thus, a losing
party may not seek what amounts to appellateeveof a state court judgment in a federal
district court by arguing that ¢hstate court judgment violatée losing party’s federal rights.

SinceDistrict of Columbia Court of Appeals v. Feldn#rone of the two cases for which
the Rooker-Feldmamloctrine was named, the Supreme Cbas never applied the doctrine to
dismiss an action for want of jurisdictidh.Rather, the Court has cabined the doctrine to the
narrow facts of its two namesake cases. For exampfeldman the Supreme Court
endeavored to separate elements of the complaat failed the jurisdictional threshold from
those that did not. The plaintiffs in that casgued that the Distriaif Columbia Court of
Appeals acted arbitrarily in refusing to waiveeatain requirement for sitting for the District of
Columbia bar exam. The Court held that, while ptaintiffs could not sk review of the state
court’s application of the rules to their individuadd cases, they could still maintain a claim that
the bar admission rule itself was unconstituticfal.

The holding inFeldmanleads to the conclusion that tReoker-Feldmamloctrine does

not preclude a state-court loser from litigating an independaint ah federal court, even if

30 Exxon Mobil Corp. v. Saudi Basic Indus. Cof4 U.S. 280, 284 (2005).
31 See Johnson v. De Grandi2 U.S. 997, 1005-06 (1994).

32460 U.S. 462 (1983).

33 Exxon Mobi) 544 U.S. at 287.

3 Feldman 460 U.S. at 486-87.
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success on that claim would deny a legal tusion previously redwed by a state coutt. The
Rooker-Feldmamloctrine is thus not implicated heréd/eaver does not ask this Court to review
or set aside the Default Judgment, nor did the Tsteds court consider the issues that this Court
is asked to decide. Rather, Weaver briamgsndependent claim fer declaratory judgment
interpreting the SL Plan. The fatiat success on the meritgdnevould undercut the state court
Default Judgment is not arjadictional bar to his clair

The Court therefore accepts the Bankrug@oprt's fourth Proposed Conclusion.

IV. CONCLUSION

For the reasons stated abpthee Bankruptcy Court’s Propes Findings of Fact and
Conclusions of Law are accepted in pdaintiff's Motion for Summary Judgment is
GRANTED in part and Defendant’s Matn for Summary JudgmentENIED. The Court

will enter a Final Judgment i separate order.

SO ORDERED.

August 5, 2010.

NORTHERN DISTRICT OF TEXAS

%n re Knezek2010 U.S. App. LEXIS 5409, at 6 (5th Cir. Mar. 11, 2010) (citingxxon Mobi) 544 U.S. at
293)).

% The Fifth Circuit cases cited by Texas Capital in itsfBare either not to the contrary, or are inapposifee
Union Planters Bank N.A. v. SaliB69 F.3d 457 (5th Cir. 2004) (applyiRgoker-Feldmato vacate a federal
court’s issuance of a permanent injunetad a state court’s discovery orddr);re Erlewing 349 F.3d 205, 210 (5th
Cir. 2003) (holding thaRooker-Feldmais inapplicable where the state court judgment would not be given
preclusive effect because the federal plfistas not a party to the prior state action).
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