IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

| RENE DELEONI BUS : ClVIL ACTI ON
V. :
UNI TED STATES OF AMERI CA : NO. 97-4852

VEMORANDUM AND ORDER

HUTTON, J. May 28, 1998

Presently before the Court are Def endant the United States of
America’'s Motion for Summary Judgnent (Docket No. 6) and Plaintiff
| rene DelLeoni bus’s Response and Cross Motion for Sunmary Judgnent
(Docket No. 7). For the reasons that follow, Defendant’s Mbtionis

granted and Plaintiff’s Mdtion is deni ed.

| . BACKGROUND

In this action, Plaintiff |rene DeLeoni bus asks the Court to
quiet title in an escrowed fund of $37,638.49--one-half the net
proceeds fromthe sale of her marital residence--which the United
States would apply towards the tax obligations of her husband,
Carl o DeLeoni bus, now deceased. The United States responds that
DeLeoni bus’ claimis barred by the doctrine of res judicata.

Until the series of events that | ed the present dispute, Irene
and Carl o DeLeoni bus owned a hone |ocated at 928 Randol ph Drive,
Yar dl ey, Bucks County, Pennsylvania, as tenants by the entireties.
In the md to late 1980's, the DeLeoni bus’s becane delinquent in
their federal taxes, and the Internal Revenue Service (“IRS")

assessed both husband and wife with incone and trust fund tax



l[iabilities far in excess of what either could then afford.
Al t hough neither party has briefed the Court on the procedura
hi story of the tax dispute, evidently at sone point before 1994 t he
| RS served the DeLeonibus’s with a demand for paynent and, after
the DelLeonibus’s failed to pay, federal tax liens attached to all
of their property pursuant to 26 U S.C. 8§ 6321 (1994).

On Septenber 4, 1994, facing the above tax liabilities and a
pendi ng nortgage foreclosure action agai nst the DeLeoni bus hone,
Plaintiff Irene DelLeonibus filed a voluntary petition for
bankruptcy under Chapter 13 of the Bankruptcy Code, 11 U S.C. 8§
1301-1330 (1994), in the United States Bankruptcy Court for the
Eastern District of Pennsylvania. Plaintiff’s husband Carlo
DeLeoni bus did not join her in the petition and was never a party
to the bankruptcy proceeding.

In the course of her bankruptcy case, Plaintiff initiated an
adversary proceedi ng agai nst the United States to determ ne her tax
liability. At sone point thereafter, the parties reached a six
par agraph Sti pul ation and Order Settling Adversary Proceedi ng (the
“Settlenment”), the signatories of which were Plaintiff’s attorney
Ann Hook Bel knap and United States Departnent of Justice attorney
Beverly A. Mses.® By Order dated March 11, 1996, United States
Bankruptcy Judge Judith K. Fitzgerald approved the Settlenent.
(See Def’s Mot. for Summ J. Ex. A).

! Al t hough the Settlement is not dated, the | anguage of paragraphs three
and four suggest that it was reached on February 26, 1996.
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The Settlenment’s first three paragraphs recite that the IRS
will anmend its secured claim in the wunderlying bankruptcy
proceedi ng from $191, 518. 77 to $10,000.00, and that interest wll
accrue on that anmount at the statutory rate begi nning February 26,
1996. (See id.). The Settlenent then continues:

4, | rene DelLeoni bus shall satisfy the
secured claimof the Internal Revenue Service
fromthe sale of the marital home |ocated at
927 Randol ph Drive, Yardley, Bucks County,
Pennsyl vania and agrees to sale [sic] this
property within one year from February 26,
1996.

5. Upon the sale of the marital hone,
one-half of the net proceeds (representing
Carlo Deleonibus’s [sic] interest in the
property) shall be held in escrow by debtor’s
attorney or other authorized cl osing attorney
for the purposes [sic] of satisfying, to the
extent possible, Carlo Deleonibus’ [sic]
outstanding trust fund and incone tax
[iabilities.

6. Upon full paynent of the Interna
Revenue Service’'s claim with interest, as
descri bed above, the Internal Revenue Service
will release its |iens against the property of
| rene Del eoni bus [sic].

(Id.). Therefore, the Settlenent contenplated that at sone tine
before February 26, 1997 Plaintiff would (1) sell her marita
residence, (2) apply her half of the net proceeds towards her
$10, 000 obligation to the IRS, and (3) place the remaining hal f of
the net proceeds, “representing Carlo Deleonibus’'s [sic]

outstanding trust fund and i ncone tax liabilities,” in escrow“for
the purposes [sic] of satisfying, to the extent possible, Carlo

Del eoni bus’ [sic] outstanding trust fund and i ncone tax



liabilities.” (Ld.). Carl o DelLeoni bus, who faced liabilities
di stinct fromthose of hiswife--particularly after the Settl enent,
was never a party to the agreenent.

On June 13, 1996, before Plaintiff sold her honme in conpliance
with 1 4 of the Settlenent, Carlo DeLeonibus died. Four nonths
|ater, on Cctober 10, 1996, Plaintiff obtained the Bankruptcy
Court’s approval of her proposal to sell the marital residence for
$175,000. Plaintiff then conpleted the sale and paid the IRS the
agreed upon $10,000. As required by § 5 of the Settlenent, and
pursuant to a Bankruptcy Court Order dated Novenber 14, 1996,
Plaintiff then deposited one-half of the net proceeds--a fund of
$37,638.49--into an escrow account with Trinity Abstract, Inc.?
Thereafter, Plaintiff noved the Bankruptcy Court to construe the
parties’ Settlenment and determne the validity and extent of the
IRS's interest in the escrowed funds in light of her husband’ s
i nterveni ng deat h.

In the Bankruptcy Court, Plaintiff argued that as a
consequence of her husband’ s death she becane t he sol e owner of the
marital residence, and that because she had al ready satisfied her
own tax obligations with the $10, 000 paynent, the IRS had no valid

interest inthe remaining proceeds. Seelnrelrene M DelLeoni bus,

Bankruptcy No. 94-15862DW5, Slip Op. at 3 (Bankr. E.D. Pa. April 24,

1997). Her position then, as now, was that because she and her

2 This fund is now held in escrow by the United States c/o Beverly Mbses
Katz, Esquire. By O der dated Novenber 12, 1997, this Court approved the
parties’ Consent Decree Transferring Escrow Funds to United States of America
Pendi ng Qutcone of Litigation.
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husband had held their marital residence as tenants by the
entireties, upon her husband’ s death she becane the sole owner in
fee by operation of Pennsylvani a property | aw. Accordingly, at the
time of the sale, the proceeds belonged to her exclusively, free
and cl ear of the outstanding obligations of her husband. On this
basis, Plaintiff petitioned the Bankruptcy Court for an O der
directing Trinity Abstract, Inc. to pay the escrowed funds directly
to her.

In response, the |IRS contended that the niceties of
Pennsyl vani a property lawwere irrel evant, and focussed i nstead on
the nutual promses contained in the Settlenent docunent.
Specifically, it argued that Plaintiff “agreed as a nmaterial term
of the [Settlenent] that the Fund would be escrowed for the
pur poses of satisfying M. DeLeoni bus’ tax liability and she cannot
now di savow t hat part of her agreenent whil e reaping the benefit of
the reduction in her claimfrom$191, 518 to $10,000.” 1d. at 3-4.
From this, the IRS concluded that the escrowed funds should be
released to it and applied towards Carl o DelLeoni bus’s unpaid tax
liabilities.?

Inits April 24, 1997 Menor andum Qpi ni on, t he Bankruptcy Court
granted neither party the relief it sought. Construing Y 5 of the
Settlenent, the court found that the parties’ clear intent at the

time of signing was that Plaintiff place one-half of the net sale

3As in the Bankruptcy proceeding, the United States has not briefed
this Court as to the nature of its liens or other rights against either Irene
or Carl o DeLeonibus, or the property of either. See DelLeoni bus, Bankruptcy
No. 94-15862DW5, Slip Op. at 3 n.4.
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proceeds in escrow for purposes of satisfying Carlo DeLeoni bus’s
tax obligations. The court rejected Plaintiff’s argunent that she
owned the fund as proceeds fromthe sale of property to which she
had succeeded by ri ght of survivorship, finding that her ownership
status at the tine of sale was irrelevant to the determ nation of
the issue. See id. at 8. The court found that, wunder the
Settlenent, Plaintiff “had t he absol ute obligationto turn over the
Fund to the escrow agent and cannot be relieved of that obligation
because the Fund is owned sol ely by her as opposed to owned by her
as entireties property as antici pated when her agreenent was nade
with the IRS.” 1d. at 6.

The Bankruptcy Court found that the Settlenment went no
further than requiring Plaintiff to escrow the remaining funds,
however. See id. at 8. It did not direct howthe escrow agent was
to dispose of the funds. See id. |In the concluding paragraph of
t he Menorandum Opi nion, the court stated:

Havi ng concluded that Debtor is required to

performthe escrow agreenent, | al so concl ude
that she is not required to do anything
further to fulfill her part of the bargain.

The RS s demand that the Fund be turned over
to it goes beyond the terns of the
[ Settlenment]. The [Settlenent] essentially
saf equarded the Fund so that the IRS could
pursue its claim against M. DelLeoni bus.
Clearly Debtor was not in a position to pay
M. DeLeonibus’ Iliability out of his own
assets then. She cannot be conpelled to do so
NOw. Rather, the IRS is left to pursue the
Fund as paynent for its claimas it woul d have
had M. DeLeoni bus lived. \Wether he would
have had defenses to the claimthat his estate
can assert is unknown to ne as is how it
expected to secure the rel ease of the escrowed
funds if M. DelLeonibus had Iived. These
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i ssues are beyond the scope of this dispute
which nerely seeks an interpretation of the
[ Settlenment].

Id. at 8.

Plaintiff filed neither a notion for reconsideration, nor an
appeal challenging the Bankruptcy Court’s decision. Instead, on
July 29, 1997 Plaintiff filed the instant suit to quiet title in
t he escrowed funds. Plaintiff has since received a di scharge from
t he Bankruptcy Court on Decenber 19, 1997.

Inits Motion for Summary Judgnent, the United States argues
that Plaintiff’s quiet title action is an attenpt to relitigate

matters al ready resol ved by the Bankruptcy Court, and is therefore

barred by the doctrine of res judicata.

1. DI SCUSS| ON

A. Standard for Sunmary Judgnent

A court nmay grant summary judgnent where “the pleadings,
depositions, answers to interrogatories, and adm ssions on file,
together with the affidavits, if any, showthat there is no genui ne
i ssue as to any naterial fact and that the noving party is entitled
to a judgnent as a matter of law." Fed. R Cv. P. 56(c). I n
considering the notion, the court nust draw all inferences in the

i ght nost favorable to the nonnbvant. Big Apple BMN Inc. v. BMV

of NN Am, Inc., 974 F.2d 1358, 1363 (3d Cir. 1992), cert. denied,

507 U.S. 912 (1993). Under the Rul e 56 framework, the noving party
bears the initial burden of proving that there exists no triable

i ssue of material fact. Celotex Corp. v. Catrett, 477 U S. 317,
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323 (1986). Where it has done so, the burden shifts, and the
nonnovant nmust present affirmative proof that triable issues remain
or else face summary judgnent. Fed. R Cv. P. 56(e). The non-
nmovant cannot survive summary judgnent nerely by insisting onits
interpretation of the facts, or by relying on unsubstantiated

al | egations, general denials, or vague statenents. 1d.; Trap Rock

Indus., Inc. v. Local 825, 982 F.2d 884, 890 (3d G r. 1992).

Here, the parties present no factual dispute at all, but
rather ask the Court to make a purely legal determ nation of the

status of the escrowed proceeds.

B. Res Judi cata

The doctrine of res judicata, or claimpreclusion, gives a
prior judgment dispositive effect, and bars subsequent litigation
based on any claim that was, or could have been, raised in the

prior proceeding. See Board of Trustees of Trucking Enployers v.

Centra, 983 F.2d 495, 504 (3d Cir. 1992). This is true regardl ess
of whether the prior decision was correctly decided, see, e.qg.,
Federated Departnent Stores, Inc. v. Mitie, 452 U S. 394, 398

(1981), as the doctrine exists precisely to drawthe |line at which
the priorities of the |l egal systemshift fromaccuracy to finality.
The doctrine accepts the risk of inaccuracy in the individual case
i n exchange for what courts have determ ned to be greater benefits-

-repose and the reliability of final judgnments over tine, and

across the entire |legal system See generally 18 Charles A

Wight, Arthur R Mller, et al., Federal Practice and Procedure 8
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4403 (2d ed.

1996) .



To establish the affirmative defense of res judicata, the
party asserting it nust establish that: (1) the first suit resulted
inafinal judgnent on the nerits; (2) the second suit involves the
same parties or their privies; and (3) the second suit is based on

the sane cause of action as the first. See United States v.

Athlone Indus., Inc., 746 F.2d 977, 983 (3d Cr. 1984); Harding v.

Duquesne Light Co., 1995 W 916926, *2 (WD. Pa. August 4, 1995).
DeLeoni bus concedes that this matter involves the sane parties and
same cause of action, (see Pl.’s Mot. for Sutmm J. 5), which | eaves
the Court only to decide whether the Bankruptcy Court rendered a
final judgnment on the nerits.

Because bankrupt cy proceedi ngs may continue i ndefinitely, and
because many di screte subsidiary determ nations often arise inthe
adm nistration of an estate, the courts have adopted a flexible

notion of finality in the bankruptcy context. See In re Baudoin,

981 F.2d 736, 742 (5th Gr. 1993) (finding bankruptcy court orders
“aut hori zing the sale of part of the estate or confirm ng such sale
are final judgnents on the nerits for res judi cata purposes, even
t hough t he order neither cl oses the bankruptcy case nor di sposes of

any clainf); Inre After Six, Inc., 167 B.R 35, 40 (E. D. Pa. 1994);

In re (gl esby, 158 B.R 602, 604 (E.D. Pa. 1993) (“It is clear that

the definition of finality in the context of bankruptcy litigation
is broader than the definition that applies in ordinary civil

l[itigation.”). See generally 16 Federal Practice and Procedure 8§

3926.2 at 282-88. Accordingly, “to be final, an order in a

bankr uptcy proceedi ng need only conclusively determ ne a discrete
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dispute within the |arger case; it need not dispose of the entire

bankruptcy proceeding.”. Inre After Six, 167 B.R at 40.
because
[a] court cannot wait until the end of the
case to allow the appeal, because fina
di sposition in bankruptcy ... depends on

prior, authoritative dispositionof subsidiary
I ssues. The separabl e disputes that can be
handl ed as i ndividual cases may be dealt with
as they arise, the better to advance the end
of the whol e bankruptcy case.

This is

Inre gl esby, 158 B.R at 604-05 (quoting I n Matter of Kilgus, 811

F.2d 1112, 1116 (7th Gr. 1987).

In her Modtion, DelLeoni bus asserts that the Bankruptcy Court

did not reach a final determnation as to the status of the

escrowed funds. She states that:

The Court did not decide the issue of whether
the change in ownership of the Plaintiff’s
marital home, as a result of the death of her

spouse, ext i ngui shed, by operation of
Pennsyl vania |l aw, the clainms of the IRSto the
proceeds from the sale. Al t hough the

plaintiff Dbrought this 1issue before the
Bankr upt cy Court, Judge Si gmund’ s opi ni on does
not address the issue. Accordingly, res
judi cata does not bar the instant case froma
trial on the nerits.

(Pl."s Mot. for Summ J. 5).
This position, however , is incorrect and,

m sconcei ves the nature and function of res judicata.

further,

In its

Menmor andum and Opi ni on, the Bankruptcy Court found that questions

of Pennsyl vani a property lawwere immaterial to the outcone of the

case. See In re DelLeonibus, Slip Op. at 7-8. As to DelLeoni bus’

claimto ownershi p of the escrowed proceeds, the court undoubtedly
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found that she was not their outright owner, or else it would have
granted her the relief she sought--nanely the return of the funds.
Construing the | ast paragraph of the Bankruptcy Court’s opinion,
the court determ ned that the funds existed i n sone anbi guous state
of ownership suspended between the IRS and the estate of
Plaintiff’s husband. See id. at 8. Therefore, there is no
guestion that the Bankruptcy Court nmade a final determ nation that
Plaintiff was not their owner.

More fundanmentally, however, Plaintiff’'s case is barred
because res judicata includes within its term nal scope any
argunment that was or coul d have been nade, as to any i ssue that was
or could have been deci ded. If the Bankruptcy Court dodged or
wongly deci ded a dispositive issue, Plaintiff’s proper procedural
response was to file an appeal or notion for reconsideration
Having failed to do either, Plaintiff left the Court in a posture
wherein it entirely lacks authority to alter or anmend I egal
determ nati ons now on the books. Regardless of this Court’s view
of the nerits, it is bound to accept that of the Bankruptcy Court,
because the very purpose of res judicatais to prevent a subsequent
court frominquiring into matters that have once been finally
di sposed. Therefore, whether Plaintiff’s argunment was raised or
not, and whether the Bankruptcy Court addressed it or not, this
action is now barred by the Bankruptcy Court’s April 24, 1997
Menor andum and Opinion, the sanme as the United States’ previous

failed argunents are now nerged into it.
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[11. CONCLUSI ON

For the foregoing reasons, the Court finds that Plaintiff’s
present action is barred by the doctrine of res judicata.

An appropriate Order follows.
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

| RENE DELEONI BUS : ClVIL ACTI ON
V. :
UNI TED STATES OF AMERI CA NO. 97-4852
ORDER

AND NOW this 28th day of May, 1998, wupon consideration
of Defendant the United States of Anmerica s Mtion for Summary
Judgnent and Plaintiff |Irene DeLeoni bus’s Response and Cross Moti on
for Summary Judgnent, | T IS HEREBY ORDERED t hat:

(1) Defendant’s Motion for Summary Judgnent is GRANTED; and

(2) Plaintiff’s Motion for Summary Judgnent is DEN ED.

| T 1S FURTHER ORDERED t hat judgnment shall be entered in favor
of Defendant the United States of America and against Plaintiff

Irene M DeLeoni bus.

BY THE COURT:

HERBERT J. HUTTON, J.



