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Debtor borrowed $715 from Creditor, a “quick cash” lender. 
Debtor’s loan application stated he was not contemplating filing
bankruptcy. Debtor then defaulted on the loan, and filed Chapter
7 bankruptcy approximately two (2) months after receiving the
loan.  

Creditor filed an action to except the debt from discharge
under § 523(a)(2) for  fraud. Debtor did not answer. The court
noticed an evidentiary “prove-up” hearing under FRCP 55. At the
hearing, Creditor appeared on the phone and did not proffer any
evidence. Creditor asked for a continuance which was denied. The
court, after acknowledging it was proper to enter a default order
against Debtor, nonetheless held against Creditor as to entry of
judgment in its favor. The court held Creditor had not met its
burden of proof as to “justifiable reliance” on Debtor’s
representation, in that it had charged 190.37% interest, which
evidenced that Creditor knew it was lending to a high risk
borrower who might well file bankruptcy. It then entered judgment
against Creditor.  

Creditor appealed the denial of entry of a default judgment
in its favor. 

On appeal, the Bankruptcy Appellate Panel (BAP) affirmed:
After discussing the law of default judgments, the BAP held the
bankruptcy court had wide discretion under FRCP 55 to hold  a
“prove-up” hearing, both as to liability and damages. It
construed Creditor’s claim under §  523(a)(2)(B) and held that in
light of the inflated interest rate, the bankruptcy court did not
err in holding the “reasonable reliance” element had not been
met, noting a finding of failure to prove “justifiable reliance”
necessarily precludes a finding of “reasonable reliance.” 
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