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IN THE UNITED STATES BANKRUPTCY COURT 
FOR THE EASTERN DISTRICT OF MICHIGAN 

SOUTHERN DIVISION 
 

In re: 
 
 GROEB FARMS, INC.,  

 
    Debtor.  

)  
)  Chapter 11 
)  
)  Case No. 13-58200-wsd 
)  
)  Honorable Walter Shapero  
) 

Official Committee of Unsecured Creditors of 
Groeb Farms, Inc., 
 
 Plaintiff, 
v.  
 
Troy Groeb, Ernest L. Groeb, E. Jeanne Groeb 
Living Trust, Groeb Farms LLC, Ernest L. 
Groeb Jr. Trust, and Does 1 – 10; 
 
 Defendants. 

) 
) 
) 
) Adv. Proc. No. 13-_____-wsd 
) 
) 
) 
) 
) 
) 
) 
)  

  
COMPLAINT FOR (I) EQUITABLE SUBORDINATION OF CLAIMS; AND (II) 

OBJECTION TO CLAIMS AS DUPLICATIVE 

The Official Committee of Unsecured Creditors (the “Committee”) appointed in 

the bankruptcy proceedings of the above-captioned debtor and debtor-in-possession (the “Debtor” 

or the “Company”), alleges for its complaint (the “Complaint”) herein as follows: 

 Introduction 

1. This is an action seeking, inter alia: to determine the nature, extent, 

priority, validity and enforceability of the above-captioned defendants’ (collectively the 

“Defendants”) claim(s) against the Debtor. 

2. By this Complaint the Committee seeks entry of an order and judgment 

against the Defendants equitably subordinating the Claims (defined below) pursuant to 11 U.S.C. 
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§§ 510(c); and (ii) disallowing certain of the Claims as duplicative pursuant to 11 U.S.C. § 

502(a).  

 The Defendants 

3. The Defendants are:  

a. Troy Groeb (“Troy Groeb”), is upon information and belief, a 

resident and citizen of the State of Florida, who maintains a mailing address of 11680 NE 14th 

Ave., Anthony FL 32617.  Troy Groeb is the former Treasurer, Director, VP of Operations and 

Chairman of Groeb Farms Inc.  Troy Groeb is a current shareholder of the Debtor, and holds 

3.17% of Convertible Preferred Series B Shares of the Debtor.  

b. Ernest L. Groeb (“Ernest Groeb”), is upon information and belief, 

a resident and citizen of the State of Michigan, who maintains a mailing address of 9707 Sheeler 

Road, Onsted, MI 49265.  Ernest Groeb is the former President, Chief Executive Officer, 

Director, and current shareholder of the Debtor.  Ernest Groeb holds 3.17% of Convertible 

Preferred Series B Shares of the Debtor. 

c. The E. Jeanne Groeb Living Trust (the “JG Trust”) is upon 

information and belief, a trust organized for the benefit of E. Jeanne Groeb, who upon 

information and belief, is a resident and citizen of the State of Florida, maintains a mailing 

address of 11991 N.E. 14th Ave., Anthony, Florida 32617-2624, and is related to Ernest Groeb or 

Troy Groeb or both.   
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d. Groeb Farms LLC is upon information and belief, a Florida limited 

liability company, of which Troy Groeb, Ernest Groeb and E. Jeanne Groeb are members.  Troy 

Groeb is the Managing Member. 

e. The Ernest L. Groeb Jr. Trust B (“EG Trust”) is upon information 

and belief, a trust organized for the benefit of Ernest Groeb, which maintains a mailing address 

of PO Box 248, Tecumseh, Michigan, 49286.  

 Facts Relevant To The Allegations In The Complaint 

A. The Junior Subordinated Note 

4. On March 16, 2007, the Debtor and GF Acquisition, Inc. issued that 8% 

Junior Subordinated Note Due March 16, 2014 in the amount of $1,500,000 (the “Subordinated 

Note”) to Ernest L. Groeb as Shareholders’ Representative (the “Payee”) under the Stock 

Purchase Agreement (defined below).   A copy of the Subordinated Note is attached hereto as 

Exhibit A.  The Subordinated Note was issued by the Debtor in connection with that certain 

Securities Purchase Agreement among Argosy investment Partners III, L.P., Horizon Capital 

Partners III, L.P., Marquette Capital Fund I, LLP, GF Acquisition, Inc. and Groeb Farms, Inc. 

dated April 24, 2001, as Amended (the “Stock Purchase Agreement”). 

5. The Subordinated Note was issued on an unsecured basis and by its terms, 

is expressly subordinate to all of the Debtor’s Senior Indebtedness as set forth in the 

Subordination Agreement between Ernest Groeb, Marquette Capital Fund I, LP, Argosy 

Investment Partners III, L.P., and Horizon Capital Partners III, L.P.      
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6. The Subordinated Note bears interest at 8% per annum, payable monthly 

in arrears.  Upon information and belief, the total outstanding amount under the Subordinated 

Note is $1,580,667 (the “Subordinated Note Indebtedness”). 

7. Upon information and belief, the Subordinated Note is held 24.5% by 

Troy Groeb, 24.5% by Ernest Groeb, and 51% by JG Trust. 

B. The Investment Agreements  

8. Ernest Groeb, Troy Groeb and the Debtor are party to that certain 

Investment Agreement for 26,923 Shares of Series C 6% Convertible Preferred Stock Issue 

by Groeb Farms, Inc. dated March 31, 2013 (the “2010 Investment Agreement”).  Also, 

Ernest Groeb and the Debtor are party to that certain Investment Agreement for 78,500 

Shares of Convertible Preferred Stock and 2,500 Shares of Series D Common Stock Issued by 

GF Acquisition, Inc. dated March 17, 2007 (the “2007 Investment Agreement” and together 

with the 2010 Investment Agreement, the “Investment Agreements”). 

C. Events Leading to Debtor’s Bankruptcy 

9. As set forth in the Declaration of Jack Irvin, Jr. in Support of Chapter 11 

Petitions and First Day Motions filed in the Bankruptcy Case [Docket No. 15] (the “First Day 

Declaration”): 

a. “In 2001, the Government imposed anti-dumping duties on honey 

imported from China.  After the institution of these duties, the amount of Chinese imports fell, as 

the amount of honey exports rose from Vietnam, Malaysia, Indonesia, and other Asian countries 

that had not historically exported significant amounts of honey.  As a result, the Government 
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began to investigate the honey industry and the possibility that honey was being transshipped 

(i.e. shipped through a second country to conceal its origins) and/or mislabeled to avoid the 

antidumping duties.  Beginning in 2007, the U.S. Department of Justice (“DOJ”) brought the first 

of several cases in different districts alleging that U.S. honey packers had imported transshipped 

honey.  In 2008, the Debtor received a grand jury subpoena seeking information relating to the 

investigation of its industry.”  Id. at ¶ 22. 

b. “Following an extensive DOJ investigation, in February 2013, the 

Debtor entered into a deferred prosecution agreement (the “DPA”) with the DOJ as a global 

resolution of the Debtor.  The agreement required the Debtor to: (1) accept and acknowledge 

responsibility for historical purchases of transshipped honey; (2) continue cooperating with the 

government’s ongoing investigation for two years; (3) pay a $2 million fine; (4) dispose of any 

and all Chinese-origin honey in its possession, which entered the country in contradiction to the 

duty requirements; and (5) cease selling any of its finished goods containing such Chinese 

honey.   The agreement further required the Debtor to put in place a number of compliance and 

remediation measures.  The DPA acknowledged that two former, unnamed executives had 

misled the Debtor’s board, the Debtor’s customers, and the public.”  Id. at ¶ 23.   

c.  “Both before and after execution of the DPA, the Debtor took a 

number of steps to remediate issues regarding potentially transshipped honey.  In January 2012, 

the Debtor retained Foley & Lardner LLP to conduct an internal investigation.  In January 2012, 

the Debtor also began revising its policies and procedures relating to the procurement of honey 

overseas.  In February 2012, the Debtor named a new interim president and relieved its then 
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current CEO from his operating responsibilities.  In June 2012, the Debtor agreed to a separation 

agreement with such CEO and stripped the then-current vice president of operations of all 

purchasing responsibility and subsequently terminated him.”   Id. at ¶ 24.  The CEO at the time 

of the DPA execution was Ernest Groeb and the vice president of operations at the time was 

Troy Groeb.  

d. “The Debtor had hoped that the DPA would enable the Debtor to 

have a fresh start with new executives and a new compliance program.  However, in April 2013, 

just two months after the DPA was finalized, two civil putative class action lawsuits were filed 

against the Debtor in the United States District Court for the Northern District of Illinois by 

producers, packers and/or distributors of honey.  In Adee Honey Farms, et al v. Groeb Farms, et 

al., Case No. 1:13-cv-02922 (the “Adee Lawsuit”), the putative class alleges violations of the 

Racketeer Influenced and Corrupt Organizations Act (“RICO”) and Lanham Act. In Moore’s 

Honey Farm, et al. v. Groeb Farms, Inc., et al., Case No. 1:13-cv-02905 (the “Moore Lawsuit” 

and collectively with the Adee Lawsuit the “Putative Class Action”), the putative class alleges 

violations of RICO and common law fraud, negligent misrepresentations, conspiracy, and 

clandestine wrongful importation without paying the anti-dumping duties.  On June 24, 2013, the 

Putative Class Actions were consolidated (hereinafter, the “Putative Class Action”) by Order of 

the Court handling the Moore Lawsuit (the “Consolidation Order”).  . . .  The Putative Class 

Action is based on the factual statements contained in the DPA and claims the class members 

were harmed by the Debtor and other defendants’ purchases of transshipped honey. While none 
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of the claims make a specific demand, RICO and Lanham Act cases carry a potential for treble 

damages and attorneys’ fees.”   Id. at ¶ 26.   

e. “As a result of the DPA, and the costs associated with it, including: 

(1) the $2,000,000 fine; (2) the legal fees; (3) the costs of the compliance programs; and (4) the 

costs incurred in recruiting and hiring new, experienced executives, the Debtor has incurred 

significant unanticipated expenses.”  Id. at ¶ 27. 

f. “Although the Debtor has significant defenses to the allegations in 

the Putative Class Action, the fine, the attorney’s fees and litigation and other expenses have 

severely strained, and would continue to severely strain, the Debtor’s liquidity.”  Id. at ¶ 28. 

10. The Debtor’s liquidity crisis largely resulted from the conduct of the 

Groebs, which in turn led to the DPA and resultant fines and legal fees, and the Putative Class 

Action. 

D. The Debtor’s Bankruptcy Filing 

11. On October 1, 2013 (the “Petition Date”), the Debtor filed a voluntary 

petition in this Court for relief under chapter 11 of the Bankruptcy Code.  Subsequent to the 

Petition Date, the Debtor continued to manage and operate its business as a debtor in possession 

pursuant to sections 1107 and 1108 of the Bankruptcy Code. 

12. On October 9, 2013, an Official Committee of Unsecured Creditors (the 

“Committee”) was appointed in this case.  [Docket No. 69] 

13. On October 4, 2013, the Court entered that certain First Day Order 

Establishing Bar Date for Filing Proofs of Claim, Including 503(b)(9) Claims, and Approving 
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Form and Manner of Notice Thereof (the “Bar Date Order”).  [Docket No. 48]  The Bar Date 

Order established November 4, 2013, as the General Bar Date (as defined in the Bar Date Order), 

and March 31, 2014, as the Government Bar Date (as defined in the Bar Date Order) 

(collectively, the “Bar Dates”).   

E. The Proofs of Claim 

14. On November 4, 2013, Troy Groeb filed a claim against the Debtor 

identified as Claim No. 152, a copy of which is attached hereto as Exhibit B.  Troy Groeb asserts 

a claim for (i) 24.5% of the Subordinated Note Indebtedness pursuant to the Stock Purchase 

Agreement and the Subordinated Note; (ii) a breach of contract claim under the Investment 

Agreements for several alleged violations thereunder; (iii) an unliquidated indemnification claim 

under the Investment Agreements; (iv) an unliquidated indemnification claim under the Debtor’s 

Articles of Incorporation; (v) various outstanding invoices as scheduled on the Debtor’s 

Schedule F in the amount of $19,763.35; (vi) an unliquidated shareholder minority oppression 

claim; (vii) an unliquidated claim for breach of fiduciary duties and of good faith and loyalty 

against the Debtor; and (viii) a general reservation of rights to assert administrative claims, 

attorney’s fees and costs, and any other claim against the Debtor.      

15. On November 4, 2013, Ernest Groeb filed a claim against the Debtor 

identified as Claim No. 154, a copy of which is attached hereto as Exhibit C.  Ernest Groeb 

asserts a claim for (i) $1,500,000 under the Subordinated Note in his capacity as Shareholder 

Representative of Ernest Groeb, Troy Groeb, and JG Trust; (ii) 24.5% of the Subordinated Note 

Indebtedness owed to Ernest Groeb in his individual capacity pursuant to the Stock Purchase 
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Agreement and the Subordinated Note; (iii) a breach of contract claim under the Investment 

Agreements for several alleged violations thereunder; (iv) an unliquidated indemnification claim 

under the Investment Agreements; (v) an unliquidated indemnification claim under the Debtor’s 

Articles of Incorporation in an amount no less than $27,252.05; (vi) unpaid vacation of no less 

than $13,000; (vii) an unliquidated shareholder minority oppression claim; (viii) an unliquidated 

claim for breach of fiduciary duties and of good faith and loyalty against the Debtor; and (ix) a 

general reservation of rights to assert administrative claims, attorney’s fees and costs, and any 

other claim against the Debtor.      

16. On November 4, 2013, Jeanne Groeb, as Trustee of the JG Trust filed a 

claim against the Debtor identified as Claim No. 155, a copy of which is attached hereto as 

Exhibit D.   The JG Trust asserts a claim in the amount of 51% of the Subordinated Note 

Indebtedness pursuant to the Stock Purchase Agreement and the Subordinated Note.  The JG 

Trust reserves its rights to assert claims for administrative expenses, attorney’s fees and costs, 

and any other claim that the JG Trust may have against the estate. 

17. On November 4, 2013, Groeb Farms LLC filed a claim against the Debtor 

identified as Claim No. 156, a copy of which is attached hereto as Exhibit E.  Groeb Farms LLC 

asserts that it is the landlord under a lease between Groeb Farms LLC and the Debtor for the 

property located at 3220 SE Hwy 484, Belleview, Florida.  Groeb Farms LLC asserts (i) a 

contingent unliquidated lease rejection claim; (ii) an unliquidated claim for damages to the 

property; (iii) a claim for $4,958 based on Schedule F; and (iv) a reservation of rights to assert 

additional claims.    
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18. On November 4, 2013, United Bank & Trust as Trustee of the EG Trust 

filed a claim against the Debtor identified as Claim No. 149, a copy of which is attached hereto 

as Exhibit F.  EG Trust asserts that it is the landlord under a lease between EG Trust and the 

Debtor for the property located at 10464 Bryan Highway, Onsted, Michigan.  EG Trust asserts (i) 

a contingent unliquidated lease rejection claim; (ii) a contingent unliquidated claim for damages 

to the property; and (iii) a reservation of rights to assert additional claims.    

19. Collectively, Claim Numbers 149, 152, 154, 155, and 156 are referred to 

as the “Claims”.  

 Jurisdiction and Venue 

20. This Court has jurisdiction over the parties and the Claims set forth in this 

matter pursuant to 28 U.S.C. §§ 157 and 1334. 

21. The statutory predicates for this adversary proceeding include, without 

limitation, sections 101(a), 105, 502, 544, 547, 548, 550 and 551 of title 11 of the United States 

Code (11 U.S.C. §§ 101 et seq. as amended, the “Bankruptcy Code”), and the Declaratory 

Judgment Act, 28 U.S.C. § 2201, et seq., as supplemented by Rules 3001, 3007, 7001(2) and 

7001(9) of the Federal Rules of Bankruptcy Procedure (the “Bankruptcy Rules”). 

22. This adversary proceeding arises in connection with the bankruptcy case 

pending in the United States Bankruptcy Court for the Eastern District of Michigan (the 

“Bankruptcy Court”) captioned In re Groeb Farms, Inc. (Case No. 13-52800) (the “Bankruptcy 

Case”).  The Bankruptcy Case has been assigned to the Honorable Walter Shapero. 

23. This is a core proceeding under 28 U.S.C. § 157(b)(2)(A), (K) and (O). 
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24. This adversary proceeding is initiated pursuant to Bankruptcy Rule 7001. 

25. Venue is proper in this Court pursuant to 28 U.S.C. § 1409(a). 

 Count I  

 Equitable Subordination of the Claims  
Pursuant to 11 U.S.C. §§ (510(c)) 

26. The Committee incorporates and re-alleges the allegations set forth in the 

previous paragraphs as if fully set forth herein. 

27. Ernest Groeb and Troy Groeb, in their capacities as former officers, 

directors and shareholders of the Debtor engaged in the inequitable conduct surrounding the 

Debtor’s purchase of transshipped honey asserted by the DOJ that led to the DPA, including, 

inter alia, misleading the Debtor’s board of directors, the Debtors’ customers, and the public 

regarding the origin of country of the Debtor’s honey. 

28. Because Ernest Groeb and Troy Groeb, insiders of the Debtor, conducted 

themselves in a manner that resulted in injury to the Debtor and its creditors, the Claims should 

be equitably subordinated and paid pari passu with the Debtor’s equity interest holders. 

29. WHEREFORE, the Committee respectfully requests that the Court enter 

an Order pursuant to 11 U.S.C. § 510(c) against the Defendants that the Claims are deemed to be 

equitably subordinated to the claims of all other unsecured creditors of the Debtor together with 

such other relief as is determined by this Court to be fair and equitable. 
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 Count II 

 Objection to Proofs of Claim (Duplicate Claims) 

30. A creditor has a claim against the Debtor’s estate only to the extent that 

such creditor has a “right to payment” for the asserted liability as of the Petition Date and 

such claim is otherwise allowable.  11 U.S.C. §§ 101(5), 101(10), and 502(a).   

31. Section 502(b) of the Bankruptcy Code prescribes the grounds on 

which a proof of claim may be disallowed and provides, in relevant part: 
 
[T]he court, after notice and a hearing, shall determine the 
amount of [a] claim in lawful currency  of the United States as 
of the date of  the filing  of  the petition,  and  shall  allow  such  
claim  in such amount,  except to the extent that ... such 
claim is unenforceable against the debtor and property of the 
debtor, under any agreement or applicable law for a reason other 
than because such claim is contingent or unmatured. 

 
11 U.S.C. § 502(b)(l). 

32. Furthermore, Bankruptcy Rule 3007(d) allows the Committee to object 

to multiple objections in an omnibus objection if the objections are based solely on the 

grounds that the claims should be disallowed, in whole or in part, because, inter alia, “. . . 

they duplicate other claims . . . .”  Fed. R. Bankr. P. 3007(d)(1). 

33. A proof of claim generally constitutes prima facie evidence of the 

validity and amount of the claim.  11 U.S.C. § 502(a); Fed. R. Bankr. P. 3001(f).  A claim, 

however, should not be allowed if that claim is “unenforceable against the debtor and 

property of the debtor, under any agreement or applicable law . . . .”  11 U.S.C. § 502(b)(1).   

34. Portions of Claim No. 152 filed by Troy Groeb and Claim No. 155 

filed by JG Trust are duplicative of Claim number 154 filed by Ernest Groeb.  Pursuant to 
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the terms of the Subordinated Note, the Payee is Ernest L. Groeb as Shareholders’ 

Representative under the Stock Purchase Agreement.  The claims of Troy Groeb and JG 

Trust for amounts owed under the Subordinated Note are encompassed within the claim of 

Ernest Groeb, and as such, are duplicative.  Moreover, the Payee on the Subordinated Note 

is Ernest Groeb, not Troy Groeb or JG Trust.  Accordingly, the claims of Troy Groeb and JG 

Trust with respect to the Subordinated Note Indebtedness should be disallowed. 

 Reservation of Rights 

35. The Committee reserves all rights to contest the claims on a substantive 

basis if the relief requested herein is not granted. 

 Conclusion 

WHEREFORE, the Committee requests entry of an order and judgment in its 

favor and against the Defendants as follows: 

a. for equitable subordination of the Claims to the claims of all other 

unsecured creditors; 

b. for disallowance of the Claims to the extent that they are 

duplicative as set forth above; and 

c. for such other and further relief in favor of the Committee as is just 

and proper. 
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Respectfully submitted, 
 
 
DYKEMA GOSSETT PLLC 

 
By:  /s/ Sheryl L. Toby  
Sheryl L. Toby (P39114) 
Dykema Gossett PLLC 
39577 Woodward Avenue, Suite 300 
Bloomfield Hills, MI 48304 
(248) 203-0522; (855) 232-1790 (fax) 
stoby@dykema.com  
 
Robert J. Feinstein 
Bradford J. Sandler 
Pachulski Stang Ziehl & Jones LLP 
919 North Market Street, 17th Floor 
Wilmington, DE 19801 
(302) 778-6424; (302) 652-4400 (fax) 
bsandler@pszjlaw.com 
 
Counsel for the Unsecured Creditors Committee  
of Groeb Farms, Inc. 

 
Dated: December 5, 2013 
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