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UNITED STATES DISTRICT COURT
EASTERN DISTRICTOF MICHIGAN
SOUTHERN DIVISION

KEEPER OF THE WORD
FOUNDATION, et al,
Gase No. 17-cv-11660
Appellants, Hon.MatthewF. Leitman
V.

CHARLES H. BROWN TRUSTet al,

Appellees.
/

ORDER AFFIRMING BANKRUPTCY COURT'S APRIL 25, 2017,
ORDER ASSESSING SANCTIONS AGAINST APPELLANTS

This appeal arises out of an adversary proceeding in the Chapter 7 Bankruptcy
of Debtor Gregory Reed. In that procewy the Bankruptcy Court entered an order
imposing sanctions (the “Sanctions Ordem Appellants Reed, Keeper of the Word
Foundation (“KWF”), Mic-Arian Corpation (“MAC”), the Gregory J. Reed
Scholarship Foundation (“the Scholarship Foundation”), JamegsHand the Law
Offices of James Harris (tlelarris Law Office”). (Forease of reference, the Court
will refer to all of the Applants except for Reed as tliReed Affiliates.”) Reed
and the Reed Affiliates nowppeal the Sanctions OrdeSdeECF #1.) For the

reasons explained below, the Sanctions Ord&FKEIRMED .
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Reed filed for bankruptcy under Chapfeof the Bankruptcy Code on August
28, 2014. On December 17, 2015, thealdaptcy Court entered an order in which
it held, among other things, that (1) teén assets in KWF’s possession were
property of Reed’s bankruptcy estate and{®/F needed to turnover the assets to
the estate’s Trustee, Kenneth Nathan {Thenover Order”). Those assets included
a 50-percent interest in real propetbcated at 1201-1209 Bagley in Detroit,
Michigan (the “Bagley Property”). KWHFopealed the Turnover Order to this Court,
and this Court affirmedsee Reed v. Nathap58 B.R. 800 (E.D. Mich. 201&ff'd,

No. 16-2685 (6tiCir. Sept. 7, 2017).

In August 2016, the Bankruptcy Court authorized Nathan to employ
Dwellings Unlimited, LLC (“Dwellings”) asa real estate broker to market and sell
the Bagley Property. Nathan and the eaer of the Bagley Property, the Charles
H. Brown Trust (the “Trust”), eventuallagreed to sell the property, and the
Bankruptcy Court entered ander authorizing the sale.

Thereafter, KWF, MAC, and the Balarship Foundation filed an action
against, among others, Dwellings, the Trust, and the Brown Companies (“BC”) in
the Wayne County Circuit Court seekingstop the sale of the Bagley Property and
partition that property. Harris and thiarris Law Office represented KWF, MAC,

and the Scholarship Foundation in that state-court action.



Dwellings, the Trust, and BC removee tstate-court action to the Bankruptcy
Court, and it was assigned adversargcpeding case number 17-04125. KWEF,
MAC, and the Scholarship Foundation objected to the removal. The Bankruptcy
Court overruled that objection, retained jurisdiction, and declined to remand to state
court.

On March 6, 2017, Dwellings, the Truashd BC served Reed and the Reed
Affiliates with a “safe harbor” letteand draft sanctions motion pursuant to
Bankruptcy Rule 9011 (SeeECF #3 at Pg. ID 210.) In the “safe harbor” letter,
Dwellings, the Trust, and BC said that if the Complaint was not withdrawn, they
would file the sanctions motidn the Bankruptcy CourtSee id. Neither Reed nor
the Reed Affiliates responddd the “safe harbor” lette and the Complaint was
never withdrawn.

Dwellings, the Trust, and BC then filéwo motions in the Bankruptcy Court:

(1) a motion to dismiss the Complaint and (2) a motion to impose sanctions against
Reed and the Reed Affiliates. The Redfliates were servedith the two motions
through the Bankruptcy Coustelectronic filing systemHowever, Reed was not a
named party to, nor counsel in, the adversary proceeding, and thus he did not receive

the motions through the Bankruptcyo@t's electronic filing system. And

! Dwellings, the Trust, and BC served tlsafe harbor” letteand draft sanctions
motion on Reed personally even thoughv&s not a party to the underlying
adversary proceeding.
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Dwellings, the Trust, and BC did not perstiynaend either of the motions to Reed
by regular mail or otherwiséNeither Reed nor the Reedfiiates filed any response
to the motion to dismiss or the motion for sanctions.

On April 25, 2017, the Bankruptcy Caugntered two orders granting the
motions: an order dismissing the Comptaim the adversary proceeding and the
Sanctions Order. In the Sanctions Ordiee Bankruptcy Cotlawarded Dwellings,
the Trust, and BC “all reasonable attorriegs and expenses in the prosecution of
their sanctions motion.” (ECF #3 at Pg. ID 203.) The Bankruptcy Court issued these
sanctions against Reed and the R&#itlates “jointly and severally.”Id. at Pg. ID
204.) The Sanctions Order further refledieel Bankruptcy Court’s belief that Reed
had “been served” with the sanctions motidd. &t Pg. ID 202.)

The Reed Affiliates were serveditiv the Sanctions Order through the
Bankruptcy Court’s electronic filing systemHowever, becausBReed was not a
named party to, nor counsel in, the adeey proceeding, he did not receive
electronic service of the Sanctions Ordlerough the court’s system. Instead,
counsel for Dwellings, the Trust, and Bfiailed the Sanctions Order to Reed on
April 26, 2017. Seeadversary proceeding at Dkt. #30.)

On May 9, 2017, the Reed Affiliatefded objections to the Bankruptcy

Court’'s two orders, and Reed filed apaeate objection to the orders. The



Bankruptcy Court overruled the objections in written orders entered on May 15,
2017.

Reed and the Reed Affiliates timelypsgaled the Sanctions Order to this
Court. SeeECF #1.)

1

The Reed Affiliates argue that the Bamgtcy Court erred when it entered it
sanctions against them. The Court disagrees.

The Reed Affiliates wereagh directly served with the sanctions motion. Yet
they did not file any response to that motion. And they have not shown that the
Bankruptcy Court erred when it grantee timopposed motion. Nor have the Reed
Affiliates established that the BankruptcCourt should havesustained their
objection to the Sanctions Order. Thayply have not shown any error in the
Bankruptcy Court’s decisionsithi respect to that order.

On appeal, the Reed Affiliates attempet@use their failure to respond to the
sanctions motion. They argue that tltkg not believe they needed to respond to
the motion because the motion usedwheng case number ahe caption of the
motion, and they assumed that the Banlay@ourt would strike the motion due to
that error.

But the Reed Affiliates never asked B@nkruptcy Court to strike the motion,

and the Bankruptcy Court never did sdoreover, the Reedlffiliates cite no



authority to support their assertion thagtaaty may reasonablyedline to respond to
a pending motion based upon the party’snagsumption that the motion will be
stricken.

Furthermore, the error on the casetmapwas immaterial. The sanctions
motion listed the correct parties and coraairt. However, there was a minor error
in one of two case numbers listed ire tbaption of the motion. Those two case
numbers were: the number assigned to Rdeahkruptcy and the number assigned
to the adversary proceeding in which the sanctions were sought. The number listed
for the adversary proceeding was corre&nhd the number for Reed’s bankruptcy
was off by only a single digit — Dwellingthe Trust, and BC dted the bankruptcy
case number as 48838 instead of 183838. Importantly, the Bankruptcy Court’s
electronic filing system delivered the natito the Reed Affiliates with a document
trailer at the bottom of each page thaaely identified the motion as having been
filed in the adversary proceeding. Undleese circumstances, the Reed Affiliates
could not have had any untanty as to the proceeding in which the motion was
filed. They had to have known, or reagably should have known, that the motion
was filed in the adversary proceedingihey had no justification for ignoring the
sanctions motion and assuming that thak8aptcy Court would ultimately strike

that motion.



The Reed Affiliates also argue on appé&hat the Bankruptcy Court erred
when it concluded that DWings, the Trust, and BC dacomplied with the 21-day
“safe harbor” rule included in Bankrupt&ule 9011. The Court disagrees. Under
Rule 9011, a “motion for sanotis may not be filed witbr presented to the court
unless, within 21 days after service of timotion (or such other period as the court
may prescribe), the challenged paper, oladefense, contewin, allegation, or
denial is not withdrawn or appropriatelgrrected.” Bankr. R. 9011(c)(1)(A). Here,
Dwellings, the Trust, and BC served theeRe&\ffiliates with a‘safe harbor” letter
and draft sanctions motion on March 6, 2013eECF #3 at Pg. ID 210.)
Thereafter, the Complaint was not withdrawnd more than 21 days later, on April
4, 2017, Dwellings, the Trust, and BC filed their motion for sanctions. That filing
complied with the Rule 9011 “safe harbgrbvision, and the Bankruptcy Court did
not enter sanctions in violation of that rule.

1

Reed attacks the Sanctions Order onstimae grounds as the Reed Affiliates
and on one additional ground — that thenBaptcy Court should not have granted
the Sanctions Motion against him becabisewas not served with the motion and
because he was neither a party to, rmmsel in, the adversary proceeding. The

Court concludes that the Bankrupi©purt properly sanctioned Reed.



First, to the extent that Reed’ggaments on appeal mirror those presented by
the Reed Affiliates, the Court reje¢teem for the reasons explained above.

Second, while Reed was not seryetsonally with the sanctions motion,
service on one of the Reed Affiliates, K\W&mounted to service on Reed. That is
because the Bankruptcy Court has alreadgrdened — and thi€ourt has affirmed
— that Reed so dominated KWF and so extensively used its assets as his own that
KWEF is effectively Reed’s alter egdsee Reedb58 B.R. at 807, 816-17 (citirg
Re: ReedCase No. 14-5838, Dkt. #344 at 31-32 (E.D. Mich. Bankr. Dec. 17, 2015)).
And service on Reed’s alter ego is service on R€éde.g., Bally Export Corp. v.
Balicar, Ltd, 804 F.2d 398, 405 (7th Cir. 1986) (explaining that service on a
corporation’s alter ego service on the corporation)A.M. Nat'l Pension Fund v.
Wakefield Ind. InG.699 F.2d 1254, 125®.C. Cir. 1983)Delta Constructors, Inc.

v. Roediger Vacuum, GmbBR59 F.R.D. 245, 249 (S.D. Miss. 2069 hus, Reed
cannot escape the Sanctions Order on tbergf that the Sanctions Motions was not

directly served upon him.

2 The cases cited above were addressiagyice under Federal Rule of Civil
Procedure Rule 4, but they are nonetb®lstructive. Bankruptcy Rule 9011
provides that that a sanctions motion ‘Islb@ served as provided in Rule 7004.”
Bankr. R 9011(c)(1)(A). And Bankruptcy Rul04 incorporates the applicable
provisions of Federal Rule of Civil ProcedureSeeBankr. R 7004(a)(1) (“Rule
4(a), (b), (c)(2), (d)(1), (e)-(), (), an@n) [of the Federal Rules of Civil Procedure]
appl[y] in adversary proceedings”).
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Third, Reed was subject to sanctions even though he was not a named party
to, nor counsel in, the adversary proceedigince KWF is Reed'’s alter ego, the
Bankruptcy Court properly held him pnsible for KWF's vexatious litigation
under Bankruptcy Rule 901Kee, e.g., Aldmyr Systems, Inc. v. Friedngirb
F.Supp.3d 440, 464-67 (D. Md. 2016) (impassanctions undefederal Rule of
Civil Procedure 11 on non-party sole siawlder of corporate party where
corporation was shanelder’s alter egopff'd 679 Fed. App’x 254 (4th Cir. 2017).
Moreover, the Bankruptcy Court had tiderent authority — apart from Bankruptcy
Rule 9001 — to sanction Reed for hisediion of KWF’s vexatious litigation even
though Reed was not a pareeln Re Rainbow Magazing7 F.3d 278 (9th Cir.
1996) (recognizing inherent authority ofribauptcy courts to impose sanctions upon
non-parties who participate in vexatious litigation conduct). Thus, Reed is not
entitled to relief from the Sanctions Ordwmr the ground that he was not a named
party to the adversary proceeding.

Finally, Reed’'s own conduct in éhBankruptcy Court underscores the
propriety of sanctioning Reed for KWF’sxadious litigation conduct. When Reed

filed his objection to the Sanctions Ordee, presented arguments on behalf of KWF

3 “Bankruptcy Rule 9011 is essentially idevati to Rule 11, and [gourts have held
that cases construing Rule 11 applacable to Bankruptcy Rule 9011Munn v.
Michigan Bank Port Huron924 F.2d 1058 (6th Cit.991) (Table), 1991 WL 11266.



(and on behalf of the other Reed Affiliates). That Reed attempted to represent KWF
in hispersonalobjection (filed in his individual caeity and not as counsel) shows
that Reed identifies with, and closelygas himself with, KWF. And that is one
additional reason that Reed may properly be held responsible for KWF’s vexatious
conduct.
IV
For the reasons stated aboMelS HEREBY ORDERED that the Sanctions
Order isAFFIRMED .
s/MatthewF. L eitman

MATTHEW F. LEITMAN
UNITEDSTATESDISTRICT JUDGE

Dated: February 12, 2018

| hereby certify that a copy of tHeregoing document was served upon the
parties and/or counsel of record on keby 12, 2018, by electronic means and/or
ordinary mail.

s/HollyA. Monda
Case Manager
(810)341-9764
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