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

above-captioned bankruptcy case (the “HFT Bankruptcy”) of Hashfast Technologies, LLC 

(“HFT”) hereby submits the within opposition (the “Opposition”) to the United States Trustee’s 

Motion to Appoint Chapter 11 Trustee Under 11 U.S.C. § 1104(a), and in the Alternative to 

Convert Case to Chapter 7 Under 11 U.S.C. § 1112(b) [Docket Entries (“D.E.”) 168-171]1 (the 

“Motion”).  In support of this Opposition, the Committee respectfully submits as follows: 

MEMORANDUM OF POINTS AND AUTHORITIES 

I. INTRODUCTION 

The United States Trustee (the “UST”) moves for an order appointing chapter 11 trustees 

in or converting the HFT Bankruptcy and bankruptcy case of Hashfast, LLC (the “HF 

Bankruptcy”) to cases under chapter 7 of Title 11 of the United States Code (the “Bankruptcy 

Code”).2  The UST avers that cause exists due to the gross mismanagement of HFT and Hashfast, 

LLC (“HF” and collectively with HFT, the “Debtors”), material conflicts of interest between the 

Debtors, and continued losses or diminution of the bankruptcy estates and the absence of any 

prospect for reorganization.  See, e.g., Motion, D.E. 168, at p. 2.3 

Although the Committee does not necessarily disagree with the factual underpinnings of 

the Motion, certain developments following the filing of the Motion have ameliorated or 

eliminated the asserted “cause.”  Furthermore, any remaining “cause” relating to the asserted 

conflicts of interest or insider dealing would be better solved by the substantive consolidation of 

the HFT bankruptcy estate (the “HFT Estate”) and the HF bankruptcy estate (the “HF Estate”) 

(collectively the “Estates”), as opposed to the appointment of a trustee or conversion which will 

unnecessarily increase administrative expenses without the necessary assurance that an individual 

more knowledgeable than the newly appointed management will be appointed. 

 

                                                 
1 Unless otherwise noted, all docket entry citations refer to the HFT Bankruptcy. 
2 Unless otherwise noted, all statutory citations refer to the Bankruptcy Code. 
3 All page citations refer to the page numbers assigned upon the electronic filing of the relevant document as opposed 

to the number assigned by the UST. 
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Alternatively, if the Court decides that “cause” exists under § 1104(a) to appoint a chapter 

11 trustee, the Committee request that the UST appoint Peter Kravitz (the “CRO”), the currently 

serving Chief Restructuring Officer for the Debtors.  The CRO is already involved in the daily 

operations of the Debtors and has demonstrated an ability to profitably operate the Debtors, which 

ultimately inures to the benefit of all creditors. 

The Committee further opposes the conversion of the HFT Bankruptcy and HF 

Bankruptcy (collectively, the “Bankruptcy Cases”).  Under the guidance of the CRO, the Debtors 

have substantially improved their profitability and have started making progress towards 

reorganization.  Due to the potentially deleterious affect the conversion would have on the 

Debtors’ operations and relative newness of the Bankruptcy Cases, the Committee submits that 

conversion under § 1112(b)(4)(A) is improper at this time.  Additionally, conversion of the 

Bankruptcy Cases would eliminate the involvement of the Committee, which has worked 

diligently since the start of these proceedings to zealously defend the interests of unsecured 

creditors—the only class of pre-petition claims. 

For the reasons set forth hereinafter, the Committee respectfully requests that the Court 

deny the Motion in its entirety. 

II. STATEMENT OF FACTS 

1. On or about May 9, 2014, UBE Enterprises, Timothy Lam, Edward Hammon, 

Grant Pederson, and Koi Systems commenced an involuntary chapter 7 bankruptcy against HFT.  

See D.E. 1.4  On or about June 3, 2014, HFT stipulated to the entry of an order for relief and 

converted the HFT Bankruptcy to a case under chapter 11 of the Bankruptcy Code.  See D.E. 35, 

36.  Shortly thereafter, the UST appointed the Committee.  See D.E. 82 

2. On or about June 6, 2014, HF filed a voluntary petition for relief under chapter 11 

of the Bankruptcy Code and thereby commenced the HF Bankruptcy. See HF Bankruptcy, D.E. 1. 

3. On or about July 8, 2014, the Court ordered the Bankruptcy Cases procedurally 

consolidated.  See D.E. 121.  Thereafter, the Committee moved to substantively consolidate the 

                                                 
4 The Committee requests that the Court take judicial notice of all matters and documents on the dockets for the 

Bankruptcy Cases pursuant to Fed. R. Evid. 201. 
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Bankruptcy Cases.  See D.E. 148.  The motion to substantively consolidate the Bankruptcy Cases 

is presently set for hearing on September 10, 2014.  See D.E. 175. 

4. At the outset of the Bankruptcy Cases, the Debtors were controlled by pre-petition 

management.  While investigating the assets of the Estates, it was discovered that the Debtors 

engaged in questionable activities pre-petition, including accepting orders for products still in 

development and/or production and authorizing raises to executive level management and other 

key employees despite an inability to satisfy its obligations.  After the commencement of the 

Bankruptcy Cases, the Debtors’ management also attempted to liquidate substantially all of the 

Debtors’ assets on an expedited basis via a sale to Liquidbits, Inc. (“Liquidbits”) (the “Liquidbits 

Sale”).  See D.E. 134.  The Court rejected the Liquidbits Sale proposal. 

5. On or about August 8, 2014, the UST filed the instant Motion seeking the 

appointment of chapter 11 trustees in or conversion of the Bankruptcy Cases to cases under 

chapter 7 of the Bankruptcy Code.  See D.E. 168-171. 

6. On or about that same date, the Debtors and the Committee engaged in substantial 

negotiations in an effort to devise a mutually acceptable plan for the reorganization or controlled 

liquidation of the Debtors.  As part of these negotiations, the Debtors and the Committee agreed 

to the appointment of Peter Kravitz as the Chief Restructuring Officer for the Debtors.  At that 

time, the Committee was seeking to employ Province, Inc. (of which Peter Kravitz is a principal) 

as its financial advisor—an application the Committee has since withdrawn based upon the CRO 

appointment.  See D.E. 133, 185. 

7. Prior to the involvement of the CRO, the Debtors and Committee entered into a 

series of stipulations authorizing the sale(s) of certain inventory.  See D.E. 132.  Specifically, the 

stipulations limited the Debtors to selling 3000 chips and 5000 chips’ worth of wafers, and up to 

$200,000 per month in non-chip/wafer inventory.  Id., at p. 2.  

8. At present, the CRO controls the daily operations of the Debtors and has been 

named the Debtors’ responsible individual for purposes of these proceedings.  See D.E. 181, 182, 

187.  In only the ten (10) days since the CRO has been involved, the Debtors have actively 
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marketed the Debtors’ assets, and have entered into agreements for the sale of more than 

$1,200,000 in inventory in an effort to further the Debtors’ reorganization.  See D.E. 191. 

9. In addition to increasing sales, the Debtors have also reduced their employment 

roster—eliminating non-essential personnel.  The resulting payroll reduction has contributed to 

the increase in net income generated by the Debtors following the appointment of the CRO.  

III. DISCUSSION 

The UST requests the appointment of two chapter 11 trustees under § 1104(a), one for 

each of the Bankruptcy Cases, or, alternatively, the conversion of the Bankruptcy Cases to cases 

under chapter 7 of the Bankruptcy Code pursuant to § 1112(b).  For the reasons set forth infra, the 

Committee respectfully submits that “cause” does not exist to grant the requested relief. 

A. “Cause” Does Not Exist To Appoint A Chapter 11 Trustee 

The UST avers that the appointment of a chapter 11 trustee serves the best interests of 

creditors due to (1) gross mismanagement, (2) unreliable books and records, and/or (3) material 

conflicts of interest between the Debtors, which, based on the UST’s arguments, appears to be a 

component of the gross mismanagement argument.  The Committee respectfully submits that 

“cause” no longer exists and, as a result, the appointment of a chapter 11 trustee no longer serves 

the best interests of the creditors. 

1. The Appointment of the CRO and Substantive Consolidation will 

Eliminated Threat of Future Mismanagement 

The UST premises the assertion of gross mismanagement on (a) pre-petition insider self-

dealing, (b) pre-petition acceptance of customer orders without the ability to fulfill the orders,  

(c) the proposed expedited sale of substantially all of the Debtors’ assets to Liquidbits, and, to a 

lesser extent, (d) the insulation of valuable intellectual property from creditors of HFT—the entity 

operating and incurring liabilities in the course of the Debtors’ enterprise.  See Motion, D.E. 169, 

at pp. 9-11, 13.  The UST further argues that material conflicts of interest between the Debtors 

relating to the ownership of intellectual property rights and transactions between the Debtors 

evidence gross mismanagement.  Id., at p 12. 
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The appointment of the CRO, however, has rectified these alleged abuses.  The asserted 

mismanagement was perpetrated pre- and post-petition by the Debtors’ former management—

namely, Simon Barber, Eduardo de Castro, and/or Monica Hushen (collectively, the 

“Management”).  Since the filing of the Motion, the Debtors have replaced the Management with 

the CRO.  Additionally, all of the Management has either resigned from or relinquished control of 

the Debtors business operations.  Through the appointment of the CRO, the Debtors have acted to 

remediate prior misconduct and prevent future mismanagement through the exclusion of the 

allegedly culpable parties. 

As the Debtor has restructured management to redress the alleged “cause,” the 

appointment of a chapter 11 trustee under § 1104(a) is improper.   

In authorizing appointment of a trustee for cause, section 1104(a)(1) focuses on the 
current management of the debtor rather than on any misdeeds of past 
management.  Thus, the fact that the prior management of the debtor might have 
been guilty of fraud, dishonesty, incompetence, or gross mismanagement does not 
provide grounds for the appointment of a trustee under [§ 1104](a)(1), as long as 
the court is satisfied that the current management of the debtor is free from the 
taint of prior management. 

7 Collier on Bankruptcy ¶ 1104.02[3][b][ii], citing In re Sharon Steel Corp., 871 F.2d 1217 (3d 

Cir. 1998).  A corporation’s ability to retain control of its operations and reorganization furthers 

the strong policy favoring debtors in possession and the overarching goal of the Bankruptcy 

Code—providing a corporation a chance to restructure its affairs.  See In re Real Estate Partners, 

Inc., 2007 WL 7025114 (Bankr. C.D. Cal. Nov. 20, 2007) (“[A] debtor should be given a 

reasonable opportunity to clean its own house by installing ‘new management’ as an alternative to 

appointment of a trustee based on cause outlined in § 1104(a)(1).”); see also In re Blue Stone 

Real Estate Const. & Dev. Corp., 392 B.R. 897, 905 (Bankr. M.D. Fla. 2008) (“‘Chapter 11 … is 

designed to allow the debtor-in-possession to retain management and control of the debtor’s 

business operations … and there is a strong presumption that the debtor should be permitted to 

remain in possession absent a showing of need for the appointment of a trustee.’”), quoting In re 

Adelphia Communications Corp., 336 B.R. 610, 655 (Bankr. S.D.N.Y. 2006). 
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The Committee acknowledges that the appointment of new management does not entirely 

absolve the Debtors of prior misconduct; however, it does change the inquiry to whether the new 

management is tainted by the actions of the prior culpable management.  See In re The 1031 Tax 

Grp., LLC, 374 B.R. 78 (Bankr. S.D.N.Y. 2007).   

[T]he Court believes that where the U.S. Trustee establishes a prima facie case that 
a tainted current member of the governing body has selected or appointed new 
management shortly before or after a chapter 11 filing, a court should apply 
heightened scrutiny in reviewing whether new management is also tainted, thereby 
requiring appointment of a chapter 11 trustee for “cause.” Once a prima facie 
showing is made by the U.S. Trustee, the burden then shifts to the debtors, or other 
parties opposing the appointment of a chapter 11 trustee, to demonstrate that the 
new management is unconflicted by any association with the tainted members of 
the governing body that made the selection or appointment.  If the parties opposing 
appointment meet this burden, the ultimate burden of establishing cause shifts back 
to the moving parties.  Cf. Fed.R.Evid. 301 (“In all civil actions ... a presumption 
imposes on the party against whom it is directed the burden of going forward with 
evidence to rebut or meet the presumption, but does not shift to such party the 
burden of proof in the sense of the risk of nonpersuasion, which remains 
throughout the trial upon the party on whom it was originally cast.”). 

Id., at 87-88.  Although the Committee concedes that the UST has not yet had an opportunity to 

present any evidence on this issue, it is beyond reasonable dispute that the CRO is untainted.  The 

Debtors did not select the CRO; rather, the Committee and the Debtors agreed to the appointment 

of the CRO to serve as the new management for the Debtors in order to ensure the interests of the 

Estates and their creditors were adequately protected.  Indeed, the Debtors have taken additional 

steps to eliminate and/or limit, as appropriate, the authority of the allegedly culpable 

Management.  In so doing, the Debtors have remediated the prior misconduct of Management, 

eliminated the threat that Management may attempt to undermine or usurp the authority of the 

CRO, and, thus, eliminated the need for the appointment of a chapter 11 Trustee to protect the 

interests of the Estates and the creditors.  In other words, the Debtors have eliminated any “cause” 

for the appointment resulting from any prior insider transactions allegedly perpetrated by 

Management. 

The Committee further submits that substantive consolidation of the Estates would cure 

any residual “cause” while simultaneously benefitting the creditors of the HFT Estate.  In addition 

to the misdeeds of the Management, the UST avers that material conflicts of interest establish 
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“cause” for the appointment of a trustee.  More precisely, the UST argues that the Debtors 

operated as a single enterprise despite separate corporate entities without licensing agreements for 

the use of intellectual property or contracts for the payment of any proceeds to HF and, in so 

doing, isolated the potentially valuable intellectual property in HF, which has no business 

operations or non-insider creditors.  See Motion, D.E. 169, at p. 12. 

Although the Committee does not dispute the accuracy of the factual allegations, the 

Committee respectfully submits that the corporate structure (or lack there-of) does not establish 

“cause” for the appointment of a chapter 11 trustee (or two trustees); rather, these allegations 

establish cause to substantively consolidate the Bankruptcy Cases.  Substantive consolidation, 

moreover, would not only cure the alleged conflict of interest, it would substantially benefit the 

Estates and the creditors by allowing the creditors to benefit from the liquidation or utilization of 

the intellectual property, a notion which appears to be of the upmost concern to the UST.  See Id. 

(arguing that the Debtors engaged in misconduct by “isolating the potentially valuable intellectual 

property from [HFT’s] creditors in a manner that could deprive the majority of creditors from 

recovering against the intellectual property.”). 

2. Unreliable Books and Records do not Warrant the Appointment of a 

Chapter 11 Trustee in this Case 

The UST further contends that the appointment of a chapter 11 trustee is warranted 

because the Debtors’ books and records are unreliable, and the Debtors have failed to correct 

certain errors in the schedules.  See Id., at pp. 11-12.  Although such deficiencies may constitute 

“cause” under § 1104(a)(1), the Committee respectfully submits that appointment of a trustee on 

this basis is improper as the deficiencies have been cured. 

The Committee do not dispute that the Debtors admitted to certain inaccuracies in their 

schedules and failed to promptly amend them as promised.  The Debtors, however, have recently 

filed amended schedules, presumably to address the concerns of the UST.  See D.E. 176-179.  

Thus, although the Committee cannot warrant the accuracy or completeness of the information, it 
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appears that the Debtors are now attempting to act in good faith to provide full and accurate 

disclosures.  The Committee anticipates that this will continue under the control of the CRO. 

The Committee also concedes that the Debtors’ records were less than perfect and a 

certain amount of reconstruction was necessary to ascertain the full extent of liabilities.  Indeed, 

Monica Hushen, the former Chief Financial Officer of HFT, confirmed as much.  As the UST 

acknowledged, however, the Debtors have been reconstructing their records since Ms. Hushen 

joined HFT.  See Motion, D.E. 169, at p. 12.  Based on the representations of the Debtor, the 

reconstruction has now been concluded and the errors remedied.  See D.E. 189, at p. 9. 

Notwithstanding the current state of the books and records, the Committee submits that 

what appears to be remediable errors in the Debtors’ books and records do not justify a finding of 

“cause” under § 1104(a)(1).  As courts have consistently noted, the gross mismanagement 

standard embodies a Congressional recognition that one must “‘expect to find some degree of 

incompetence or mismanagement in most businesses which have been forced to seek the 

protections of Chapter 11’” and, thus, “‘the Court must find something more aggravated that [sic] 

simple mismanagement’ in order to appoint a trustee.”  In re LHC, LLC, 497 B.R. 281, 309 

(Bankr. N.D. Ill. 2013), quoting Midlantic Nat’l Bank v. Anchorage Boat Sales, Inc. (In re 

Anchorage Boat Sales, Inc.), 4 B.R. 635, 645 (Bankr. E.D.N.Y. 1980); see also In re Sundale, 

Ltd., 400 B.R. 890, 907 (Bankr. S.D. Fla. 2009) (“‘Gross mismanagement suggests some extreme 

ineptitude on the part of management to the detriment of the organization….  But it must rise 

above simple mismanagement to achieve the level envisioned by the Code.’ … Poor management 

alone does not warrant appointment of a trustee.”), quoting In re Mako, Inc., 102 B.R. 809, 812 

(Bankr. E.D.Okla. 1988). 

In sum, the Committee respectfully submits that the previous condition of the Debtors 

books and records fails to evidence “gross mismanagement” or “extreme ineptitude” and, thus, 

does not establish “cause” for the appointment of a trustee under § 1104(a)(1). 
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3. Appointment of a Chapter 11 Trustee Does Not Serve the Best Interests of 

the Creditors 

Section § 1104(a)(2) “envisions a flexible standard” and “gives the district court 

discretion to appoint a trustee when doing so would serve the parties' and estate's interests.”  In re 

Marvel Entertm't Group, Inc., 140 F.3d 463, 474 (3d Cir. 1998), quoting In re Sharon Steel 

Corp., 871 F.2d at 1226 (internal quotations omitted); In re Ionosphere Clubs Inc., 113 B.R. 164, 

168 (Bankr. S.D.N.Y. 1990) (noting that “courts look to the practical realities and necessities” in 

considering whether to appoint a chapter 11 trustee under § 1104(a)(2)).  

“The twin goals of the standard for appointment of a trustee should be protection of the 

public interest and the interests of creditors ... and facilitation of a reorganization that will benefit 

both the creditors and the debtors....” Id. (emphasis added), quoting House Report, 124 Cong.Rec. 

H11, 11 (daily ed. Sept. 28, 1978).  In essence, § 1104(a)(2) reflects “the practical reality that a 

trustee is needed.” In re V. Savino Oil & Heating Co., Inc., 99 B.R. 518, 527 n. 11 (Bankr. 

E.D.N.Y. 1989). 

The Committee respectfully submits that the appointment of a chapter 11 trustee will not 

serve the best interests of the Estates and creditors and, thus, the appointment of a trustee 

pursuant to § 1104(a)(2) is unjustified.  The Debtor has agreed to the appointment of a CRO – 

after extensive negotiations with the Committee - and has terminated or otherwise removed the 

allegedly culpable Management from power.  Accordingly, the Committee is no longer concerned 

that the Debtors will engage in self-dealing or diminish the value of the assets of the Estates, as 

the UST fears. See D.E. 169, at p. 13.  Moreover, as the Debtors’ enterprise is once again 

generating a profit under the control of the CRO, the appointment of a trustee is no longer 

necessary, or is at the very least, premature.   

Additionally, the Committee respectfully submits that the appointment of a trustee is not 

suitable in this case because of the harm the appointment would likely cause to the Estates and the 

creditors, and the likely impediments to reorganization that would likely result with the 

involvement of a trustee.  As with the appointment of any trustee, there is an associated cost to 
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the Estates—an administrative expense that takes priority over unsecured creditors.  The Estates 

have already incurred substantial administrative expenses and, at present, the likelihood of full 

repayment of general unsecured creditors seems quite low.  Thus, the Committee believes the 

addition of another administrative expense without a present need would be imprudent.   

Moreover, the involvement of a trustee (especially two trustees) could substantially 

impede reorganization.  As the UST noted, the Debtors operate a single enterprise—HF owning 

intellectual property utilized by HFT and HFT selling the tangible goods, which depends on the 

use of the intellectual property held by HF.  Additionally, while HF holds the intellectual 

property, which may have substantial value in excess of $10,000,000, HF is liable for little if any 

legitimate debt due to the fact that HFT was solely responsible and liable for the customer orders.  

If a trustee is appointed for one of the two Debtors, the Debtors may no longer be able to conduct 

the operation, which depends on the cooperation of both entities.  The appointment of two 

trustees—one for each of the Estates—would only exacerbate the situation due to the trustee’s 

fiduciary duty to ensure the payment and protection of each estate individually.  Essentially, the 

appointment of two trustees may result in further insulating the intellectual property from the 

creditors of the HFT Estate—apparently one of the UST’s primary concerns, see Motion, D.E. 

169, at p. 12, and one of the Committee’s greatest concerns. 

In sum, the Committee submits that the appointment of a chapter 11 trustee should be 

denied under §§ 1104(a)(1) and (a)(2).  In short, the appointment is no longer necessary to protect 

the interests of the Estates and creditors due to the appointment of the CRO, and, in fact, may 

cause substantial harm to the HFT Estate, which is liable for the lion’s share of the obligations of 

the Debtors’ joint enterprise—a truly inequitable result. 

4. Appointment of CRO as Chapter 11 Trustee 

If the Court is inclined to grant the Motion and appoint a chapter 11 trustee, the 

Committee respectfully requests that the UST consider appointing the CRO as the chapter 11 

trustee.  The CRO has demonstrated an ability to operate the Debtors’ enterprise successfully and 

profitably, and perhaps more importantly, has fostered the trust of the Debtor, the creditors and 
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the Debtors’ business partners.  Accordingly, there would be minimal detriment to the Estates due 

to any learning curve or introductory period, which often accompanies the assignment of a new 

trustee.  This is especially important in these Bankruptcy Cases due to the unusual nature of the 

business and the fluctuating values for the Debtors’ assets and the currency occasionally used to 

purchase these goods (i.e., Bitcoin and Bitcoin related equipment). 

B. “Cause” Does Not Exist To Convert The Bankruptcy Cases To Chapter 7 

As an alternative to the appointment of a chapter 11 trustee, the UST asks that the Court 

convert the Bankruptcy Cases to cases under chapter 7 of the Bankruptcy Code pursuant to  

§ 1112(b)(4)(A) due to continuing loss or diminution of the Estates and the absence of a 

reasonable likelihood of rehabilitation.  See Motion, D.E. 169, pp. 14-16.  The Committee 

respectfully submits that conversion is unwarranted and could cause substantial damage to the 

Debtors, which could result in far less distributions available for general unsecured creditors.  

1. Conversion under § 1112(b)(4)(A) Unwarranted 

To establish cause to dismiss or convert a bankruptcy case under § 1112(b)(4)(A), the 

movant must demonstrate by a preponderance of the evidence that (1) the estate is experiencing 

continuing loss or diminution and (2) the debtor is unlikely to rehabilitate its affairs.   

The UST avers that the Debtors are experiencing continued post-petition losses based on 

the June 2014 operating report filed by HFT, which showed losses of $140,000.  See Id., at p. 15.  

The Committee respectfully submits that the UST’s position fails to establish “cause” sufficient to 

justify the extreme remedy of conversion.  As a threshold matter, the monthly operating report 

filed by HFT does not providing any information regarding the performance of HF and, thus, 

cannot substantiate the conversion of the HF Bankruptcy.5  Additionally, a single operating report 

fails to establish a trend—i.e., continuing loss or diminution.  Rather, HFT’s June 2014 operating 

report only establishes a single data point showing a loss in the first month of the HFT 

Bankruptcy—a month attended by considerable strife related to the commencement of an 

involuntary bankruptcy. 

                                                 
5 The operating report filed by HF shows a de minimis loss for June 2014 of $15.  See HF Bankruptcy, D.E. 29. 
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Further, the losses experienced in June 2014 are not indicative of the Debtors’ current 

performance since the involvement of the CRO.  Rather, the Debtors’ performance prior to the 

involvement of the CRO in June 2014 was a function of the stipulations entered into by and 

between HFT and the Committee regarding the sale of HFT’s inventory and HFT’s payroll 

obligations.  While the stipulations protected the creditors and HFT Estate by preserving HFT’s 

inventory and allowing the Committee and the UST to investigate the issues associated with the 

former Management, the limitation placed on the sale of HFT’s inventory necessarily limited the 

potential income.  Since the involvement of the CRO, HFT has reduced its work force and more 

freely transacted business.  The current operations have resulted in a significant increase in 

performance and available funds to continue the Debtors’ enterprise, which has preserved the 

going concern value of the business.  

As to the prospects for rehabilitation, the UST contends that selling substantially all of the 

Debtors’ assets outside a plan of reorganization renders rehabilitation unlikely and that the 

Debtors have failed to clearly define an exit strategy.  As to the latter point, the Bankruptcy Cases 

remain in their infancy (despite the flurry of activity).  Thus, the Committee submits it is 

premature to conclude that rehabilitation is unlikely or convert the Bankruptcy Cases because the 

Debtors’ exit strategy has not crystalized in less than three (3) months since the commencement 

of the HF Bankruptcy and conversion of the HFT Bankruptcy to chapter 11. 

As to the former point, HFT has commenced liquidating certain assets (mainly wafers and 

miscellaneous parts) in a strategic manner in order to generate capital to finance reorganization.  

While a controlled liquidation may be the ultimate result of the Bankruptcy Cases, it appears that 

the Debtors are presently reorganizing their operations in an effort to revitalize their enterprise 

through the sale of chips (as opposed to assembled mining computers) in an effort to position the 

Debtors for ongoing operations or a sale of the Debtors as a going concern.  Although the 

reorganization may be at its preliminary stage, the Committee respectfully submits that the 

actions taken to create liquidity and restart the Debtors’ enterprise evidence that the Debtors are 

likely to “reestablish a business” or, at minimum, precludes the contrary finding.  See Santa Fe 
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Minerals, Inc. v. BEPCO, L.P. (In re 15375 Mem’l Corp.), 386 B.R. 548, 552 (Bankr. D.Del. 

2008). 

Additionally, as with the appointment of a chapter 11 trustee, the conversion of the 

Bankruptcy Cases could substantially harm the Estates and the creditors.  As previously noted, 

the conversion of the Bankruptcy Cases may result in harm to the creditors of the HFT 

Bankruptcy by insulating the potentially valuable intellectual property held by HF and increasing 

the administrative expense of the Bankruptcy Cases—diminishing distributions to creditors.  

Additionally, the appointment of a chapter 7 trustee (as opposed to a chapter 11 trustee) would 

result in the immediate liquidation of the assets the Debtors presently own.  It is likely that such a 

liquidation would result in a lesser return to the Estates than a controlled liquidation (i.e., selling 

some assets to fund the assembly of others into more valuable products, like completed chips) or 

reorganization. 

Furthermore, the conversion of the Bankruptcy Cases would result in the dissolution of 

the Committee, which has diligently served to protect the interests of unsecured creditors (the 

only class of pre-petition creditors) in a case which has proven to be complex and adversarial at 

times.  

In sum, the Committee respectfully requests that the Court deny the UST’s request for 

conversion of the Bankruptcy Cases at this time.  The Debtors are making strides toward 

reorganization under the direction of the CRO and, in fact, have already seen net gains under the 

CRO’s management.  Thus, conversion under § 1112(b)(4)(A) is unwarranted. 

IV. CONCLUSION 

In conclusion, the Committee submits that the requisite “cause” does not presently exist to 

appoint a chapter 11 trustee or convert the Bankruptcy Cases to cases under chapter 7 of the 

Bankruptcy Code due to developments in the reorganization, the appointment of new 

management in the form of the CRO, and increased performance and prospects for 

reorganization. 
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WHEREFORE, the Committee respectfully requests that the Court enter an order denying 

the Motion in its entirety.  

 

 
Dated: August 27, 2014 Respectfully submitted, 

 BAKER & HOSTETLER LLP 
 

By: /s/ Ashley M. McDow  
  Ashley M. McDow 

Michael T. Delaney 
 

Attorneys for OFFICIAL COMMITTEE OF 
UNSECURED CREDITORS 
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