
UNITED STATES BANKRUPTCY COURT 

SOUTHERN DISTRICT OF TEXAS 

HOUSTON DIVISION 

 

In re:       § Chapter 11 

       § 

NEIGHBORS EMERGENCY   §  

CENTER, LLC1     § 

       § Case No. 18-33869 (MI) 

  Debtor.    §  

 

 

CREDITOR INFINITY EMERGENCY MANAGEMENT GROUP, LLC’S LIMITED 

OBJECTION TO DEBTORS’ EMERGENCY MOTION FOR INTERIM AND FINAL 

ORDERS AUTHORIZING THE DEBTORS TO (I) CONTINUE OPERATING THEIR 

CASH MANAGEMENT SYSTEM, (II) HONOR CERTAIN PREPETITION 

OBLIGATIONS, (III) MAINTAIN EXISTING BUSINESS FORMS, AND (IV) 

GRANTING RELATED RELIEF (DKT 9) 

 

 

COMES NOW, Plaintiff INFINITY EMERGENCY MANAGEMENT GROUP, LLC 

(“Infinity”) and files this Objection to Debtors’ Emergency Motion for Interim and Final Orders 

Authorizing the Debtors to (I) Continue Operating Their Cash Management System, (II) Honor 

Certain Prepetition Obligations, (III) Maintain Existing Business Forms, and (IV) Granting 

Related Relief (DKT 9), and respectfully states as follows: 

1. On or about July 12, 2018, Neighbors Legacy Holdings, Inc. and certain of its affiliates 

and subsidiaries, as debtors and debtors in possession (“Debtors”) filed the above styled Chapter 

11 case. 

2. On or about July 12, 2018, Debtors filed the motion to which Infinity now objects.  

That motion among other things sought approval and an order of the Court authorizing the 

continuance of Debtors Cash Management System. 

                                                 
1 Due to the large number of Debtors in these chapter 11 cases, a complete list of the Debtors and the last four digits 

of their tax identification numbers is not provided herein.  A complete list of such information may be obtained on 

the website of the Debtors’ proposed claims and noticing agent at www.kccllc.net/neighbors.  The location of 

Debtors’ principal place of business and the Debtors’ service address is: 10800 Richmond Avenue.  Houston, Texas 

77042. 
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3. Infinity is a creditor of Debtors; Class B investor in Debtors emergency center 

structure; and Plaintiff in litigation pending against Debtors in the 269th District Court of Harris 

County, Texas. 

I. BASIS OF OBJECTION 

 

4. The Cash Management System operated by Debtors is improper; violates the Debtors 

corporate documents and Texas law; encompasses improper business expenses; and seeks to be 

validated based off of sweeping generalized references to similar business structures.  Such 

actions by Debtor leave largely the Class B members, who invested in the Debtors business—left 

holding the bag.  This Court has broad authority to place limitations on the continued management 

of Debtors assets and business operations and should preclude Debtors from engaging in further 

intercompany transactions. 

5. Debtors admit that its centralized cash management system is designed for money to 

flow through the myriad entities established and maintained by Debtors, seemingly without any 

thought to the requirements of their corporate documents or the covenants they made with their 

investors/members.  Further, the expense categories identified by Debtors to substantiate the basis 

for the continuance of their cash management system are not tailored to the individual emergency 

centers needs and impermissibly attempt to package legitimate business expenses with illegitimate 

cash transfers. 

6. Debtors generalization of their business structure and wholesale comparison to other 

over-generalized business structures omit key aspects of Debtors business that preclude such an 

apples-to-apples comparison.  In truth, Debtors utilization of a Series Limited Liability Company 

and its constituent series units places debtors business structure in a separate category from other 

run-of-the-mill business structures and consequently requires particular treatment of the revenue 

generated by Debtors business.   
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7. Debtors apparently believe that using the term “excess cash” instead of profits allows 

them to skirt their contractual obligations to Infinity among 150 other member/investors.  

Semantics aside, Debtors—in the name of keeping their empire afloat—move money from those 

centers that are making money and turning a profit2 to other centers that that were unable to meet 

their monthly expense obligations.  Consequently, Infinity contends that the continued use by 

Debtor of its cash management system particularly as it relates to intercompany transfers is 

improper. 

II. FACTUAL BACKGROUND 

 

8. Infinity filed suit against debtors in state District court for among other things misuse 

of moneys to which Infinity enjoyed a contractual interest.3  The basis of Infinity’s dispute as 

stated above is predicated upon a Series Limited Liability Company as defined by TEX. BUS. ORG. 

CODE §101.601.  NHS Emergency Centers, LLC (“NHS” a Debtor herein) structured a number 

of separate series businesses each designed to be contractually linked to various partnerships 

operating as free-standing emergency centers.  In the case of Infinity the series at issue are Series 

114 Eastside (“Eastside”) and Series 115 Zaragoza (“Zaragoza”).  The ownership of those two 

series is held by two entities, Infinity (65% Class B interest holder) and Neighbors Investment 

Group, LLC (34% Class A interest holder).  Both Eastside and Zaragoza, as separate Series of 

NHS, are each managed by Neighbors Health, LLC (“Manager” a Debtor herein).  The purpose 

of Eastside and Zaragoza was to participate in the operation of two separate free-standing 

emergency centers, NEC Eastside Emergency Center, LP and NEC Zaragoza Emergency Center, 

LP, both Debtors herein.  While, Eastside and Zaragoza do not hold equity ownership in the 

                                                 
2 Upon information and belief the other centers that are being supported by those that are cash positive are owned in 

whole or in party by Neighbors Investment Group, LLC which is itself made up of eight or more of the founding 

members of the Neighbors Healthcare System.  Consequently it is these members that stand to gain by the continued 

support of those centers that are continuing to turn a profit. 
3 Cause No. 2017-73050, Infinity Emergency Management Group, LLC. v Neighbors Health System, Inc., et. al., in 

the 269th Judicial District Court of Harris County, Texas. 
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respective partnerships, the partnerships profits, losses, distributions and other benefits (“Series 

Property”) belong to Eastside and Zaragoza respectively.4 

9. Infinity filed suit against Manager and Neighbors Investment Group, LLC (among 

others) for using the Series Property (profits) of Eastside and Zaragoza to fund “intercompany 

advances” to other separate Series within NHS.  These intercompany advances are referred to as 

“Intercompany Transactions” by debtors.  See DKT 9 page 13 para 42.  Such conduct violates 

the company documents of NHS, namely the Series Management and Administrative Services 

Agreement with Manager, which prohibits the use of Series Property/Profits for any purpose 

outside the specific Series and Series Business.   

10. A Series Limited Liability Company is a creature of Texas corporate law which allows 

a single Limited Liability Company to designate one or more series of members, managers, and 

membership interests, essentially creating distinct, self-contained business units.  Infinity 

purchased series interest (“Series Interest”) in NHS through Series Interest Purchase Agreements 

for both Zaragoza and Eastside in 2014 for a total of $1,000,000.00.  See Exhibits 1 and 2.   

11. The role of Manager for the Series is governed by a Series Management and 

Administrative Services Agreement (Exhibit 3a and 3b) which vests Manager, “as an agent of the 

Company”5, with authority to “maintain bank accounts…[and] shall both have the right to make 

deposits and withdrawals from any such bank account in connection with operations of the 

Company”.  See Exhibit 3 Section 2(d) Cash Management, Banking and Treasury.  By agreeing 

to act as agent of Eastside and Zaragoza, Manager created a fiduciary relationship with Eastside 

and Zaragoza.   

                                                 
4 Contractually Infinity is entitled to 65% percent of the profits of the facilities while Neighbors Investment Group, 

LLC is entitled to 34%. 
5 “Company” is defined pursuant to the Series Management and Administrative Services Agreements as (in the case 

of Eastside) Series 114 Eastside of NHS Emergency Centers, LLC (Exhibit 3a) and Series 115 Zaragoza of NHS 

Emergency Centers, LLC (Exhibit 3b) for Zaragoza. 
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12. Because of this special relationship, together with the trust and confidence placed in 

Manager to appropriately manage the financial affairs of Eastside and Zaragoza as its agent, 

Manager owed a fiduciary duty to the Members while also serving as the gate-keeper of their profit 

distributions.  The authority of Manager to manage the financial affairs of Eastside and Zaragoza 

is particularly important in that Manager had authority to make distributions “to the Members” 

pursuant to the Series agreements.  See Exhibits 4 and 5 Series Agreements for Eastside and 

Zaragoza Section 2(H) and 3(A).  To the extent cash on hand exceeded the reserves necessary to 

operate the Series Business, Manager should have made distributions to the Members in 

accordance with the terms of their contracts.  Nevertheless, the profits (read “excess cash”) 

generated by NEC Eastside Emergency Center, LP and NEC Zaragoza Emergency Center, LP 

were distributed to other failing business entities within the Debtors empire.  It is particularly 

important to note that the entities receiving the profits due to Eastside and Zaragoza, had no 

affiliation with Eastside or Zaragoza.  The profits generated by the Series Business (NEC Eastside 

Emergency Center, LP and NEC Zaragoza Emergency Center, LP) are the assets of Eastside and 

Zaragoza respectively.  Indeed, the Series Agreements do not provide a mechanism for Manager 

to divert Series Property away from Eastside or Zaragoza or make distributions to entities other 

than Infinity and Neighbors Investment Group, LLC absent unanimous consent of Infinity and 

Neighbors Investment Group, LLC—which was not given. 

13. Manager is further obligated pursuant to the Operating Agreement of NHS to hold 

Series Property in Trust for the Series Members.  See Exhibit 6 Section 2.09—Series Assets and 

Liabilities/Series Property.  As a trustee, Manager owes a fiduciary duty to the Series Members, 

Infinity and Neighbors Investment Group, LLC.  Manager owes Infinity an unwavering duty of 

good faith, fair dealing, loyalty and fidelity over the trust’s affairs and its corpus.  By diverting 
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the Series Property away from Infinity and failing to hold the Series Property in trust, Manager 

breached the duties it owed to Infinity. 

14. After much legal wrangling with Debtors, Infinity was provided with Amended 

Responses to Interrogatories in the State Court action.   Manager admits in those responses as it 

does here that that it subsidized other, separate, individually structured, deficient businesses with 

excess cash held by other centers in a pro rata fashion.  See Exhibit 7 Defendants’ Amended 

Answers to Plaintiff’s Interrogatories.  Indeed Manager’s response validates Infinity’s argument 

that its contractual interest with NEC Eastside Emergency Center, LP and NEC Zaragoza 

Emergency Center, LP was taken, without cause or authority, to support facilities outside of those 

linked to Eastside and Zaragoza. 

15. Infinity has sustained significant injury based on these actions.  To date the injury to 

Infinity combined for Eastside and Zaragoza is believed to exceed $8.6 million and increases daily 

based off of the mismanagement of Manager and blatant breach of their contractual obligations. 

III. ARGUMENT 

 

A. As debtor in possession, Debtor has an obligation to manage its assets and business 

according to Texas law 

 

16. By allowing Debtors to continue the Cash Management System as it has historically 

been implemented is to allow the Debtors to continue breaching the contracts and duties the 

Debtors have and owe to the member, Infinity.   

17. Because the Operating Agreement of NHS (Exhibit 6) established multiple separate 

series and further states that “[t]he Series Property, or other assets of each Series, together with 

all income, earning, profits and proceeds thereof, including all proceeds…shall be deemed to be 

Series Property, held by and belonging to such Series”—Manager has breached the terms of the 

agreements to which they are bound, by engaging in “intercompany transactions”.  See Exhibit 6, 

Section 2.09—Series Assets and Liabilities/Series Property.   
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18. As a debtor in possession, Debtor is obligated to manage the ongoing business 

operations of Debtor according to the laws of the State of Texas.  Prior to bankruptcy, a director's 

duties to a corporation and its shareholders are generally governed by state law with the law of the 

company's state of incorporation controlling substantive corporate issues.  In re Schepps Food 

Stores, Inc., 160 B.R. 792, 797 (Bankr. S.D. Tex. 1993) (28 U.S.C.A. § 959 (West)).  By 

continuing the mismanagement of its cash management system, specifically utilizing the profits of 

the emergency centers in manners inconsistent with the Series documents, Debtor is not able to 

comply with 28 U.S.C.A. § 959 because Debtor cannot comply with the terms of its state law 

contracts and the laws pertaining to series limited liability companies.  Therefore the cash 

management system of Debtor cannot continue as currently implemented. 

19. Series Property is further defined as “the profits, losses, distributions, and other 

benefits received by NHS Emergency Centers, LLC from the Series Business. See Exhibits 4 and 

5, Section 5 Series Property.  Series Business is defined as in the case of Eastside, NEC Eastside 

Emergency Center, LP and in the case of Zaragoza, NEC Zaragoza Emergency Center, LP.  NHS 

is the sole limited partner of the Series Business.  See Exhibits 4 and 5, Section 5 Series Property.  

Consequently, the Series Property is joined at the hip with the viability of the Series Business and 

has been treated so since inception.  The profits of the Series Business are Series Property.  

B. Debtors use of facility profits, for purposes other than the business needs of the 

facilities generating those profits—is improper 

 

20. Debtors identify six (6) specific situations in support of why funds are moved outside 

of the NEC Eastside Emergency Center, LP and NEC Zaragoza Emergency Center, LP accounts.  

Specifically, (i) disbursement made to each respective Emergency Center’s expense account; (ii) 

disbursements to a corporate bank account maintained by EDMG, LLC; (iii) disbursement to a 

payroll account maintained by EDMG; (iv) disbursements to the NPG Account; (v) disbursements 

to Neighbors Practice Management, LLC; and (vi) disbursements on account of deficient centers.  
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See DKT 9 ¶20.  Of the six (6) situations identified by Debtors as a necessity for continuing the 

Cash management System of debtors, only five (5) pertain to the operating expenses and 

obligations of the respective facilities.   

21. Disbursements are made from the accounts of NEC Eastside Emergency Center, LP 

and NEC Zaragoza Emergency Center, LP, to address their non-physician staff payroll of those 

centers; to support in part physician payroll obligations for those physicians that render services at 

the facilities; and to address the operating expenses including management services and billing 

services for those facilities.  While Infinity reserves its rights to argue that these individual 

expenses are or were appropriate as charged to NEC Eastside Emergency Center, LP and NEC 

Zaragoza Emergency Center, LP—they nevertheless evidence payments made to continue the 

business operations of NEC Eastside Emergency Center, LP and NEC Zaragoza Emergency 

Center, LP. 

22. The one mechanism that has no basis or rationale in maintaining the viability of the 

Series Business here, is the movement of money away from the Series Business accounts to other 

Series Businesses not affiliated with Eastside and Zaragoza.  Debtors movement of “excess cash” 

from center to center impermissibly directs Series Property away from the separate and 

individually structured Series. 

23. Such movement of Series Property opposes the corporate framework that Debtors 

created and should be allowed to continue.  Profits must be maintained in the centers creating 

those profits and made available for distribution to the Series Members contractually associated 

with those emergency centers. 

C. This Court has authority to limit or place conditions on the authority of debtors in 

possession 
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24. This Court has authority pursuant to 11 U.S.C.A § 1107 to limit or place conditions on 

the authority of the Debtor to continue its business operations and in this case continue with its 

cash management system.  Indeed § 1107 states: 

Subject to any limitations on a trustee serving in a case under this chapter, and to 

such limitations or conditions as the court prescribes, a debtor in possession 

shall have all the rights, other than the right to compensation under section 330 of 

this title, and powers, and shall perform all the functions and duties, except the 

duties specified in sections 1106(a)(2), (3), and (4) of this title, of a trustee serving 

in a case under this chapter. 11 U.S.C.A. § 1107 (West) (emphasis added). 

 

25. This Court must limit the authority of Debtors to continue operating its cash 

management system by disallowing debtors to fund “intercompany transactions” out of the profits 

of emergency centers that are contractually linked to a Series Limited Liability Company 

established by Debtors. 

26. Alternatively, and notwithstanding the fact that Series Property should not have been 

moved by Debtors to begin with—debtors recorded the intercompany advances on the combined 

financial statements of NEC Eastside Emergency Center, LP and the Eastside Series along with 

NEC Zaragoza Emergency Center, LP and the Zaragoza Series.  While the line items exist as 

payable entries back to the partnerships (which in turn constitutes Series Property for distribution 

to Series Members) profits continued to be siphoned off with little if any expectation that they 

would be repaid.   

27. Debtors have been “robbing Peter to pay Paul”, except that they are also Paul.  

Debtors over extended themselves to such a degree and at such a furious pace that they passed 

right by their obligations in their own organizational documents and were left looking for a means 

to continue their forward progress.  Which in this case was taking “excess cash” from profitable 

centers simply to keep others afloat instead of allowing those other centers and business interests 

to stand on their own as the documents require. 
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28. Further, Thomas Gruenert, General Counsel for Debtors, stated in a June 6, 2017 email 

to Jermaine Bowen (manager of Infinity) that: “…the issue of inter-company advances is not 

specifically addressed in the Series Agreement”.  See Exhibit 8.  It stands to reason that if these 

intercompany transactions were such a critical part of Debtors’ business structure that they would 

have been spelled out in specific and definitive terms through the corporate documents at issue 

here.  But instead they were not.  Mr. Gruenert further characterizes the advances as “short term” 

and in the Manager’s discretion.  Such commentary does not support Debtor’s contention that 

they are regular and systematic expenses.  Moreover, Mr. Gruenert’s comments represent a 

departure from his amended interrogatory responses arising from Infinity’s state court litigation 

referenced herein.  Despite what Debtors would have this court believe, these intercompany 

transfers are not in the ordinary course of business but instead have been picked at to greater and 

greater extent as the years have gone by.  Upon inception, Debtors covered the start-up and 

administrative expenses of its emergency facilities with lines of credit.  These actions then turned 

into “short term”, “discretionary” payments and ultimately morphed into a situation where Debtors 

house of cards could not be sustained without continued influxes of cash (read Series Property). 

29. In short, intercompany transfers should not have been made to begin with.  Even still, 

once they were made, the Debtors saw a substantial, un-tapped resource of continued, self-

perpetuating funding to continue their meteoric rise into what was already a flawed and failing 

market.  

D. Debtors apples-to-apples comparison of their corporate structure and business model 

to other corporate structures as a means of justifying intercompany transactions is 

fatally flawed 

 

30. Debtors do not mention in their DKT 9 Motion, that a significant portion of Debtor’s 

business revolves around a Series Limited Liability Company.  Indeed, the other cases cited by 

Debtors in paragraph 73 of DKT 9, to which Debtors make such a sweeping comparison—also 
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neglect to mention a Series Limited Liability Company.  Simply because Debtors maintain more 

than one inter-related business does afford them some de-facto commonality with every other 

debtor who likewise maintained more than one inter-related business.   

31. Notwithstanding the foregoing, Debtors omit key aspects of their business structure; 

make broad generalizations about their structure as compared to other similar business; and fail to 

properly inform the Court of the obligations they have to the members of their Series Limited 

Liability Company.  Debtors argue that they should be allowed to continue operating their cash 

management system as they had pre-petition pursuant to among other code provisions 11 U.S.C.A 

§ 363(b)(1), 364(a), and 503(b)(1) with their fallback position hinging on this Court’s authority 

pursuant to 105(a).  As other Class B investors have noted in the various objections filed in this 

proceeding—Debtors are all too willing to cast the Class B investors aside at this juncture.  This 

is particularly egregious when it is essentially the Class B investors that staff Neighbors emergency 

centers. 

32. Despite the broad authority of this Court, Debtors should not be allowed to continue 

reaping the benefits of the Class B investors hard work by using moneys due to such investors for 

the benefit of Debtors failing emergency centers.  This court should limit the debtors cash 

management system to only those business expenses incurred by the emergency centers and not 

allow Debtors to remove excess cash from the centers to support others. 

IV. PRAYER 

33. Infinity prays that this Court deny Debtors the ability to utilize excess cash for the 

benefit of deficient centers.  Alternatively, Infinity prays that this Court require Debtors to post a 

bond or provide other forms of adequate assurance should further intercompany transfers be 

allowed and for such other and further relief that Infinity may show itself justly entitled. 

 

 

Case 18-33836   Document 151   Filed in TXSB on 08/03/18   Page 11 of 13



 12 
 

     Respectfully submitted, 

          HENDERSHOT, CANNON & HISEY, P.C. 

 

      

          By:  /s/ Simon W. Hendershot, III             

SIMON W. HENDERSHOT, III 

SBN: 09417200 

SDBN: 8792 

trey@ hchlawyers.com  

BENJAMIN L. HISEY 

SBN: 24074416 

SDBN: 1145822 

bhisey@ hchlawyers.com  

KATIE T. COWART 

SBN:  24048268 

SDBN: 608984 

kcowart@hchlawyers.com 

RAYMOND L. PANNETON 

SBN: 24082079 

SDBN: 2637033 

rpanneton@ hchlawyers.com  

1800 Bering Drive, Suite 600 

Houston, Texas 77057 

Telephone:  (713) 783-3110 

Facsimile:  (713) 783-2809 

 

ATTORNEYS FOR INFINITY EMERGENCY 

MANAGEMENT GROUP, LLC 
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CERTIFICATE OF SERVICE 

 I hereby certify that on the 3rd day of August, 2018, a true and correct copy of the foregoing 

pleading was served upon all parties that are registered to receive electronic service through the 

court’s CM/ECF notice system in the above cases. 

 

  

 

     /s/ Simon W. Hendershot, III   

     SIMON W. HENDERSHOT, III 

 
S:/Bowen/Bankruptcy/Objection 2018 08 03.Docx. 
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