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UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF MISSOURI

SOUTHEASTERN DIVISION
In re: % Chapter 11
FARMHAND PPLY, LL
SU , LLC, % Case No: 16-10742
Debtor. )
)

RABO AGRIFINANCE, LLC’S MOTION TO PROHIBIT USE OF CASH
COLLATERAL PURSUANT TO 11 U.S.C. § 363 (c) AND REQUEST FOR ADEQUATE
PROTECTION PURSUANT TO 11 U.S.C § 363 (e)

COMES NOW Rabo AgriFinance, LLC fka Rabo AgriFinance, Inc. (“RAF”), by and
through its undersigned counsel, and for its Motion to Prohibit Use of Cash Collateral Pursuant
to 11 U.S.C. § 363(c) and Request for Adequate Protection Pursuant to 11 U.S.C. § 363(e) (the
“Motion”) respectfully states as follows:

JURISDICTION AND VENUE

1. This Court has jurisdiction over this Motion pursuant to 28 U.S.C. §§ 157 and
1334.

2. Venue is proper in this District pursuant to 28 U.S.C. §§ 1408 and 1409.

3. This is a core proceeding under 28 U.S.C. §§ 157(b)(2)(A) and (M).

BACKGROUND

I. RAF’s Loans and RAF’s Collateral

4. On or about August 16, 2013, John Dale Murphy and Linda Jo Murphy, as
married spouses, Farmhand Supply, LLC, J] Murphy Farms, James Howard Murphy and Janet
Murphy, as married spouses, and Murphy Farms (collectively, “Borrowers”) executed and

delivered that certain Credit Agreement in favor of RAF (as modified and amended, the “Credit
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Agreement”)!l. A copy of the Credit Agreement is attached hereto as Exhibit A, and amendments

thereto are attached as Exhibits B - E and incorporated herein by reference.

5.

Borrowers:

(a)

(b)

(©)

(d)

Pursuant to the Credit Agreement, RAF made the following loans to the

A term loan, with an adjustable interest rate, in the original principal amount of
$6,100,000.00 (the “Real Estate Term Loan”). To evidence the funds advanced
and the obligations incurred under the Real Estate Term Loan, Borrowers
executed and delivered to RAF that certain Real Estate Term Loan Note dated as
of August 16, 2013 in the original principal amount of $6,100,00.00 (as modified
and amended, the “Term Loan Note”). As of November 16, 2016, Borrowers owe
$6,119,571.41 under the Term Loan Note, a copy of which is attached hereto as
Exhibit F;

A crop production line of credit loan in a principal amount not to exceed
$1,500,000.00 (the “Crop Production Line of Credit”). To evidence the funds
advanced and the obligations incurred under the Crop Production Line of Credit,
Borrowers executed and delivered to RAF that certain Crop Production Line of
Credit Note dated as of August 16, 2103 in the original principal amount of
$1,500,000.00. On August 19, 2014, Borrowers executed and delivered the
Amended and Restated Crop Production Line of Credit Note in the principal
amount of $1,575,000.00 (as modified and amended, the “Crop Production
Note”). As of October 26, 2016, Borrowers owe $1,766,809.17 under the Crop
Production Note, a copy of which is attached hereto as Exhibit G;

A line of credit loan in a principal amount not to exceed $500,000.00 (the “Line
of Credit-1 Loan”). To evidence the funds advanced and the obligations incurred
under the Line of Credit-1 Loan, Borrowers executed and delivered to RAF that
certain Line of Credit Note dated August 16, 2013 in the original principal amount
of $500,000.00 (as modified and amended, the “Line of Credit-1 Note™). As of,
November 16, 2016, Borrowers owe $365,540.35 under the Line of Credit-1
Note, a copy of which is attached hereto as Exhibit H.; and

A line of credit loan in a principal amount not to exceed $1,000,000 (the “Line of
Credit-2 Loan”). To evidence the funds advanced and the obligations incurred
under the Line of Credit-2 Loan, Borrowers executed and delivered to RAF that
certain Line of Credit-2 Note dated as of August 16, 2013 in the original principal
amount of $1,000,000.00 (as modified and amended, the “Line of Credit-2 Note,”
and together with the Term Loan Note, Crop Production Note, and Line of Credit-
1 Note, collectively, the “Notes™). As of November 16, 2016, Borrowers owe

1 Upon information and belief, ] Murphy Farms and Murphy Farms are Missouri general partnerships in which the
Murphy Debtors are general partners.
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$1,154,351.01 under the Line of Credit-2 Note, a copy of which is attached hereto
as Exhibit 1.

6. The Crop Production Note and Line of Credit-1 Note matured on November 1,
2014. The Line of Credit-2 Note matured on August 1, 2015. The Term Loan Note will mature
on August 1, 2018.

7. In addition to the Notes, on August 16, 2013, J Murphy Farms and Codperatieve
Rabobank U.A., trading as Rabobank (“Rabobank™), a RAF affiliate, entered into the Interest
Rate Swap Transaction based on the notional amount of $6,100,000.00, effective September 1,

2013 (the “Interest Rate Swap Agreement”). The Interest Rate Swap Agreement set a fixed rate

of 1.91000 per cent and bore a termination date of August 1, 2018 to coincide with the maturity
of the Term Loan Note.

8. By agreement of the parties, ] Murphy Farms and Rabobank terminated the
Interest Rate Swap Agreement on September 16, 2016, resulting in a $218,268.05 obligation (the

“Termination Amount”) owed by J Murphy Farm to Rabobank.

0. To secure payment and performance under the Notes and Termination Amount,
certain Borrowers granted to RAF liens and security interests in various assets owned by the
Debtor and/or Murphy Debtors (defined below), including real estate, farm products, proceeds of
crop insurance, price support or other government programs, profits, inventory, equipment,

accounts, contract rights and general intangibles (collectively, “RAF’s Collateral”), evidenced by

the following documents (the “Collateral Documents”):

(a) Deed of Trust: That certain Deed of Trust, Assignment of Rents and Security
Agreement from John Dale Murphy and Linda Jo Murphy, as married spouses,
and James Howard Murphy and Janet Murphy, as married spouses, dated August
16, 2013 and recorded with the Recorder of Deeds for Stoddard County, Missouri
on August 27, 2013 in Book 2013, Page 3689 (the “Deed of Trust”). A copy of
the Deed of Trust is attached hereto as Exhibit J;

(b) Security Agreement: That certain Security Agreement from John Dale Murphy

3
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and Linda Jo Murphy, as married spouses, Farmhand Supply, LLC, J Murphy
Farms, James Howard Murphy and Janet Murphy, as married spouses, and
Murphy Farms dated August 16, 2013 (the “Security Agreement”). A copy of the
Security Agreement is attached hereto as Exhibit K.

10. The Collateral Documents provide for, among other things, a security interest in
all cash collateral, as that term is defined in 11 U.S.C. § 363(a), including all proceeds, rents, or

profits of RAF’s Collateral (the “Cash Collateral™).

IL. The Bankruptcy Proceedings
11. On August 18, 2016, John Dale Murphy and Linda Jo Murphy (the “Murphy
Debtors”) filed a voluntarily petition for relief under Chapter 11 of 11 U.S.C. § 101 et al. (the

“Bankruptcy Code™).

12. On September 9, 2016 (the “Petition Date), Farmhand Supply, LLC (“Debtor™)
filed a voluntary petition for relief in a separate proceeding under Chapter 11 of the Bankruptcy
Code. The Murphy Debtors own and operate Farmhand Supply, LLC.

13.  Pursuant to sections 1107 and 1108 of the Bankruptcy Code, Debtor is currently
operating its business and managing its property as a debtor in possession.

14. On October 6, 2016, the U.S. Trustee held a meeting of the creditors pursuant to
Section 341 of the Bankruptcy Code.

15.  RAF does not consent to the use of its Cash Collateral. Debtor has not sought
approval from the Court to use the Cash Collateral. Furthermore, Debtor has not offered RAF
any form of adequate protection for the use of its Cash Collateral.

RELIEF REQUESTED

16. RAF seeks this Court’s order prohibiting and restraining Debtor’s use of the Cash
Collateral pursuant to 11 U.S.C. § 363(c) unless Debtor provides RAF with adequate protection

pursuant to 11 U.S.C. § 363(e).
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BASIS FOR RELIEF REQUESTED

17. “Cash Collateral” is defined as, “cash, negotiable instruments, documents of title,
securities, deposit accounts or other cash equivalents in which the estate and an entity other than
the estate have an interest.” 11 U.S.C. § 363(a).

18. Under 11 U.S.C. § 552(b)(1), a secured creditor’s interest in collateral extends to
the proceeds of the secured creditor’s collateral to the extent the secured creditor’s security
instrument applies to after-acquired property and proceeds. In re Machinery, Inc., 287 B.R. 755,
763 (Bankr. E.D. Mo. 2002). “The plain language of § 552(b)(1) clearly dictates that a pre-
petition security interest in proceeds encumbers post-petition proceeds.” Id. at 764. RAF’s
Collateral Documents include language necessary to establish an interest in post-petition cash
proceeds of RAF’s Collateral pursuant to 11 U.S.C. § 552(b)(1), and these proceeds constitute
cash collateral.

19. Pursuant to 11 U.S.C. § 363, a debtor may not use, sell, or lease cash collateral
unless the secured creditor consents or the court approves such use. 11 U.S.C. § 363(c)(2).
Additionally, a secured creditor is entitled to adequate protection of its interest in cash collateral.
11 US.C. § 363(e). The primary function of providing a secured creditor with adequate
protection “is to protect the secured creditor’s interest in the cash collateral when the debtor
consumes the cash.” In re Machinery, Inc., 287 B.R. at 766. The concept of adequate protection
was designed to “insure that the secured creditor receives the value for which he bargained.” In
re Martin, 761 F.2d 472, 474 (8th Cir. 1985). Accordingly, a court shall prohibit or condition
the use of cash collateral as necessary to provide adequate protection of the secured creditor’s
interest. In re Machinery, 287 B.R. at 766; see also In re Pacific Lifestyle Homes, Inc., 2009 WL
688908 (Bankr. W.D. Wash. 2009).

20.  Debtor bears the burden of proof to establish that a secured creditor’s interest in

5
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cash collateral is adequately protected. See 11 U.S.C. § 363(p); see also In re Pacific Lifestyle
Homes, Inc., 2009 WL 688908 at 8; see also In re Energy Partners, Ltd., 409 B.R. 211, 236
(Bankr. S.D. Tex. 2009); see also In re American Consolidated Transportation Companies, Inc.,
2009 WL 3571268, 1 (Bankr. N.D. II1. 2009).

21.  Debtor is currently utilizing the Cash Collateral without RAF’s consent and
without obtaining authorization from the Court. Debtor is a retail store which sells, among other
items, agriculture and farming supplies, clothing, footwear, appliances, plumbing supplies, and
electrical supplies from two locations. RAF holds liens on the accounts, contract rights,
inventory and equipment of Debtor, along with the proceeds generated from this collateral as
more specifically outlined in the Collateral Documents.

22.  Furthermore, Murphy Debtors are operating a number of additional interrelated
businesses, including a car wash, antique store and restaurant. Upon information and belief,
Murphy Debtors and Debtor are currently co-mingling and using funds to operate the various
businesses without accounting for the same. In the absence of the implementation of accounting
procedures, the profitability or appropriateness of the use of Cash Collateral cannot be
determined. Continuing to operate without basic accounting and budgetary safeguards creates
the substantial risk that the Cash Collateral will be spent without concomitant benefit to, and to
the prejudice of, the bankruptcy estate and RAF.

WHEREFORE, RAF respectfully requests this Court (a) enter an Order requiring Debtor
to provide RAF with adequate protection in order to continue using the Cash Collateral, or (b) if
Debtor cannot provide adequate protection to RAF, enter an Order (i) prohibiting and restraining
Debtor’s use of the Cash Collateral, (ii) directing Debtor to provide RAF with a full and prompt

account of all Cash Collateral since the Petition Date through the date of this Motion, (iii)
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directing Debtor to remit to RAF all Cash Collateral in Debtor’s possession, (iv) directing Debtor
to segregate, account for, and remit to RAF all Cash Collateral which may hereafter be in
debtor's possession, custody and control and (c) providing such other further relief as this Court

deems just and proper.

Dated: November 21, 2016. Respectfully submitted,

ARMSTRONG TEASDALE LLP

By:_/s/ David L. Going
David L. Going MO#33435
Erin M. Edelman MO#67374
7700 Forsyth Blvd., Suite 1800
St. Louis, Missouri 63105
(314) 621-5070
(314) 621-5065 (facsimile)
dgoing@armstrongteasdale.com
eedelman@armstrongteasdale.com

ATTORNEYS FOR RABO AGRIFINANCE, LLC.
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CERTIFICATE OF SERVICE

The undersigned hereby certifies that a copy of the foregoing was sent the 21st day of
November 2016 via the Court’s CM/ECF system, electronic mail and/or first class U.S. mail,
postage prepaid to the below parties:

Leonora S. Long leonora.long@usdoj.gov
Office of US Trustee USTPRegion13.SL.ECF@USDOJ.gov
J. Michael Payne mpayne@limbaughlaw.com



