
General Problem – Petitioner Perils in Involuntary Bankruptcy Proceedings 

Roger Woodall and Home Builders Co., L.L.C. entered into a Residential 
Building and Purchase Agreement whereby Home Builders agreed, for a purchase 
price of $3,030,000, to sell Woodall a 1.8 acre parcel of property in Franklin, 
Tennessee and to construct a home on the property.  Construction was to begin 
“within a reasonable time” after completion of building plans and issuance of 
permits.  Woodall, a wealthy real estate investor, intended to make this his family 
home.  

Over the next few months, Woodall’s relationship with Home Builders and 
its principal, Peyton Simpson, deteriorated.  Woodall began to complain about the 
pace of construction on his home and to contact Home Builders’ former employees 
seeking negative information about Home Builders.  He told Simpson that he 
wanted another builder to build his house and barred Home Builders from the 
property.  Woodall was also upset about the price he paid for the land, to which 
the contract allocated a total of $1.75 million of the purchase price.  Woodall 
contended that the land was worth only $1 million and that the balance of the 
contract price should be allocated to the construction of the house.   

After a number of conversations and meetings and letters between Woodall 
or his representatives and Home Builders or its representative (in which Simpson 
offered to return Woodall’s money, albeit on credit terms because he didn’t 
actually have the money available), Woodall filed a civil suit against Home Builders 
and Simpson in Williamson County Circuit Court.   The suit included a number of 
claims, including fraud and breach of contract, but essentially rested on two 
allegations: (1) that Simpson and Home Builders had orally told Woodall that the 
land was worth $1 million, and that the home they would construct for him would 
have a value of $2 million (despite the fact that the executed sale documents 
allocated $1.75 million to the value of the land, leaving at most $1.28 million for 
the home construction); and (2) that Simpson, for Home Builders had told Woodall 
that construction would begin immediately after the sale closed, even though they 
knew that there were “water problems” with the property and that the resulting 
delay in construction was not “reasonable.”  Home Builders and Simpson jointly 
filed a timely answer to the complaint, denying the substance of all of Woodall’s 



claims, stating affirmative defenses and asserting various counterclaims, including 
Woodall’s breach of contract.  

During the time between when Woodall filed the state court civil suit and 
Home Builders and Simpson filed their responsive pleadings, Woodall contacted at 
least two of Home Builders’ contractors, telling them that Home Builders was in 
financial trouble in an effort to persuade them to join him in filing an involuntary 
bankruptcy proceeding against Home Builders.  Woodall told the manager of a 
kitchen supply company (and creditor of Home Builders) that he purchased 
property and was having a home built by Home Builders, but he was having 
problems with them.  Woodall falsely told the manager that a lumber supplier had 
refused to deliver lumber to his property because Home Builders owed them 
money.  Woodall told the manager (although he later denied it under oath) that 
“he was a very rich man, that he was a very angry man,” and “he was looking for 
creditors to sign with him to force [Home Builders] into bankruptcy.”  Both 
contractors refused to join Woodall. 

Less than a week after Home Builders and Simpson filed their responses in 
the state court case and without any further discussion or communication, 
Woodall, as the sole petitioning creditor, filed an involuntary chapter 7 bankruptcy 
petition against Home Builders pursuant to 11 U.S.C. § 303(b)(2).  In the petition, 
Woodall listed his own claim against Home Builders for fraud and breach of 
contract in the amount of $800,000.  Shortly before filing the petition, Woodall 
retained a public relations firm, Marks-Lane PR, to make the news media aware of 
the bankruptcy filing against Home Builders.  The day after the involuntary filing, a 
Marks-Lane PR representative e-mailed reporters of 3 local newspapers and local 
television stations, publicizing the bankruptcy filing and included a statement, at 
Woodall’s behest, that recent “payoffs” by Home Builders to creditors “won’t do it 
any good” and listing nine allegedly dissatisfied Home Builders’ customers.  The 
news organizations ran stories covering the bankruptcy filing and the pending state 
court lawsuit.  The effect of the negative publicity over the coming months was 
devastating to Home Builders, causing it to lose two high-end contracts shortly 
after the petition was filed.   

A week after the bankruptcy petition was filed, Home Builders filed a motion 
to dismiss the petition.  The motion asserted that Woodall’s claim in the bankruptcy 



petition was also the basis for Woodall’s state court civil complaint against Home 
Builders and Simpson and that Home Builders and Simpson had recently filed 
pleadings denying all of Woodall’s claims, and that, therefore Woodall’s claim was 
the subject of a bona fide dispute, precluding its use as the basis for the petition.  
The motion also asserted that the petition should be dismissed because Woodall’s 
petition was not joined by a sufficient number of eligible creditors, that Home 
Builders was generally paying its debts as they came due and that the petition had 
not been filed in good faith.  Finally, the motion asked the bankruptcy court to 
award Home Builders its fees, costs and damages, including punitive damages, 
pursuant to 11 U.S.C. § 303(i) should it grant the motion to dismiss the petition. 

Ten days before the hearing on Home Builders’ motion to dismiss, Woodall’s 
bankruptcy attorneys filed a notice that three additional creditors had joined in the 
petition.  These creditors were material suppliers of Home Builders each with 
unpaid invoices to Home Builders in excess of $16,000 who became worried that 
they wouldn’t get paid when the found out about the bankruptcy filing.  None of 
the additional creditors were represented by counsel, and they had been contacted 
by Woodall’s bankruptcy attorney about joining the case.  Home Builders did not 
dispute that the amounts were owed to the material suppliers. 

At the hearing on Home Builders’ motion to dismiss the petition, Woodall 
testified that he arrived at the $800,000 figure that he listed as the debt owed him 
by subtracting the value of the land, $1 million, from the total amount he had 
already paid Home Builders, 1.8 million.  Woodall also testified that he relied on his 
bankruptcy attorney’s advice to fill out the petition, but that he told his attorney 
that he honestly believed that the debt was undisputed because Simpson had 
offered to give him his money back and that even if the total undisputed amount 
wasn’t $800,000, it was undoubtedly at least $15,775. 

 

Issues and Questions: 

1. Does the petitioning creditor, Woodall, have standing to file an involuntary 
bankruptcy petition under 11 U.S.C § 303(b) against Home Builders, LLC? 

2. Which party has the initial burden of proof in establishing that there is no 
“bona fide” dispute as to the claims asserted and what does the party have 



to show to satisfy it?  If a prima facie case is established, what must the 
opposing party do to overcome the prima facie case? 

3. What standard is used to determine if there is a “bona fide” dispute to 
support creditor standing to file an involuntary petition and how much must 
a bankruptcy court look into the underlying dispute to resolve this issue? 

4. What duty does a petitioning creditor have to investigate the number of 
other eligible creditors required to join it in filing a petition before filing the 
petition?  How about as to the financial status of the alleged debtor before 
filing the petition? 

5. Does the addition of 3 petitioners with undisputed, non-continent claims 
solve Woodall’s standing problems in regard to the number of petitioning 
creditors under § 303(b)(2)? 

6. What must Woodall, as a single creditor petitioner, establish to overcome 
the motion to dismiss?  

7. Is good faith a requirement to filing an involuntary bankruptcy petition? 
8. Assuming the motion to dismiss is granted, what are Home Builders’ 

remedies against Woodall? 
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