
IN THE UNITED STATES BANKRUPTCY COURT

FOR THE DISTRICT OF DELAWARE

Tn x~: ) Chapter 11

ARECONT VISION HOLDINGS, LLC, et al.,l ) Case No. 1$-11142

Debtors. ) (Joint Administratign Requested)

DECLARATION OF T. SCOTT AVILA, CHIEF RESTRUCTURING
OFFICER, IN SUPPORT OF FIRST DAY MOTIONS

I, T. Scott Avila, hereby declare that the following is true to the best of my

knowledge, information and belief:

1. I am the Chief Restructuring Officer ("CRO") of Arecont Vision

Holdings, LLC ("Holdings"), and its affiliates Arecont Vision, LLC ("Arecont Vision") and

Arecont Vision IC DISC ("Vision IC" and, together with Holdings and Arecont Vision, the

"Debtors"), that have filed voluntary petitions under chapter 11 of title 11 of the United States

Code (the "Bankruptcy Code") commencing these chapter 11 cases.

2. These cases were filed in order to preserve the value of the Debtors'

business and maintain continued operations pending the Debtors' implementation of a marketing

and sale process which is aimed at maximizing value for the benefit of the Debtors' stakeholders.

To minimize the adverse effects of filing chapter 11, the Debtors have filed a number of

pleadings requesting various kinds of "first day" relief (collectively, the "First Day Motions").

I submit this declaration (the "Declaration") in support of the Debtors'

petitions and First Day Motions (including the exhibits and other attachments to such motions). I

' The Debtors and the last four digits of their U.S. tax identification number are Arecont Vision Holdings, LLC
(9187), Arecont Vision, LLC (1410), and Arecont Vision IC DISC (5376). The Debtors' noticing address in these
chapter 11 cases is 425 Colprado Street, Suite 700, Glendale, CA 91205.
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am familiar with the contents of each First Day Motion and, to the best of my knowledge after

reasonable inquiry, believe that the relief sought in each First Day Motion: (a) is necessary to

enable the Debtors to operate in chapter 11 with minimal disruption; (b) is critical to the Debtors'

efforts to preserve value and maximize creditor recoveries from a sale of substantially all of the

Debtors' assets; and (c) best serves the Debtors' estates and creditors' interests. Further, it is my

belief that the relief sought in the First Day Motions is narrowly tailored and necessary to

achieve the goals of these chapter 11 cases.

4. Except as otherwise indicated, all statements in this Declaration are based

upon my personal knowledge, my review of the Debtors' books and records, relevant documents

and other information prepared or collected by the Debtors' employees and representatives, or

my opinion based on my experience with the Debtors' operations and financial condition. In

making my statements based on my review of the Debtors' books and records, relevant

documents and other information prepared or collected by the Debtors' professionals and

employees, I have relied upon these professionals and employees accurately recording, preparing

or collecting such documentation and other information. If I were called to testify as a witness in

this matter, I could and would competently testify to each of the facts set forth herein. I am

authorized to submit this Declaration on behalf of the Debtors.

5. I was appointed CRO of the Debtors effective March 30, 2018. I am also

currently the Chief Executive Officer of Armory Strategic Partners LLC, the restructuring

advisors to the Debtors. As part of my duties as CRO in these cases, I will be overseeing and

advising the Debtors in connection with their sale and financing efforts, budgets, cash flows,

financial analysis, and overall bankruptcy process. In my capacity with the Debtors, I have
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general knowledge of the books and records of the Debtors, and am familiar with the Debtors'

financial and operational affairs.

6. Part I of this Declaration describes the business of the Debtors, their

capital structure, and the developments that led to their filing for relief under chapter 11 of the

Bankruptcy Code. Part II sets forth the relevant facts in support of the First Day Motions filed

by the Debtors concurrently herewith in support of their chapter 11 cases. Capitalized terms not

defined herein have the meanings ascribed to them in the First Day Motions.

PART I

BACKGROUND

A. Background and General Description of the Debtors

I. The Debtors' Business

7. The Debtors are in the business of designing, manufacturing, distributing

and selling IP-based megapixel cameras for use in video surveillance applications globally,

serving a broad range of industries. The Debtors offer seven megapixel product families ranging

from MegaVideoOO ,single-sensor cameras from 1 to 10 megapixels and SurroundVideo~ multi-

sensor cameras from 8 to 40 megapixels at various price points. The Debtors differentiate

themselves from their competitors with in-house technology development capabilities, with 18

issued patents. Due to a strong focus on innovation, the Debtors were the first to market with 2,

3, 5 and 10 megapixel IP cameras as well as the first H.264 megapixel cameras and multi-sensor

180 and 360 degree panoramic cameras.

Arecont Vision is the Debtors' principal operating entity. The company

was founded in 2003 by Michael Kaplinsky, Ph.D. and Vladimir Berezin, Ph.D. who remain the

current Chief Executive Officer and President, respectively, of Holdings. As part of the ongoing
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reorganization of the Debtors, Messrs. Kaplinsky and Berezin, among other things, resigned

from their pfficer positions at Arecont Vision and Vision IC. Most of the day-tq-day operations

of Arecont Vision are now handled by Raul Calderon, as Chief Operating Officer and General

Manager.

9. The Debtors are headquartered in Glendale, California, where they lease a

40,800 square foot facility. The Debtors' headquarters include administration, engineering,

testing, quality assurance, development, sales and marketing, customer service, operations and

logistics. As of the Petition Date, Arecont Vision has approximately 90 employees, most of

whom are based in California. The Debtors are not party to any collective bargaining

agreements and none of their employees are unionized. The Debtors assemble all products in

Glendale and use third-parties for their manufacturing process, creating a scalable, flexible

manufacturing platform where manufacturing labor comprises a modest proportion of production

costs.

10. The Debtors are able to sell products to all industries including data

centers, government, retail, financial, sports stadiums and healthcare. The Debtors' end-user

customer base includes blue-chip customers such as Wells Fargo, Apple, Google, Facebook,

Microsoft, Citibank, Hilton Hotels, Coca Cola, Starbucks, IKEA, CVS, and FedEx. The Debtors

have relationships with over 100 distributors and over 1,000 systems integrators, which enables

them to sell their products around the globe. Over twenty percent (20%) of the Debtors'

revenues are generated outside the United States and Canada. Prior to an abrupt revenue decline

in 2017 (described below), the Debtors had grown revenue and EBITDA at a compound annual

growth rate of approximately 24% during 2007 through 2016. In 2016, the Debtors' annual
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revenue was approximately $72.7 million. In 2017, the Debtors' annual revenue dropped to

approximately $41.7 million.

11. A further description of the Debtors' business can be found at the Debtors'

website at: www.arecontvision.com.

II. The Debtors' Capital Structure

12. Holdings is a Delaware limited liability company and the sole member of

Arecont Vision, a Delaware limited liability company. Arecont Vision owns 100% of the equity

of Vision IC, a California corporation. Arecont Vision has anon-debtor affiliate called Arecont

Vision Europe GmbH, which acts as the company's representative office in Europe.

13. The Debtors are a privately held company. Together, the Debtors'

founders own over fifty percent (50%) of the membership interests in Holdings. Dr. Kaplinsky

owns 36% of the membership interests in Holdings and Dr. Berezin owns 18% of the

membership interests in Holdings (with an additional3%membership interest held through an

irrevocable trust).

14. As described below, the Debtors believe that their assets have substantial

going concern value that can be preserved and realized through a marketing and sale process.

III. The Debtors9 Secured Indebtedness

15. As of the Petition Date, the Debtors, the financial institutions parties

thereto from time to time as senior noteholders (the "Prepetition Senior Lenders"), and the

financial institutions parties thereto from time to time as subordinated noteholders (the

"Prepetition Subordinated Lenders" and, together with the Prepetition Senior Lenders, the

"Prepetition Lenders") are parties to that Note Purchase Agreement, dated as of March 31, 2014

(as amended, amended and restated, supplemented or otherwise modified from time to time, the
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"Prepetition Secured Note Agreement") and together with the other Note Documents (as defined

in the Prepetition Secured Note Agreement) the "Prepetition Loan Documents"). The Prepetition

Lenders consist of certain insurance company purchasers advised by AIG Investment

Management (U.S.), LLC ("AIG").

16. The Prepetition Loan Documents evidence and govern the obligations of

the Debtors for principal, accrued and unpaid interest, fees, costs, expenses, the Make-Whole

Amount (as defined in the Prepetition Loan Documents), indemnities and other amounts arising

under the Prepetition Loan Documents (the "Prepetition Obli atg ions"). The Prepetition

Obligations to the Prepetition Senior Lenders are secured by first priority liens and security

interests (the "Prepetition Senior Liens") granted to U.S. Bank National Association (the

"Prepetition Agent"), as first lien collateral agent for the benefit of itself and the Prepetition

Senior Lenders, on the collateral described and defined in the Prepetition Loan Documents (the

"Prepetition Collateral"), which includes cash collateral within the meaning of Bankruptcy Code

§ 363(a) ("Cash Collateral"). The Prepetition Obligations to the Prepetition Subordinated

Lenders are secured by second priority liens, and security interests (the "Pre~etition Subordinated

Liens" and, together with the Prepetition Senior Liens, the "Prepetition Liens") granted to the

Prepetition Agent, as second lien collateral agent for the benefit of itself and the Prepetition

Subordinated Lenders, on the Prepetition Collateral.

17. As of the Petition Date, the Debtors are liable for payment of the

Prepetition Obligations in an amount not less than $73,200,000.00, exclusive of accrued and

accruing interest, costs, expenses, Make-Whole Amount, fees and other amounts owed to the

Prepetition Agent and Prepetition Lenders.
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18. The borrowings under the Frepetition Secured Note Agreement funded a

March 2014 dividend recapitalization transaction whereby $80 million of gross proceeds were

utilized primarily to fund d~stributians to the Debtors' ultimate equity holders at the time,

including Messrs. Kaplinsky and Berezin. A portion of the note proceeds were set aside in

individualized equity holder reserve accounts that were administered by Holdings and the

Debtors' principals and subsequently distributed accordingly.

19. Aside from the Prepetition Obligations, the Debtors have no material

secured indebtedness.

IV. The Debtors' Prior Sale Efforts

20. The Debtors' sale efforts initially commenced in November 2015 with the

hiring of Imperial Capital ("Imperial") as investment bankers. An extensive marketing process

followed and ultimately culminated, on March 3, 2017, in the execution of a share purchase

agreement for the interests in Arecont Vision with NetPosa Technologies, Ltd. ("NetPosa"), a

publicly traded Chinese company, for a purchase price of $170 million, subject to customary

working capital adjustments. Following execution of the purchase agreement, a regulatory

review process began with U.S. authorities. During such review process, the Debtors'

performance began to decline due to, among other factors described below, increased

competition from Chinese competitors. This decline ultimately led to NetPosa terminating the

purchase agreement in early September 2p17, which it was not permitted to do under the terms

of its agreement with the Debtors, thereby forcing the Debtors to urgently explore strategic

alternatives and commence litigation against NetPosa.

21. As part of the purchase agreement, NetPosa paid $8.6 million as a deposit,

which amount remains in an escrow account. In October 2017, Holdings filed suit against
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NetPosa for breach of contract and other claims, seeking recovery of the deposit and $SQ million

for damages. The case is styled A~econt Vision Holdings, LLC, v. Wonder Vision Inc., et al.,

Case No. 2017-0741-JRS, and remains pending in the Court of Chancery of the State of

Delaware (the "Wonder Vision Claims")

B. Events Leading to the
Bankruptcy Filings and Commencement of the Chapter 11 Cases

22. The Debtors' performance has been negatively impacted by increased

competition from Chinese manufacturers who are able to produce and sell products at lower

price points. Two third-party chip providers further diminished the Debtors' competitive

advantage by enabling lower-end camera manufacturers to mimic many of the premium features

of Arecont Vision's cameras. To compound matters, several installations were delayed in 2017,

one significant customer suspended orders due to concerns related to cybersecurity (but unrelated

to Arecont Vision's cameras), and what had been a typical pattern of at least one new large-

volume customer per year did not materialize. Consequently, during the course of 2017, the

Debtors saw their financial performance significantly impacted with revenue falling from

approximately $72.7 million in 2016 to approximately $41.7 million at the end of 2017.

23. As part of their strategic restructuring efforts in late 2017, the Debtors

developed a business plan that includes various cost-cutting, revenue generating, and working

capital management initiatives. Arecont Vision's workforce was reduced from 175 employees at

the end of 2016 to approximately 90 at present and non-essential overtime labor has been

eliminated. To further cut costs, the Debtors have identified additional component and

subassembly work that will be done in Asia rather than the United States. The Debtors have

partnered with a contract manufacturer to develop a new lineup of mid-range cameras that enjoy

a higher gross margin than certain existing products that will be replaced, and have also
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partnered with a video management software (VMS) provider to develop a complete video

management solution platform. ether restructuring initiatives include the liquidation of

component inventory, revised pricing for core products, reduced procurement rates, modified

shipping costs, and the monetization or licensing of intellectual property. While the Debtors

believe that these initiatives present a viable means of addressing operational issues, the Debtors'

tenuous financial condition has impaired their ability to service their secured debt and to

continue operations.

24. As a cumulative result of the Debtors' business challenges during 2017,

the Debtors' liquidity was constrained to the point that they missed an October 2017 interest

payment to the Prepetition Lenders and instead commenced negotiations with AIG on a

forbearance agreement. The Debtors entered into a forbearance agreement dated as of November

10, 2017 pursuant to which the Prepetition Lenders agreed to forbear from exercising their rights

and remedies under the Prepetition Loan Documents through November 30, 2017. An

amendment to the forbearance agreement dated as of November 30, 2017, extended the

forbearance period to December 8, 2017.

25. Following an extended period of negotiations, in February 2018, the

Debtors reached agreement with AIG and their principals, Messrs. Kaplinsky and Berezin, on the

terms of a restructuring and related transactions (the "Settlement"), pursuant to which the

Debtors would obtain additional funds that were needed to maintain operations and preserve

their business for the benefit of all stakeholders pending the completion of a marketing and sale

process through the chapter 11 cases. The Settlement went into effect on March 30, 2018.

Among other provisions, pursuant to the Settlement, Messrs. Kaplinsky and Berezin (a) repaid

$2,500,000 to Holdings, which was transferred to Arecont Vision to offset a previous duplicative
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excess cash flow transfer from Arecont Vision to Holdings, (b) waived any accrued salaries

through the end of a sale of the assets of the Debtors (estimated to be approximately $300,000 as

of December 31, 2017), and (c) resigned their officer positions at Arecont Vision and Vision IC,

while retaining their respective positions as CEO and President of Holdings. In order to facilitate

the sale efforts and help maximize the Debtors' value, an additional $500,000 was paid by

Messrs. Kaplinsky and Berezin into a trust account held by Debtors' counsel to fund retention

and incentive payments to certain key employees, subject to Court approval, and an additional

$500,000 was paid by Messrs. Kaplinsky and Berezin into a trust account held by Debtors'

counsel to fund payments to Imperial in its capacity as investment banker. Any amounts in

escrow that are not utilized for the intended purposes set forth in the Settlement must be returned

to the principals. As further consideration for the Settlement, Holdings has assigned to Arecont

Vision all right, title and interest in the Wonder Vision Claims, provided that Messrs. Kaplinsky

and Berezin are entitled to payment of 10% of the net cash proceeds received by the Debtors on

account of the Wonder Vision Claims as long as they reasonably assist in the prosecution of such

claims. AIG and the Prepetition Lenders, on the one hand, and Messrs. Kaplinsky and Berezin,

on the other hand, also released each ether of all potential claims and causes of action, as did the

Debtors, on the one hand, and Messrs. Kaplinsky and Berezin, on the other hand. Moreover,

pursuant to the Settlement, I was installed as the CRO of the Debtors and assumed managerial

responsibilities with respect to Arecont Vision and Vision IC. With respect to Holdings, my

duties are limited to administration of the chapter 11 case of Holdings, subject to the supervision

of Messrs. Kaplinsky and Berezin. Also as part of the Settlement, AIG agreed to provide the

debtor-in-possession financing (as described below) needed to further facilitate the contemplated

section 363 sale process.
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26. Imperial continued to act as the Debtors' investment bankers to undertake

the marketing process for the Debtors' assets and will continue in that capacity post-

petition. $eginning on or about Apri14, 2018, Imperial commenced a further marketing process

by contacting a broad universe of potential strategic and financial buyers with a "teaser"

describing the Debtors' business and assets and providing potential buyers with anon-disclosure

agreement (an "NDA"). Imperial also created an electronic data room for prospective buyers

containing information and documents relating to the Debtors. In total, Imperial contacted 41

potential strategic buyers (U.S.-based and foreign) and 70 potential financial buyers

(predominantly U.S.-based private equity firms focused on middle market special

situations/turnarounds). Of these 111 parties, 27 entities (four strategic and 23 financial)

executed NDAs and received confidential information memoranda and data room access, and

five (three strategic and two financial) held meetings and/or teleconferences with management to

conduct further due diligence. In light of a target Petition Date of May 14, 2018, Imperial set a

deadline of May 4, 201$, at 5:00 pm PDT for non-binding indications of interest ("IoIs"), with

the intention of using the week of May 7, 2018, to select a single bidder to finalize diligence and

an asset purchase agreement to have a "stalking horse" in place by the Petition Date. By the

May 4 deadline, Imperial received IoIs from five parties (three strategic and two financial).

27. Following multiple discussions among the Debtors, the Prepetition

Lenders, and their respective professionals, and following the clarification by Imperial of certain

questions regarding the IoIs, Turnspire Capital, LLC ("Turns ire") submitted a Letter of Intent

and was selected as the lead bidder, based upon the valuation and terms proposed in its Letter of

Intent, the level of diligence and work that Turnspire had conducted in preparing its Letter of
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Intent, and Imperial's assessment of the Turnspire's ability to reach a fully negotiated asset

purchase agreement.

28. As of the Petition Date, the Debtors are finalizing the terms of a definitive

asset purchase agreement with Arecont Technologies LLC, an affiliate of Turnspire ("Arecont

Technologies"), as stalking horse, which agreement contemplates the sale of substantially all of

the Debtors' assets. The Debtors will seek Court approval to consummate the transaction,

subject to overbid at an auction pursuant to certain proposed overbid procedures and protections.

Following approval of bid procedures by the Court and the designation of Arecont Technologies

as stalking horse, Imperial will continue its marketing efforts with potential bidders, which will

include "blast" electronic communications informing potentially interested parties of the

Debtors' chapter 11 filing and their ongoing sales effort. The Debtors believe that this marketing

and sale process will preserve going concern value and maximize recoveries for all stakeholders.

PART II

FIRST DAY MO'T'IONS AND APPLICATIONS2

29. In order to enable the Debtors tp minimize the adverse effects of the

commencement of their chapter 11 cases, they have requested various types of relief in the First

Day Motions filed simultaneously with this Declaration. The Debtors have an immediate need to

continue the operation of their business by securing goods and paying employees in the normal

course of business. I believe that the relief sought in the First Day Motions is necessary to meet

the goals described above. I believe that the failure to grant the relief sought in the First Day

Motions is necessary to avoid immediate and irreparable harm to the Debtors and their

employees, customers, vendors, and creditors.

2 Unless otherwise noted, capitalized terms used in this Part II have the meanings ascribed in the applicable First
Day Motion.
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30. A summary of the relief sought in each First Day Motion is set forth

below.

A. Debtors' Motion for prder: (I) Authorizing Debtors to File
(A) ~onsaifdated Dist of Creditoi s anti (B) Consolidated Lisp
Of Debtors' Top Thirty Unsecured Creditors; and (II)
Granting Related Relief (the "Consolidated Matrix Motion")

31. The Debtors request authority to file a single list of their thirty (30) largest

general unsecured creditors on a consolidated basis as set forth in the Consolidated Matrix

Motion. Because the lists setting forth the names, addresses, and claim amounts of the creditors,

excluding insiders, holding the twenty largest unsecured claims in the debtor's case (the "Top 20

Lists") could overlap, and certain Debtors may have fewer than twenty identifiable unsecured

creditors, the Debtors submit that filing separate Top 20 Lists for each Debtor would be of

limited utility. In addition, given the worldwide location of many of their general unsecured

creditors, the exercise of compiling separate Top 20 Lists for each individual Debtor could

consume an excessive amount of the company's limited time and resources, and could constitute

a distraction of management's attention otherwise needed qn operations at the start of these

chapter 11 cases. Finally, the Debtors believe a single, consolidated list of the company's thirty

(30) largest unsecured, non-insider creditors will aid the U.S. Trustee in its efforts to

communicate with these creditors.

32. Moreover, as summarized below, the Debtors have filed an application

(the "A eg nt Application") seeking the appointment of Omni Management Group, Inc. ("Agent")

as their claims and noticing agent in these chapter 11 cases. If the Agent Application is granted,

Agent will, among other things, (a) assist with the consolidation of the Debtors' computer

records into a creditor and security holder database and (b) complete the mailing of notices and

other documents in these chapter 11 cases to the parties in these databases, as explained in the
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Agent Application. Therefore, I believe that the procedures set forth in the Consolidated Matrix

Motion are fair, will provide adequate notice to parties in interest, and will reduce administrative

costs.

B. Motipn for Entry of An Order Directing the Joint Administration
of the Debtors' Chapter 11 Cases (the "Joint Administration Motion")

33. As explained above, the Debtors are affiliates. I believe that joint

administration of the Debtors' cases will ease the administrative burden on the Court and all

parties in interest in these chapter 11 cases. Many of the motions, hearings and orders that will

arise during the course of these chapter 11 cases will generally implicate all Debtors. I believe

that the joint administration of the chapter 11 cases will have several benefits, including:

(a) using a single general docket for the chapter 11 cases and combine notices to creditors of the

Debtors' respective estates and other parties in interest; (b) avoiding the need for duplicative

notices; motions and applications, thereby saving time and expense; (c) reducing the volume of

pleadings that otherwise would be filed with the Clerk of the Court; and (d) providing parties in

interest with a single point of reference for all matters relevant to these chapter 11 cases. I

therefore believe that the joint administration of the Debtors for procedural purposes set forth in

the Joint Administration Motion is in the best interest of the Debtors and the estates.

C. Debtors' Application for Entry of an Order (I) Appointing Omni Management
Group, Inc. as Claims and Noticing Agent and (II) Granting Related Relief

34. As I noted above, the Debtors request that the Court appoint the Agent as

the Debtors' claims and noticing Agent and to perform the services described in the Agent

Application. I believe that the Agent is well suited to perform the services set forth in the Agent

Application and has acted as official claims and noticing agent in many large cases nationwide

and in this District.- I believe that the appointment of the Agent will expedite the distribution of
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notices and processing of claims and will relieve the Clerk's Office of these administrative

burdens. Approval of the Agent Application is in the best interests of the Debtors and their

estates

D. Debtors' Motion for Interim and Final Orders Parsuant to 11 U.S.C. §§ 105, 361,
3C2, 3~3, 364, and SQ7, Bankruptcy Rules 20Q2, 4001, b004, and 9014, and Local

Rule 4041-2 (i) Authorizing the Debtors to Use Cash Collateral anti gbtain Post-
Petition Financing, (ii) Granting Liens and Providing Super-Priority Administrative

Expense Status, (iii) Granting Adequate Protection, (iv) Scheduling a Final Hearing,

and (v) Granting Related Relief (the "DIP Financing Motion")

35. A summary of the Debtors' prepetition capital structure is set forth in

paragraphs 15-19, above, and is incorporated herein.

36. By the DIP Financing Motion, the Debtors seek authority to obtain

postpetition financing, consisting of senior secured superpriority, multi-draw term loans (the

"DIP Loan(s)," and together with all other obligations under the DIP Facility, the "DIP

Obli atg ions") to be advanced and made available to the Debtors in the aggregate maximum

principal amount of $4,000,000 (such amount, the "Committed Amount;" such facility, the "DIP

Facility") from American General Life Insurance Company, American Home Assurance

Company, The United States Life Insurance Company in the City of New York, The Variable

Annuity Life Insurance Company, American Home Assurance Company and United Guaranty

Residential Insurance Company (the "DIP Lenders"), consistent with the terms and conditions of

the Senior Secured, Super-P~io~ity Debtor-In-Possession Credit and Security Agreement, the

form of which is attached as Exhibit A to the proposed Interim Order (without schedules, and

with such changes or amendments, if any, as were or may be made with the agreement of the

DIP Lenders prior to or as a result of the Interim Hearing (as defined herein) and as amended,

supplemented or otherwise modified from time to time in accordance with the terms and

conditions set forth herein, the "DIP Credit Agreement"), and the Approved Budget (as defined
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below and together with the DIP Credit Agreement and any other document or instrument

executed and/or delivered in connection with the DIP Facility, the "DIP Loan Documents." Qf

the Committed Amount, the Debtors seek interim authority to borrow up to $2,750,000 under the

DIP Facility upon entry of the Interim Order. The DIP Facility presents these estates with the

best economic terms available while providing adequate liquidity to maintain operations in the

ordinary course and satisfy ongoing administrative expenses associated with these cases.

37. The Debtors performed due diligence regarding the reasonableness of the

terms proposed for the DIP Facility and contacted several potential alternative funding sources.

No lender was willing to provide financing to the Debtors on an unsecured or subordinated basis,

or on materially better terms than the Prepetition Lenders. Further, alternative financing would

require the Debtors to prime the security interests of the Prepetition Lenders, which the

Prepetition Lenders would not consent to absent adequate protection, which the Debtors are

unlikely to be able to provide in connection with a third party lender.

38. The Debtors have an urgent and immediate need for access to funds

available under the DIP Facility and the use of the Cash Collateral. Such funding is necessary in

order for the Debtors to have sufficient liquidity to operate their business, satisfy their vendor

and customer obligations, and pay their employees. Without immediate access to the DIP

Facility and Cash Collateral, the Debtors would be forced to terminate operations and liquidate

their assets, which would put all of the Debtors' dedicated employees out of work and

irreparably damage the Debtors' efforts to maintain going concern value or to maximize

recoveries through an orderly sale process. Accordingly, the Debtors strongly urge the Court to

authorize the DIP Facility and continued use of Cash Collateral on the terms contemplated

herein, initially on an interim basis and, following a final hearing, on a final basis.
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39. The terms of the DIP Credit Agreement were negotiated in good faith and

at arm's-length between the Debtors and the DIP Agent, resulting in an agreement that is

designed to permit the Debtors to maximize the value of their assets through agoing-concern

sale of their business pursuant to section 363 of the Bankruptcy Code. The DIP Facility provides

sufficient liquidity to allow for a fulsome bidding process and the milestones and other terms

contained in the DIP Loan Documents provide sufficient flexibility for the Debtors to maximize

the value of their operations and assets. The proposed terms are fair, reasonable and appropriate

under the circumstances, and should be approved.

E. Motion of Debtors for Order Under Sections 105, 345, 363,1107 and 1108 of the

Bankruptcy Code Authorizing (i) Maintenance of Existing Bank Accounts;

(ii) Continuance of Existing Cash Management System, Bank Accounts, Checks and

Related Forms; and (iii) Granting Related Relief (the "Cash Mana~emenY Motion")

40. By the Cash Management Motion, the Debtors seek authorization for the

(i) maintenance of existing bank accounts, including the authority to pay routine prepetition

banking fees owed to financial institutions; (ii) continued use of the Debtors' existing cash

management system, bank accounts, and checks (the "Cash Management S sy tem"). The Cash

Management System provides a mechanism for the collection, management, and disbursement of

funds used in the Debtors' business. A list of the Debtors' cash management system bank

accounts (collectively, the "Bank Accounts") is set forth on Exhibit A to the Cash Management

Motion and a schematic diagram of the Cash Management System is attached as Exhibit B to the

Cash Management Motion.

41. The Debtors seek a waiver of the United States Trustee's requirement for

the closure of the Bank Accounts and opening of new postpetition bank accounts at depositories

authorized by the United States Trustee. If strictly enforced, I believe the requirement to close

and open new accounts would cause a severe disruption in the Debtors' activities and would
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impair the Debtors' ability to operate under chapter 11. Maintenance of the Bank Accounts and

the Cash Management System will greatly facilitate the Debtors' operations in chapter 11. I

believe the continued maintenance of the Bank Accounts is of paramount importance because the

accounts are used to collect revenues and effectuate payments to employees and vendors.

42. If the Bank Accounts were closed, the Debtors would have to open new

accounts and then attempt tQ arrange alternative electronic and manual payment procedures for

payments into and out of the Debtors' accounts, which would disrupt the flow of postpetition

receipts and disbursements. In addition, closing the Bank Accounts would require the Debtors to

cancel and reinstitute wire transfer instructions which would be difficult to modify under exigent

circumstances. I believe this disruption would severely impact and could irreparably harm the

Debtors' ability to operate at this critical juncture. Therefore, the Debtors should be permitted to

maintain their existing Bank Accounts and, if necessary, open new accounts as debtors-in-

possession accounts, and/or close any unneeded existing Bank Accounts.

43. To minimize expense to their estates, the Debtors also request authority to

continue using their respective existing pre-printed check stock, deposit slips, and related forms

without reference to their "debtors in possession" status until the existing stock has been

exhausted, provided that the Debtors shall add the "debtors in possession" designation to any

new checks ordered after the depletion of the existing stock. In addition, the Debtors request a

reasonable amount of time to alter their software to provide for the insertion of "debtors in

possession" on postpetition purchase orders and invoices, which the Debtors estimate may take

up to four weeks to implement.
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F. Motion for Entry of an Qrder Authorizing the Debtors to (i) Pay end/or Honor
Prepetition Wages, Salaries, Commissions, Employee Benefits, and Other

Compensation; (ii) Remit Withholding Obligations and Deductions; (iii) Maintain

Eaaa~loyee Cora~pensation and Benefits Programs and I'a3T Related Administrative

Obligations; said (iv) Authorize Applicable Banks and Other Financial Institutions

~a ~e~~pv~, ~~nc~r, end Pay C~~#aiii Cheeks Pre~~~tec1 far Paya~~~nt and ~anar

Certain Fund Transfer Requests (tile "Employee Wage end Benefits Motio~i")

44. By the Employee Wage and Benefits Motion, the Debtors seek to

minimize the personal hardship to Arecont Vision's remaining employees (collectively, the

"Employees") as a result of the filing of these chapter 11 cases and to minimize the disruption to

the Debtors' operations. To accomplish this, the Employee Wage and Benefits Motion requests

to the authority to (a) pay and honor, among other things, certain prepetition claims of their

employees for wages, salaries, commissions and compensation (the "Wages"), (b) pay and honor

employee benefits and expense reimbursements (collectively, the "Benefits" and, together with

Wages, the "Wages and Benefits"), (c) pay amounts owed to their Sales Representatives and

International Consultants (as those terms are defined in the Employee Wage and Benefits

Motion) and to third party labor staffing firms, (d) remit withholding obligations and Employee

deductions, and (e) continue to pay and honor such Wages and Benefits as they become due

postpetition in the ordinary course of the Debtors' business.

45. The Debtors' maintain a diverse workforce that is comprised of: (i) the

Debtors' 91 Employees; (ii) 8 domestic and 8 international sales representatives who receive

commissions based on the sale of the Debtors' products in domestic and international markets;

(iii) 9 international consultants who support the Debtors' international operations and sales

efforts; and (iv) third party workforce by certain staffing agencies that provide temporary labor

to the Debtors an an as-needed basis, as more fully explained in the Employee Wage and

Benefits Motion.

DOCS LA:3116A2.14 05062/001 19

Case 18-11142    Doc 4    Filed 05/14/18    Page 19 of 30



46. In order to minimize the personal hardship that Employees would suffer if

prepetition employee-related obligatipns are not paid when due, and to maintain employee

morale during this critical time, it is important that the Debtors be permitted to pay/and or

perform, as applicable, the Employee related obligations described in the Employee Wage and

Benefits Motion, including payment of the fallowing Wages and Benefits:

Gross Wages $435,000

Payroll Taxes (Employee &Employer) $100,000

Payday Payroll Register (payroll processing) $1,300

Reimbursable Expenses $75,000

Employee Sales Commissions $20,000

Sales Representative Commissions (domestic
and international

$'75,000

International Consultants $93,000

Third Party Staffing Agencies $25,000

Camera Repair Performance Bonus $5,000

MBO Bonus $3,000

Flexible Spending Account Program
administration fees

$1,300

4Q 1(k) Plan administration fees and 401(k)
Plan Auditor

$10,000

Workers' Compensation Insurance $100,000

47. The Employees have an intimate knowledge of the operation of the

Debtors' business and are critical components to the successful sale of the Debtors' business.

Deterioration in the morale and welfare of the Employees at this critical time undoubtedly would

adversely impact the Debtors and their ability to maximize the value of their assets. Satisfaction

of the Wages and Benefits, as described in the Employee Wage and Benefits Motion, is

necessary to maintain the Employees' morale during the case and to insure continued, efficient
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operation in prder to maximize value for all creditors. If the Debtors are unable to honor accrued

Wages and the Benefits described in the Employee Wage and Benefits Motion, Employee morale

and loyalty will be jeopardized at a time when Employee support is critical. The Debtors believe

that any uncertainty with regard to continuation of Wages and Benefits will cause significant

anxiety at precisely the time the Debtors need their Employees to perform their jobs at peak

efficiency.

G. Motion Pursuant to Sections 105(a), 507(a)(8), and 541(d) of the Bankruptcy Code
for an Order Authorizing the Payment of Prepetition Sales and Use Taxes, Business
Fees axed Other Similar Taxes and Fees (the "Sale and Use Tax Motion")

48. In the ordinary course of their business, the Debtors collect and remit

sales, use and related taxes ("Sales and Use Taxes") to the Taxing Authorities in ten states and/or

certain municipal or governmental subdivisions or agencies of those states in connection with the

sale of their products in those states. Generally, the Debtors collect and remit Sales and Use

Taxes to the applicable Taxing Authority on a monthly basis; however, some jurisdictions are

paid on a quarterly, semi-annual or annual basis. I am informed that the Debtors are current on

the payment of Sales and Use Taxes and do not believe that any Sales and Use Taxes are

outstanding. However, out of an abundance of caution, the Debtors seek to pay up to $5,000 in

prepetition Sales and Use Taxes that may not have been paid prior to the Petition Date and in the

ordinary course of business.

49. The Debtors pay routine business and license fees (the "Prepetition

Business Fees") in the operation of their business to local jurisdictions, including to the City of

Glendale, in which the Debtors' headquarters is located. As of the Petition Date, the Debtors

believe they are current on the Prepetition. Business Fees, but out of an abundance of caution,
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seek authority to pay up to $1,500 in respect of any Prepetition Business Fees that maybe not

have been paid prior to the Petition Date and in the ordinary course of business.

50. The Debtors seek authority to remit Prepetition Tax Obligations in an

aggregate amount (excluding amounts paid prepetition by checks that have not yet cleared3 and

amounts that may be subsequently determined on audit to be owed a particular Taxing Authority

or party who ordinarily collect the Prepetition Tax Obligations) not to exceed (i) $5,000 with

respect to Prepetition Tax Obligations and (ii) $1,500 with respect to Prepetition Business Fees,

without prejudice to the Debtors' rights to contest the amounts of any Prepetition Tax

Obligations or Prepetition Business Fees, as applicable, on any grounds they deem appropriate.

51. The Debtors seek authority to pay the Prepetition Tax Obligations and

Prepetition Business fees in order to avoid disruption to their business. It is my

understanding that the non-payment of Prepetition Tax Obligations could also result in

personal liability for the Debtors' officers and directors and could give rise to liens on

certain of the Debtors' property. It is also my understanding the Prepetition Tax Obligations

are not property of the Debtors' estates and are property of the jurisdictions for which the

Debtors are required to collect and remit. Therefore, to prevent immediate and irreparable

harm, I believe the relief requested in the Sale and Use Tax Motion should be granted and

the Debtors should be allowed to pay the Prepetition Tax Obligations and Prepetition

Business Fees to the appropriate authorities.

3 The Debtors request authority to reissue any amounts paid by check prepetition that have not cleared as of the

Petition Date and are dishonored.
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H. Debtors' Motion for Entry of an Order Authorizing the Debtors to
Honor Certain Prepetition Obligations to Customers and to Otherwise

Coiitiiiue Certain Customer Programs in the Qrdinary Course

of Business (fhe 66C~s~omer Pr o~r~~s 1VIotio~"}

52. 1Vlaintaining the loyalty, support, and goodwill of their customers is

critical to both the Debtors' operation in chapter 11 and ongoing efforts to sell their business.

The Debtors must maintain positive customer relationships and their reputation for reliability to

ensure that their customers continue to purchase the Debtors' products during the pendency of

these chapter 11 cases. The Debtors' Customer Programs are critical in this regard.

53. As explained in the Customer Programs' Motion, the Debtors' Customer

Programs are generally comprised of programs in which they: (i) offer ship and debit programs

for major distributors (the "Ship and Debit Program"); (ii) provide a stock rotation program that

permits certain distributors to return a percentage of purchased inventory to the Debtors (the

"Stock Rotation Pro r~ am"); (iii) authorize a return program that allows certain customers to

return products pursuant to individual- arrangements or agreements (the "Stock Return

Program"); (iv) offer a warranty program covering the sale of their products (the "Global

Limited Warranty Pro~r, am"); (v) provide a program to replace and/or repair, as applicable,

defective (the "Repair/Advance Replacement Program"); (vi) provide a percentage discount for

certain eligible customers if they pay their invoices within a specified period of time from

issuance (the "Quick Pa~Program"); (vii) provide a product registration program that provides

customers with discounts for registering and providing details of their projects with the Debtors

(the "Product Registration Pro~am") and, in connection with this program, an extended

warranty program (the "Extended Warranty"); and (viii) provide loaner products and accessories

to customers for a limited period of time (the "Loaner Program"). The Debtors believe that their

ability to continue the Customer Programs and to honor their obligations thereunder in the
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ordinary course of business is necessary to retain their reputation for reliability, to meet

competitive market pressures, to ensure customer satisfaction, and enhance revenue and

profitability in order to preserve the going-concern value of their assets for the benefit of all the

Debtors' stakeholders.

54. Honoring and continuing the Ship and Debit Program, Stock Rotation

Program, Stock Return Program, Global Limited Warranty Program, Repair/Advance

Replacement Program, Quick Pay Program, Product Registration Program, Extended Warranty

Program and Loaner Program are critical to the Debtors' continued operations and sale efforts in

order to maintain their customer base. If the Debtors are not able to offer the Customer

Programs, I believe that their ability to conduct business and generate sales will be severely

hampered. Continuing the Customer Programs without interruption during the pendency of these

chapter 11 cases will help preserve the Debtors' valuable relationships with their distributors and

enhance continued goodwill. Customers have relied on the Debtors' representations and

commitments to provide the arrangements under the Customer Programs. The Debtors must

continue to maintain a business as usual model in order to avoid customer migration and the

potential cancellation of existing orders if the Debtors are unable to maintain their existing

arrangements. This is especially critical given the ongoing sale process of the Debtors' business.

In addition, continued maintenance of the Customer Programs will allow the Debtors to maintain

their competitive edge in the industry. Importantly, the Debtors' competitors maintain similar

programs. As such, the Debtors' various customers have a ready alternative willing to meet such

customers' needs and take such customers' business away from the Debtors. Thus, if the

Debtors are unable to continue their Customer Programs postpetition or meet obligations to their

customers under the various Customer Programs accrued both prepetition and postpetition, the

DOCS LA:311642.14 05062/001 2~

Case 18-11142    Doc 4    Filed 05/14/18    Page 24 of 30



Debtors risk alienating certain customer constituencies, losing customers to the Debtors'

competitors, and suffering the corresponding losses in customer loyalty and goodwill that will

harm the Debtors' goal of maximizing value for all constituents. Therefore, I believe that the

relief requested in the Customer Program Motion is in the best interests of the Debtors and their

estates.

I. Motion of Debtors far Order Pursuant to 11 U.S.C. §§ 105(a) and 363

Authorizing Debtors to Pay Prepetition Claims of Shippers

and Wa~•ehoi~seinen and Granting Related Relief (the "Shippers Motion")

55. Pursuant to the Shippers Motion, the Debtors seek the authority to

continue to pay, in the ordinary course of business, certain prepetition claims of the Debtors'

shippers, warehousemen and logistical support management (collectively, the "Shippers") who

have (or may have) non-bankruptcy law remedies available to secure payment of their claims.

The Shippers include Federal Express, United Parcel Services, DHL, A-sonic, T&T, Air Cargo,

Al Carrier, TransGroup International and Transworld. The Debtors' warehousemen include

Accu-Sembly and A-Sonic (who is also Shipper). The Debtors also use Fishbowl to manage and

track their inventory. The Debtors request the authority, but not the obligation, to pay up to

$250,000 on account of the prepetition claims that they estimate may be owed to the Shippers as

of the Petition Date, which include shipping, storage, warehousing, customs and other charges

relating to the import, export and transport of the Debtors' products in the ordinary course of

business (collectively, the "Shimming; Charges"), as described in the Shipping Motion. The

Debtors also seek authority for all banks and financial institutions to honor any checks or

requests fQr payment related to Shipping Charges whether presented prepetition or postpetition.

56. I am informed that the estimated retail value of the merchandise being

transported and/or processed as of the Petition Date by the Shippers is approximately $1,400,000
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and substantially outweighs the outstanding Shipping Charges. In the event that such charges

remain unpaid, I believe that the Shippers may assert liens for transportation or storage costs, and

may refuse to deliver or release goods in their possession until their claims are paid and their

liens satisfied. A-sonic and Accu-Sembly may assert warehousemen liens based on the storage

of the Debtors' bulk inventory and component parts, respectively.

57. I believe that continuation of the Debtors' positive relationship with the

Shippers is imperative to their continued operation and ability to effectively sell their business.

The payment of the prepetition Shipping Charges is essential to assure the value of the Debtors'

estates is maintained. In addition to the potential loss of the merchandise in the control of the

Shippers, the Debtors require the services of the Shippers going forward to continue to ship and

store the Debtors' products in the operation of their business. Therefore, I believe that the

Shippers Motion should be granted.

J. Motion of the Debtors for Order (A) Authorizing the Debtors to
(I) Maintain Installment Payment Agreement with Insurers and (II) Pay
Installment Payments Under Agreement; and (B) Authorising Financial
Institutions to Honor All Obligations Related Thereto (the "Insurance Motion")

58. On or about April 27, 2018 (the "Coverage Date"), the Debtors renewed

the- Policies with the Insurers for a twelve month period. The Debtors. also agreed to make an

initial payment for the Policies (the "Initial Payment"). A portion of the Initial Payment has

been paid with respect to the Policies that have already been assigned policy numbers. However,

as of the Petition Date, the Debtors estimate that they still owe approximately $84,000 in unpaid

Initial Payment amounts with respect to workers' compensation and cyber/crime insurance

pending assignment of the policy numbers for those particular policies. In addition to the Initial

Payment, the Debtors have entered into an agreement with the Insurers (the "Installment

Payment Agreement") to pay the premiums under the Policies in nine installment payments in
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the amount of $32,000 each (the "Installment Payments"). Under the Installment Payment

Agreement, the Insurers directly invoice the Debtors when an Installment Payment is due.

Although the Policies were issued by the Insurers and the Debtors maintain coverage, the

Insurers have not yet assigned policy numbers for the workers' compensation and crime/cyber

insurance. I am informed that assignment of a policy number is required before the Insurers can

accept Installment Payments. Accordingly, although the Installment Payment have been made

with respect to the other Policies, the Debtors have not paid the Installment Payments for

workers' compensation and crime/cyber insurance and will not be able to do so until policy

numbers are assigned and the invoice is received. Thus, as of the Petition Date, the Debtors

estimate that they owed the Insurers at least $84,000 in unpaid Installment Payments for

workers' compensation and crime/cyber insurance.

S9. The Policies are essential to preserving the value of the Debtors' assets

and estates and, I understand, are required pursuant to applicable law and the United States

Trustee Guidelines. Accordingly, it is in the best interests of the estates to continue to pay the

amounts due under the Policies regardless of whether a given payment became due prior to or

after the Petition Date. Unless the Debtors are authorized to continue to pay their premiums

pursuant to the Palicies, including the Initial Payment and the Installment Payments, the Insurers

will seek to cancel the Policies.

60. The termination of the Policies would leave the Debtors' estates at risk of

loss if an unforeseen event occurred. To avoid this risk, the Debtors would need to obtain new

insurance policies, which they may not be able to obtain at favorable prices, or for which they

may be required to pay the premiums in full up front, which would in turn reduce the estates'

assets available to pay creditors.
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61. The Policies provide the Debtors with essential insurance coverage. Any

lapse in the coverage to be provided under the Policies could expose the Debtors to substantial

liability, monetary and otherwise, for injuries, damages and penalties for failing to maintain

proper insurance. Therefore, in light of the importance of the Policies, I believe that the

Insurance Motion should be granted.

K. Motion of Debtors for Order• Pursuant to Sections 105(a), 362 and 365 of the
Bankruptcy Code Enforcing and Restating Automatic Stay and Bankruptcy
Termination Pra~~isions of I~ankruptcy Code (the "Automatic Stay Motion")

62. As noted above, the Debtors sell products to all industries including data

centers, government, retail, financial, sports stadiums and healthcare. The Debtors have

relationships multiple distributors and systems integrators, which enables them to sell their

products around the globe. The Debtors, as a result of business operations conducted together

with their non-debtor affiliate and representative offices, may have creditors and counterparties

to contracts that may not be well-versed in the provisions pf, and restrictions imposed by, the

Bankruptcy Code. Consequently, the Debtors believe various potential parties in interest could

attempt to seize assets located outside of the United States to the detriment of the Debtors'

estates and creditors, or take other actions in contravention of the automatic stay provided for

under the Bankruptcy Code.

63. I believe that the order requested by the Automatic Stay Motion is

necessary to apprise parties of the existence and effect of the automatic stay and other provisions

of the Bankruptcy Code, particularly for those in foreign jurisdictions who may not be familiar

with the Bankruptcy Code, and will help prevent the avoidable expense of enforcing the

provisions of the Bankruptcy Code against parties that might otherwise unwittingly violate those -

sections. An order restating the automatic stay provisions and the bankruptcy termination
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provisions applicable to executory cpntracts and unexpired leases is appropriate in the Debtors'

cases because of the international components of the Debtors' business.

[remainder of page intentionally blank]
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