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JENNIFER CONVERTIBLES, INC., et al., 1 Case No. 10-13779 (ALG) 

Debtors. 
(Jointly Administered) 

DECLARATION OF RAMI ABADA IN SUPPORT OF (I) CONFIRMATION OF 
AMENDED JOINT CHAPTER 11 PLAN OF REORGANIZATION FOR 

JENNIFER CONVERTIBLES, INC. AND ITS AFFILIATED DEBTORS, AND (II) THE 
DEBTORS' MOTION PURSUANT TO 11 U.S.C. § 365 FOR APPROVAL OF THE 

ASSUMPTION OF EXECUTORY CONTRACTS WITH LICENSOR, EFFECTIVE AS 
OF THE EFFECTIVE DATE OF A PLAN OF REORGANIZATION 

RAMI ABADA, declares, pursuant to 28 U.S.C. § 1746, under penalty of perjury that: 

1. I am President, Chief Operating Officer ("COO"), and Chief Financial 

Officer ("CFO") of Jennifer Convertibles, Inc. ("Jennifer Convertibles") (collectively with its 

subsidiaries, the "Debtors"). I am also the President and a director of the debtor Hartsdale 

Convertibles, Inc. ("HCI"). I submit this declaration in support of confirmation of the Debtors' 

1 The Debtors in these chapter 11 cases, along with the last four digits of each Debtor's federal tax identification 
number, if applicable, are: (i) Jennifer Convertibles, Inc. (4646); (ii) Jennifer Convertibles Boylston MA, Inc. 
(7904); (iii) Jennifer Chicago Ltd. (0505); (iv) Elegant Living Management, Ltd. (5049); (v) Hartsdale Convertibles, 
Inc. (1681); (vi) Jennifer Management III Corp. (3552); (vii) Jennifer Purchasing Corp. (7319); (viii) Jennifer 
Management II Corp. (9177); (ix) Jennifer Management V Ltd. (9876); (x) Jennifer Convertibles Natick, Inc. 
(2227); (xi) Nicole Convertibles, Inc. (5985); (xii) Washington Heights Convertibles, Inc. (0783). 
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Amended Joint Chapter 11 Plan of Reorganization for Jennifer Convertibles, Inc. and Its 

Affiliated Debtors, dated December 21,2010 (as may be modified and/or amended, the "Plan,,).2 

2. In my capacity as President, COO and CFO, I am familiar with the day-to-

day operations and the business and financial affairs of the Debtors. I have been consistently 

involved in and am familiar with the Debtors' financing activities, restructuring and the 

development of the Plan. 

3. Except as otherwise indicated, all facts set forth herein are based upon my 

personal knowledge or the personal knowledge of employees who report to me, my review of the 

Debtors' business records or my opinion based upon my familiarity with the Debtors' business, 

operations and financial condition. If I were called upon to testify, I could and would testify 

competently as to the faets set forth herein. 

I PROFESSIONAL BACKGROUND 

4. I joined Jennifer Convertibles, Inc. as a part-time salesman in 1982, and 

have worked for the eompany ever since. I became the Debtors' President and a member of the 

Board of Directors in December 1997. I have been Chief Operating Officer since April 1994 and 

became Chief Financial Officer in September 1999. I was Executive Vice President from April 

1994 to December 1997. 

II BACKGROUND OF THE DEBTORS' CASES 

A. The Debtors' Business Operations 

5. Jennifer Convertibles, Inc. was organized as a Delaware corporation in 

1986, and is currently the owner of (i) the largest group of sofabed specialty retail stores and 

leather specialty retail stores in the United States, with stores located throughout the Eastern 

Capitalized terms used but not otherwise defined herein shall have the meanings ascribed to them in the 
Plan. 
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seaboard and the West Coast, and (ii) six big box, full-line furniture stores operated under the 

Ashley Furniture HomeStore brand (the "Ashley Stores") under a license from Ashley Furniture 

Industries, Inc. As of the Petition Date, the Debtors' stores included 130 stores operated by the 

Jennifer segment. During fiscal 2007, the Debtors opened their first Ashley Store. As of the 

Petition Date, the Debtors operated seven Ashley Stores. Currently, the Debtors have seventy­

three stores in the Jennifer segment, and six Ashley Stores. 

B. Background Of These Cases 

6. On July 18,2010 (the "Petition Date"), Jennifer Convertibles and each of 

the other Debtors filed a voluntary petition for rcliefunder chapter 11 oftitle 11 ofthe United 

States Code (the "Bankruptcy Code"). Since the Petition Date, the Debtors have continued in the 

possession of their respective properties and the management oftheir respective businesses as 

debtors in posscssion pursuant to sections 1107 and 1108 of the Bankruptcy Code. 

7. By order of this Court dated July 22,2010, these Chapter 11 Cases wcre 

consolidated for procedural purposes only. On July 23,2010, the United States Trustee for the 

Southern District of New York (the "U.S. Trustee") appointed an official committee of 

unsecured creditors (the "Creditors' Committee"). 

8. On December 22,2010, the Court entered an order (the "Disclosure 

Statement Order") approving the Disclosure Statement with Respect to the Amended Joint 

Chapter 11 Plan of Reorganization for Jennifer Convertibles, Inc. and Its Affiliated Debtors (the 

"Disclosure Statement"). Thereafter, the Debtors commenced the solicitation process, including, 

without limitation, providing notice of the Confirmation Hearing and transmitting solicitation 

materials to the Holders of Claims entitled to vote to accept or reject the Plan. 
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C. Fonnulation of the Plan 

9. Prior to filing the Plan, months of intensive, arm's length negotiations 

ensued between the Debtors, Mengnu, and the Creditors' Committee. Throughout this period, 

the Debtors pursued discussions with the many parties in interest, including Mengnu and the 

Creditors' Committee, in order to achieve a consensual plan of reorganization. As a result of 

these negotiations and the Debtors' efforts to maximize value for all of the Debtors' 

stakeholders, the Debtors now seek confirmation of the Plan, which enjoys the overwhelming 

support of the Debtors' creditors. 

10. The Debtors have used the bankruptcy process to achieve what they could 

not accomplish outside of bankruptcy: open and timely communications with representatives of 

landlords, service providers, and manufacturers authorized to renegotiate terms that address the 

core issues of all of the business segments. The Plan, if confirmed, will enable the Debtors to 

emerge from bankruptcy on sound financial footing and allow for a successful restructuring of 

the whole enterprise. 

HI NOTICE AND SOLICITATION PROCEDURES 

11. The Debtors, with the assistance of BMC Group, Inc. ("BMC"), the 

balloting agent, conducted the solicitation process, which included, without limitation, providing 

notice of the Confirmation Hearing and transmitting Ballots to the Holders of Claims and 

Interests in voting classes. 

12. Ballots were transmitted to holders of Claims in Classes 2 and 3 (the 

"Voting Classes") in accordance with the Disclosure Statement Order. Both Voting Classes 

overwhelmingly voted in favor of the Plan. 
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IV REQUIREMENTS FOR PLAN CONFIRMATION 

A. Classification of Claims and Interests. 

13. Articles III and IV ofthe Plan set forth the classification of Claims and 

Interests and provide for treatment of all Classes of Claims and Interests. Section 3.04 of the 

Plan specifies the Classes of Claims that are unimpaired under the Plan. Each Class under the 

Plan contains similarly situated Claims and Interests and treats identically each Claim and 

Interest within a particular Class. 

B. Implementation of the Plan. 

14. Article VI of the Plan sets forth the means for implementation of the Plan 

including, but not limited to: 

• Corporate Action 

• Effective Date Transactions 

• Securities Registration Exemption 

• Vesting of Assets in the Reorganized Debtors and the Litigation Trust 

• Corporate Govemance 

• Cancellation of Existing Securities and Agreements, and 

• Obligations Incurred After the Effective Date 

• Post-Confirmation Operating Reports and United States Trustee Fees 

(i) The Plan Contains Provisions Respecting 
the Selection of Post-Confinnation Directors and Officers. 

15. Pursuant to Section 6.05 of the Plan, on the Effective Date, the boards of 

directors and officers of the Reorganized Debtors shall consist of those individuals identified in 

the Plan Supplement. I believe that the appointment of these officers and directors is consistent 

with the interests of creditors and interest holders and with public policy. These individuals were 

chosen for their positions in consultation with Mengnu, the future majority shareholder ofthe 
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Reorganized Debtors. Moreover, creditors have manifested their interests by voting to support 

the Plan. Finally, the interests of public policy are bolstered by allowing companies and their 

enfranchised stakeholders to determine those individuals who will serve as directors andlor 

officers of the enterprise. 

(ii) The Plan Contains Additional Provisions 
Consistent With the Bankruptcy Code. 

16. I understand that the Plan also contains provisions regarding ( a) the 

impaim1ent and unimpainnent of Classes of Allowed Claims and Interests, (b) the assumption or 

rejection of executory contracts and unexpired leases, and (c) the tenns and manner of the 

delivery of New Common Stock. 

17. I understand that the Plan also provides for the Bankruptcy Court's 

retention of jurisdiction as to specified issues (see Article XIII of the Plan). 

C. Solicitation and Disclosure. 

18. The Debtors, together with BMC, served the Disclosure Statement, the 

Plan, appropriate Ballots, notices, and all other related documents, as applicable, on all required 

parties. 

D. The Plan Has Been Proposed In Good Faith 
And Not By Any Means Forbidden By Law. 

19. Throughout these cases, the Debtors and their management have remained 

cognizant of their fiduciary duties to all stakeholders. The Debtors and their management have 

worked consistently and diligently toward a successful reorganization that is in the best interests 

of all creditors. The Plan is the product of extensive, arm's length negotiations among the 

Debtors, the Creditors' Committee and Mengnu, which is evidenced by the support ofthe Plan 

by the Creditors' Committee and approximately 90.1 % in number of the General Unsecured 

Creditors. 
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20. The Debtors believe that the Plan maximizes the value of the estates for 

their creditors and interest holders. Prior to and throughout the Plan process, the Debtors 

continued to negotiate with parties in interest to achieve a consensual plan of reorganization that 

would maximize recoveries for all creditors. To that end, the Plan that the Debtors now seek to 

confirm, provides a meaningful recovery for the Holders of Allowed General Unsecured Claims. 

21. The Debtors' foremost interest, consistent with their fiduciary duties and 

with this Court's directives, has been to maximize the value of the Debtors' assets and the 

corresponding economic benefit for all constituents. The Debtors and their management have 

diligently worked to achieve a reorganization that is consistent with those goals. 

E. The Plan Provides For Bankruptcy Court 
Approval Of Payment For Services And Expenses. 

22. Any agreement by which the Debtors retained and/or employed a 

Professional Person to provide services to the Debtors in, or in connection with, the Debtors' 

Chapter 11 Cases has been disclosed to the Bankruptcy Court in applications to retain and/or 

employ such Professionals. Specifically, the Bankruptcy Court has entered orders authorizing 

the Debtors to retain and/or employ, among others: (a) Olshan Grundman Frome Rosenzweig & 

Wolosky LLP, as bankruptcy counsel; (b) TM Capital Corp., as financial advisors; (c) BMC 

Group, Inc., as claims and noticing agent; (d) KPMG CF Realty LLC, as special real estate 

advisors; (e) EisnerAmper LLP, as auditors; and (f) KGS LLP, as tax professionals. 

23. All fees and expenses of the foregoing professionals are subject to final 

approval by the Bankruptcy Court. Moreover, Section 4.02 ofthe Plan sets out procedures for 

filing Fee Claims and provides that such fees and expenses of Professional Persons retained in 

these cases that have been properly filed and served shall be payable to the extent approved by 

order of the Bankruptcy Court. In addition, Article XIII of the Plan provides for the Bankruptcy 
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Court's retention of jurisdiction to hear and detennine all applications for compensation and 

reimbursement of expenses of professionals. 

F. The Plan Does Not Contain Rate Changes. 

24. The Plan does not propose any rate changes subjeet to the jurisdiction of 

any governmental regulatory commission. 

G. The Plan Satisfies The "Best Interests Test". 

25. Based on my review of the Liquidation Analysis, annexed as Exhibit D to 

the Disclosure Statement, and the Declaration Of Julia G. Osborne ofBMC Group, Inc. 

Regarding Solicitation And Tabulation Of Votes (the "Voting CertifIcation"), filed on January 

19,2011 (docket no. 450), it is my understanding that all Impaired Classes have either voted to 

aceept the Plan or will not receive less under the Plan than they would receive in hypothetical 

chapter 7 liquidation. 

H. Acceptance By Certain Classes. 

26. Class 1 is not Impaired under the Plan and all Holders of Claims in such 

Class are conclusively presumed to have accepted the Plan. Based on my review of the Voting 

Certification, the Holders of Claims in Classes 2 and 3 have voted to accept the Plan by the 

requisite majority required by the Bankruptey Code for each such Class. The Plan treats 

similarly situated Creditors and Interest Holders in Classes 4 and 5 identically; no Creditors or 

Interest Holders junior to the Holders of Allowed Class 3 Claims are entitled to receive a 

distribution under the Plan on account of their Claims or Interests. 

I. The Plan Provides For Payment In Full Of Allowed 
Administrative Claims, Fee Claims And Allowed Priority Tax Claims. 

27. Pursuant to Section 4.02 of the Plan, Administrative Claims, the Mengnu 

DIP Claim, the Mengnu 503(b )(9) Claim, Fee Claims, United States Trustee Fees, and Priority 
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Tax Claims, respectively, will, to the extent Allowed, be paid in full, or otherwise provided for in 

the Plan. 

J. To The Extent Any Class Of Claims Is Impaired Under 
The Plan, At Least One Class Of Impaired Claims Has Accepted The Plan. 

28. The Holders of Claims in Classes 2 and 3 are Impaired under the Plan. 

Nonetheless, as set forth in the Voting Certification, the Holders of Claims in Classes 2 and 3 

that were entitled to vote on the Plan have voted overwhelmingly to accept the Plan. 

29. Specifically, pursuant to Section 4.02 of the Plan, the Holder of the Class 

2 Allowed Mengnu Unsecured Claim, shall receive (i) 90.1 % of the New Common Stock on the 

Effective Date, or as soon thereafter as practicable, (ii) the Tranche D Note, and (iii) 30% of the 

Litigation Trust Proceeds. Also pursuant to Section 4.02 of the Plan, the Holders of Class 3 

Allowed General Unsecured Claims shall receive a Pro Rata Share of (i) the proceeds of the 

Tranche A Note; (ii) the proceeds ofthe Tranche C Note, (iii) 9.9% of the New Common Stock, 

and (iv) 70% of the Litigation Trust Proceeds. 

K. Feasibility. 

30. The Debtors have been timely paying all valid ordinary course 

administrative claims throughout the pendency of these cases. Additionally, for the purposes of 

determining whether the Plan is feasible, the Debtors, with the assistance of TM Capital, have 

projected the future financial performance (annexed to the Disclosure Statement as Exhibit B, the 

"Financial Projections") of the Reorganized Debtors. The Financial Projections demonstrate that 

the Debtors will be able to make all payments required pursuant to the Plan while conducting 

ongoing business operations. It is my opinion that these projections and the Plan, if confinned, 

will not likely be followed by liquidation or the need for further reorganization of their 

successors under the bankruptcy code. Accordingly, I believe that adequate sources and funds 
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will exist to make the distributions provided for under the Plan, and as such, I believe the Plan is 

feasible and that it will be consummated. 

31. I have regularly discussed and monitored the development of the Plan as a 

whole and participated in development of the underlying assumptions regarding specific business 

initiatives and restructuring priorities. These assumptions ret1ect the good faith estimates that 

were developed by our senior management. I have examined and evaluated nearly all aspects of 

the Plan and am familiar with the material provisions of the Plan and the compromises embodied 

therein. 

32. In analyzing the feasibility of the Plan, nothing has come to my attention 

to lead me to conclude that reliance on such information is not (a) reasonable or (b) an 

appropriate basis upon which to base a plan of reorganization. 

33. As reflected in the Financial Projections, it is my opinion that, as of the 

Effective Date, the Reorganized Debtors will have sufficient cash flow to, (a) be able to satisfy 

their obligations under the Exit Financing Facility and the Plan, (b) service all debt obligations 

contemplated by the Plan, and (c) not be left with unreasonably small available capital to operate 

their businesses as a result of the Plan or any transactions contemplated by the Plan. 

Accordingly, I believe that confirmation of the Plan is not likely to be followed by the 

Reorganized Debtors' liquidation or the need for further reorganization. 

L. The Plan Provides For Full Payment Of All Statutory Fees. 

34. Section 15.13 of the Plan provides that, on the Effective Date, and 

thereafter as maybe required, the Debtors will pay all of the fees payable pursuant to 28 U.S.c. 

§ 1930. Assuming the Plan is confinned, the Debtors will have sufficient funds to pay any and 

all such fees in full. 
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M. Principal Purpose of the Plan. 

35. The Plan has not been filed for the purpose of avoidance of taxes or the 

avoidance of the application of section 5 of the Securities Act of 1933. 

V THE POST -EFFECTIVE DATE PROTECTIONS 

36. Pursuant to Article XII of the Plan, certain parties are granted releases and 

exeulpations from liability under the Plan. I believe that the exculpation, indemnification, and 

release provisions embodied in the Plan are fair and equitable and are critical components of the 

Released Parties' support of the Plan. Based on my involvement in various settlement 

negotiations, I believe that a consensual plan would not have been possible without the 

exculpation, indemnification and releases. While the Debtors have not conducted a thorough 

investigation to detem1ine if any claims exist that are being released, I know of no meritorious 

claims that are being waived as a result of the exeulpation and releases embodied in the Plan. 

37. Among others, the Released Parties include Mengnu. The Debtors' 

election to grant releases to Mengnu is a sound exereise of business judgment and is warranted 

by the facts and eircumstances of these cases. First, the inclusion of Mengnu is an integral 

condition of the Exit Funding Facility, Exit LC Faeility, and Plan, without which the Debtors 

would not have gamered the financial support of Mengnu for the Plan. 

VI. ASSUMPTION OF TRADEMARK USAGE AGREEMENTS WITH ASHLEY 
HOMESTORES LTD. 

A. The Debtors' Relationship with Ashley HomeStores Ltd. 

38. In January 1985, Jennifer Convertibles, Inc. ("JCI") formed Hartsdale 

Convertibles, Inc. ("HCr") as a wholly-owned subsidiary. Hcr was and continues to be a 

corporation in good standing in the State of New York with the required and appropriate eharter 

doeuments. See Exhibits A and B, attached hereto. By early 2006, HCI had closed its operating 

11 
1184534-1 



business, but it still held net operating losses ("NOLs") that were valuable to the Jennifer 

Convertibles enterprise. 

39. In the early part of2006, Harley Greenfield and I approached Todd 

Wanek, CEO of Ashley HomeStores Ltd. and Ashley Fumiture Industries (collectively, 

"Ashley"), with the concept of leveraging J CI' s expertise and business with the Ashley mode1. 

The Jennifer segment of the Debtors is primarily an upholstery and sofabed specialty retailer, 

while Ashley is a big box, full line fumiture retailer. I believed that an Ashley Store would 

complement the Jennifer segment because of the synergies between the Jennifer model and the 

Ashley model, coupled with the significant retail experience possessed by JCI's senior 

management, especially in the New York/Long Island market. Ashley was enthusiastic about 

this idea, and I believe recognized the value that JCI offered for establishing successful stores. 

Our negotiations with Ashley initially contemplated JCI as licensee. After negotiating and fine­

tuning the business terms of a proposed Trademark Usage Agreement ("TUA"), I suggested that 

HCI be the licensee, so that JCI could benefit from HCI's NOLs. Ashley consented to HCI as 

the licensee under the TUA, provided that JCI would act as guarantor. This culminated in the 

execution of the TUA for the Ashley Store located at 164 Glen Cove Road, Carle Place, New 

York, on October 27,2006. See Exhibit C, attached hereto. When we signed this TUA, Ashley 

was well aware ofHCl's relationship with JCI and, I believe, expected that relationship to 

benefit all parties. 

40. HCI opened its first Ashley Store under this first TUA in May 2007 in 

Carle Place, located in Long Island, New York. The Debtors already had profitable Jennifer 

stores at that location. As I had hoped, the Carle Place Ashley Store was successful. This was 

the first Ashley Store opened in Nassau County, and its success helped establish Ashley 
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HomeStore as a brand in Brooklyn, Queens, and Nassau and Suffolk Counties. We spent 

millions of dollars in advertising to establish the brand in this market. Ashley was no doubt 

pleased with the results, as HCI ordered substantial amounts of merchandise and paid all fees due 

under the TUA. If our first Ashley Store were underperfonning its peers in the Ashley franchise 

system, I am confident that Ashley would have sought other licensees as it expanded in the New 

York/Long Island market. Ashley, however, soon contacted JCI to offer new opportunities, and I 

engaged in discussions to open a second Ashley Store. This resulted in the negotiation and 

execution of an additional TUA, on February 1, 2008, for the Ashley Store located at 700 

Sunrise Highway, South Service Road, Patchogue, New York (see Exhibit D, attached hereto). 

41. The second store proved successful too and Ashley again contacted JCI to 

offer new locations. Between September 2009 and March 2010, we entered into five more 

TUAs: (i) on September 5, 2009, HCI and Ashley entered into a TUA for the Ashley Store 

located at 1821 Broad Hollow Road, Fanningdale, New York (see Exhibit E, attached hereto); 

(ii) on September 25,2009, HCI and Ashley entered into a TUA for the Ashley Store located at 

88-12 Queens Boulevard, Elmhurst, New York (see Exhibit F, attached hereto); (iii) on 

November 9,2009, HCI and Ashley entered into a TUA for the Ashley Store located at 2233 

Flatbush Avenue, Brooklyn, New York (see Exhibit G, attached hereto); (iv) on March 15,2010, 

HCI and Ashley entered into a TUA for the Ashley Store located at 558 86th Street, Brooklyn, 

New York (see Exhibit H, attached hereto); and (v) on March 15,2010, HCI and Ashley entered 

into a TUA for the Ashley Store located at 2300 Broadway, New York, New York (see Exhibit I, 

attached hereto). 

42. The Ashley segment has been successful. The profitability of the Ashley 

Stores has been, in some measure, due to JCI's participation. The Ashley Stores have benefitted 
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greatly from the expertise of lCI's senior management, from our ability to recruit and train 

employees, and from lCI's advertising and purchasing expertise, among other items. lCI has 

also facilitated the negotiation of leases with landlords, who recognized lCI as a quality tenant. 

lCI has also used its purchasing power to obtain more favorable terms for advertising, insurance 

and other expenses. 

43. Although each TUA was between HCI and Ashley, Ashley no doubt 

understood that lCI's senior management was operating the Ashley segment. At no point, did 

Ashley ever suggest that lCI could not operate the Ashley Stores in conformance with standard 

practices for multi-segmented corporate enterprises. Nor did it inquire about HCI's cash 

management or accounting practices. The significant growth in the number ofthe Ashley Stores 

under the Debtors' operation is compelling evidence of Ashley's satisfaction with lCI's role. 

44. From 2006 through 2010, HCI maintained its own infrastructure and yet 

enjoyed all the benefits of being part of the lCI corporatc family. While benefiting from the 

corporate support it received from lCI, HCI (i) maintained its own employees, (ii) segregated its 

cash receipts from the rest of the enterprise, such that we accounted for all intercompany 

transfers between HCI and lCI, (iii) managed and operated the software system that Ashley 

required for inventory purchases, (iv) kept appropriate books and records, and (v) were counter­

parties to leases with the landlords for each Ashley Store location. In addition, as a public 

company, the Debtors reported the financial results and operations of the Ashley Stores as a 

separate business segment in all of their filings with the Securities and Exchange Commission 

(the "SEC"). 

45. Throughout this time period, Ashley was aware of the corporate structure 

and the relationship between lCI and HCI. Nearly all discussions and negotiations regarding the 
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Ashley Stores and the perfonuance of the Ashley segment were between myself and Harley 

Greenfield for JCI, and executives at Ashley. Ashley understood that the JCI corporate office 

and JCI officers oversaw the operations of the Ashley Stores. I understood that HCI was in full 

compliance with the tenus of the TUAs. Ashley never suggested otherwise. I am confident that 

Ashley would not have signed five TUAs in late 2009 and early 2010 if it believed that HCI was 

in breach ofthe fIrst two TUAs. I do not recall Ashley requesting HCI fInancial statements in 

the first three years of our relationship. In late 2009, Ashley first requested this infonnation. 

The Debtors then provided Ashley with the 2008 and 2009 fiscal year financial statements for 

HC!. See Exhibit J, attached hereto. Ashley did not question the sufficiency of this infonnation 

under the TUAs. Nor did it suggest that Hcr's operations were somehow in contravention ofthe 

TUAs. 

B. HCl's Compliance with the TUAs Post-Effective Date 

46. It is HCI's intention to continue to comply with the terms ofthe TUAs 

after emerging from chapter 11 in the same manner as it did for many years before the Petition 

Date. Despite this intention and Hel's previous compliance with the TUAs, it is my 

understanding that Ashley is now attempting to rewrite the terms of the TUAs in an effort to 

prevent their assumption. 

47. Upon emergence from chapter 11, HCI, as licensee, will be the entity 

assuming the TUAs, and JCI, as the parent company, will continue to act as the guarantor, as it 

has from the inception of each TUA. It is the Debtors' intention to run their businesses and legal 

entities in the same manner as they did prior to filing for bankruptcy. In that regard, HCI will 

continue to be its own separate legal entity, maintained in good standing with the State of New 

York and, among other things, will continue to employ its own personnel at each of the Ashley 
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Stores, keep adequate books and records on a go forward basis, and have leases with each of the 

landlords for the Ashley Store locations. 

48. I understand that Ashley, in objecting to the Debtors' motion to assume 

the TUAs, is arguing that the assumption ofthe TUAs is not simply an assumption but is an 

assignment, which would require Ashley's consent. This theory runs contrary to the seven TUAs 

negotiated and executed between HCI and Ashley. For example, Ashley apparently complains 

that HCl's reeeipts are paid into a segregated account called the "Ashley Concentration 

Aecount," which is in the name of JCI. HCI has always operated in this manner, which is 

consistent with a corporate cash management system commonly used in the business world. As 

part of this system, JCI has long paid some ofHCI's expenses, with an intercompany account 

maintained to track the exchange of funds. Nothing in the TUAs requires the corporate changes 

sought by Ashley. If at any time since 2006 Ashley had felt that the operational structure of HCI 

did not comport with the TUAs, I do not believe Ashley would have entered into each of the 

seven TUAs with HCI, nor would it have continued to advance opportunities to the Debtors to 

open additional Ashley Stores. Indeed, as late as June 2010, when the Debtors' financial 

condition had deteriorated as reported in its public filings with the SEC, I had substantive 

discussions about a potential Ashley Store location in Astoria, Queens. 

49. I further understand that Ashley questions HCI's ability to comply with 

various provisions of the TUAs upon emergence from chapter 11. HCI intends to comply with 

all aspects of the financial reporting in the future. As in the past, HCI will have adequate books 

and records to prepare the necessary financial reports. 

50. I also understand that Ashley is concerned with the ability ofHCI, as 

licensee, to comply with the confidentiality provisions in the TUAs. (Ex. C - I, ~ 37) These 
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provisions apply to limited information, such as the contents ofthe Ashley HomeStores Manual. 

HCI has agreed that: 

Licensee will divulge confidential Information only to 
persons who must have access to such information in order to 
perform their responsibilities with respect to this Agreement or the 
construction or operation of the Licensed Business. Licensee will 
take all action that is necessary to protect the confidentiality of 
Confidential Information and will not communicate or make it 
available to, or use it for the benefit of, any unauthorized persons. 

HCI intends to comply with this provision after the post-Effective Date; the same as it has done 

since 2006. 

C. Adequate Assurance of Future Performance 

51. As I understand, under the Bankruptcy Code, the Debtors are required to 

provide adequate assurance of future performance to Ashley in order fc)r HCI to assume the 

TUAs. As indicated in the Debtors' Financial Projections, attached to the Disclosure Statement 

as Exhibit B, and as more fully set forth in detail in the financial projections ofHCI that I have 

reviewed, the Debtors upon assumption will cure the monetary obligations under the TUAs, in 

the amount of$980,366.96.3 The projections also reflect that Ashley will be paid on a cash-on-

delivery basis. In addition, after the Effective Date of the Plan, it is the Debtors' intention to 

augment its cash management system by maintaining a bank account in the name ofHCI, under 

the HCI tax identification number, that will at all times be funded with a minimum cash balance 

of$100,000. 

52. It is my understanding that Ashley is concerned because the notes to be 

issued under the Plan to General Unsecured Creditors and Mengnu will be secured by the assets 

ofHCI and that HCI will be an obligor under the notes. In order to further protect Ashley's 

interest in HCI and provide additional adequate assurance to Ashley, the Creditors' Committee 

3 This number has been reconciled to the amount set forth by Ashley. 
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and Mengnu, together with the Debtors, have removed HCI as an obligor, either direct or 

indirect, under the Tranche A, B, C, and D Notes, nor will any of these notes provide for a lien 

on the Hcr assets or any other recourse to HCL Thus, with respect to the Tranche A, B, C and D 

Notes, the HCI assets will remain unencumbered. 

53. The Tranche E Note is a working capital facility, a material portion of 

which is being used to fund the Ashley cure payment and HCI's future purchases from Ashley. 

VII. THE PLAN PROVIDES FOR LIMITED SUBSTANTIVE CONSOLIDATION OF 
THE DEBTORS ONLY FOR PURPOSES OF VOTING, CONFIRMATION AND 
DISTRIBUTION ONLY. 

54. The Plan provides for the limited substantive consolidation of the Debtors' 

Estates, solely for purposes of voting, confirmation, and making distributions to the Holders of 

Allowed Claims under the Plan. Despite any confusion or assertions to the contrary, as set forth 

in section 2.01 of the Plan, such substantive consolidation shall not affect (a) the legal and 

corporate structure of the Reorganized Debtors, or (b) any obligations under any leases or 

contracts assumed in the Plan or otherwise after the Petition Date. 

55. In other words, it is the intention of the Debtors that each Debtor entity 

will emerge from the bankruptcy process in form and function identical to that of the pre-

bankruptcy entity. The overall corporate structure of the Debtors will not be affected by these 

Chapter 11 Cases. For example, HCI as licensee will be the entity assuming the TUAs, and JCI 

will continue to act as the guarantor. 

56. Thus, I believe the Debtors' Plan is clear that consolidation of the 

Debtors' Estates will occur only for plan distribution purposes, and will not effectuate a post-

Effective Date substantive consolidation of the Debtors' estates and operations. 

VIII. ADVERSE CONSEQUENCES OF NON-CONFIRMATION 
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57. If the Plan is not confirmed, it is unlikely that the Debtors would be able to 

provide the same recoveries to its creditors. Additionally, there can be no guarantee that the 

Creditors' Committee or Mengnu will support an altemative plan. Without the support of the 

Debtors' creditors it may be difficult to confirm an altemative plan of reorganization. 

Accordingly, it is imperative that the Plan be confinned and that the Debtors emerge from 

chapter 11 as quickly as possible. 

IX. CONCLUSION 

58. Based upon the facts set forth herein and law as I understand it, I believe 

that the Plan satisfies all ofthe applicable confirmation requirements contained in the 

Bankruptcy Code, and that due and adequate notice of the Confirmation Hearing, the Voting 

Deadline, and the deadline for objecting to confirmation of the Plan was properly given. I 

further believe that the Plan is feasible and that confirmation of the Plan is not likely to be 

followed by the liquidation or the need for further financial reorganization of the Debtors or the 

Reorganized Debtors. After the Effective Date, the Reorganized Debtors should have adequate 

capital to meet their ongoing obligations. 

59. Therefore, I respectfully request that the Court (a) enter the Confirmation 

Order, and (b) grant the Debtors such other and further relief as is just or proper. 

I declare under penalty of perjury that the foregoing is true and correct. 

Executed this 21 st day of January, 2011. 

1184534-1 

Chief Financial Officer, Chief Operating 
Officer and President of 
Jennifer Convertibles 
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