JUp-24-288d BD: 30 FROH: TO:Skadden Ares Lo =

L -hl....llh.'lh"-

-

10

11

12

13

14

12

1t

17

148

1%

20

21

22

23

24

23

ONITED STATES BANKEUFTCY COURT
SOUTHERN DISTRICT OQF NEW YORK
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In the Matter
of Casa No.
04-L3637
HOT SPOTS PRODUCTIONS, INHC.
Cebtor.

OUnited States Custom House
One Bowling Green
Hew York, New York 10004

Maotion for Joint Administration, Motion to
approve motion for erder (I} authorizing the
Cebteors' centinued use of existing bank account
and cash management system and (II} authorizing
intercompany transacticns; Motion to authorize
motion for interim order (I} authorizing the
use of lenders' cash ceollateral, (II) granting
adequate protection and (III} scheduling a
final hearing: Cebtors' application for order
authorizing retention of Bankruptcy Services
LLC ag claims and noticing for the Debtors;
Debtora' application for order autheorizing
retention of Innizfree MEE Incorporated as
noticing, veting, and information agent for the
Debtors; Debtors' appllication for crder
authorizing retention of Skadden, Arps, Slate,
Meéagher & Flom LLP as attorneys for the Debtors
and (B} scheduling final hearing: Debtors’
application for order (A} autherizing retention
of Swidler Berlin Shereff Friedman, LLF as
special regulatory counsel to the Debtors and
(B] scheduling final hearing:; Debtors’
applicatien for order (A} authorizing retention
of Price Waterhouse Coopers LLP zz3 auditors for
the Debtors and (B) scheduling final hearing:
Debtors" application for order (A) authorizing
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financial advisors for the Debtors and (B)
scheduling final hearing; Debtors’ application
for crder (&) authorizing retantion of AP
Services, LLC as= crisis managers for the
pabtors and [B) scheduling final hearing;
Moticon for interim and final ocrders (&)
gxtaplishing noetification and hearing
procedures for trading in equity interests and

[B) Ee: Dog #17; notice of hearing.

BEFOQORPR E:
Ho¥. ROBERT D. DRAIN,

Bankruptey Judge,
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BY:

A PPERERANTCE S :

SEADDEW, ARPS, SLATE, MEAGHEER &

FLOM, LLP

0T SPOTS PRODUCTION, INC.

Attorneys for Debtors
Four Times Sguare

Mew York, New York 10036

JpY GOFFMRN, ESQ.
-and-

FREDERICK . MORRIS, ESQ.
-and-

MAXWELL M. MILLER, ESQ.

BANE, TWEED, HADLEY & McCLOY,

attorneys for Ad Hoe Committee

Oope Chasze Manhattan Plaza

Mew York, Mew York 10003

DENRIS F. DUNNE, EGSQ.
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HOT S5POTS PRODUCTIOH, IWC.

A P PEAEREARARMNLCES: [(Cont'd)

LAMDREWS EUORTH, LLF
Attorneys for Wells Fargo
450 Lexington Avenuas

Maw York, New York 10017

BY: PETER 5. GDODMAN, ESQ.
=ang=-

DEIRDRE AMN SULLIVANMN, ESQ.

SIMPSCN THRCHER & BARTLETT., LLF
Rttorneys feor JP Morgan and
its agents
425 Lexingten Aveénus

New Yark, Kew York 10017

EY: PETER V. PRNTALED, ESQ.
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1 HOT SPOTS FRODUCTIOW, INC.

2 APPEAERAMNTCE 3: (Cont'd)

4 ECH CORPCOCRATIGH
5 105 Carneglie Center

[ Princaten, New Jersey 08540

g BY: DEBORAH M. ROYSTER, ESQ. U.5.

10
11 DEPARTMENT OF JUSTICE

12 CFFICE OF THE UNITED STATES
13 TRUSTEE

14 33 Whitehall Street

15 New ¥York, New York 10004
16
| ) BEY: PAUL SCHWARTZBERG, ES5Q.
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1 HOT SPOTS PRODUCTION, INC,
2 PROCEETDTINGS
3
4 THE COURT: Mr. Goffman.
5 MRE. GOFFMAN: Thank you, your

f Honor. Jay Goffman of Skadden Arps on behalf

7 of the debtors.
B First of all, wyeour Henor, thank you
9 for taking the time this afterncen to hear us

10 on this first day application and metions.
il Az your Honor is aware, there are
12 five debtors in these cases. The first is Hot

13 Spots, Hot 3Jpots Production, Inc. That was the

14 first case that was filed and that was the
15 first name on the caption.
1a RCH Incorporation was then filed,

17 fallowed by three other RCHN subsidiaries: RCH
11 Finance, LLC; RLH Property Incorporation and
19 TEC Air. Each of the Chapter 11 petitions were

20 filed on May 27, Z004. This is a central

21 prearranged Chapter 11 case.

22 Again, we appreciate your Honor

23 making the time this afternoon to hear us fer
24 these first day motions and applications.

aR I'm very happy to report that atfter

BEMJAMIN REPORTING (212]374-1138 DOYLE REPORTING (212)867-8220
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HOT SPOTS PRODUCTION, INC.
monpths and months of difficult negotiations,
the debtors, the secured lender represented by
able ecsunsel to my right, and am ad hoc
committee senior noteholders also representad
by able counsel to my far right, have received
an agreement upen a consansual restructuring of
all of the RCH debt and eguity in this case.

As wa Wwill discuss in greater
detail, the key elements for this restructuring
are basically repayment in full of the senior
aescured credit faecility to be provided by
Deutsche Bank, approximately %460 million, that
will be used to pay off the existing seniocr
sacured credit facility, and the conversion of
all of our outstanding senior notes of the
parent helding company level of approximate
£1.1 billion into the eguity of the reorganizad
company.

By reaching this agreement, wae have
been able to aveid at this time the filing of
any of the major operating companies and the
attendant impact, negative impact that it could
have on the employees and businesses.

These are tha keys to the consensual
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1 HOT SPOTS PREODUCTION, INC.
2 raztructuring we brought to the court and we
3 believe it will allow this company to emerge
4 fairly quickly from Chapter 11 with a wvery
5 healthy balance sheet poised for a successful
= future,.
T The motions and applicaticns that we
g ask the court to consider today are designed to
9 gimply facilitate the progess.
10 Before we talk about today's first
11 day motion, I would first te like make some
12 intreducticns.
13 Since today, the first day of this
14 hearing, I think there are certain pecple that
15 are extremely important to these case that the
16 Court will see time and time again that your
17 Honor needs to know of.
18 The first would be Mr. John Dubel,
19 Mr. Dubel is the current president and chief
20 gperating officer of RCH corporation.
21 He's a pringipal at Alix Partners,
22 which is firm that provides turnaround in
23 crisis management services, financial advigory
24 gservices, management consulting sarvices,
25 information system services and claims

BEMJARMIN REPORTIMG (212)374-1138 DOYLE REPORTIMG (212)867-8220
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2 maragement services.
3 Your Honor, I can't say enough about
4 the job that Mr. Dubel and his team have done
5 here.
& When Mr. Dubel and the Alix partners
7 team were pbrought im in Februarzy, this
- restructuring process was at a crossroads.
] Megotiations were very difficult. OQur

14 relationships with our lenders and bond holders
11 were very tenucous, and I can honestly say that

12 the leadership and the efforts that Mr. Dubal

13 brought to this restructuring I believe are the
14 primary reason that we are here today with a
1§ consensual restructuring.

1 Mr. Dubel has owver 20 years of

17 experience providing turnaround crisis

18 management and restructuring services and

19 significant restructuring experience in the

20 large and mid size corporations.

21 His background includes goperational
22 reorganizations and cost reductions, financial
273 department restructurings;, strategic

24 repositioning and divestitures. His industry
25 exparience includes telecom and high tech,

BENJAMIN REPORTING (212)374-1138 DOYLE REPORTING (2121B6&7-83220
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2 travel, retail and apparel, manufacture,
3 publishing, financial services and oil and gas.
i Immediately prior to this
5 assignment, Mr. Dubel was the chief executive
& afficer of Cable and Wireless of America, and
7 formally he served as the chiaf restructuring
f officer of Turner Corporation and the chief
] financial officer of WorldCeom, Inc., in their

14 Chapter 11 case.

11 Prior to joining Jay Alix and

12 Bssociates, he ranm his own turnarcund firm

13 where his roles included chief restructuring

14 gfficer and chief operating officer at Cellilet
15 Data systems, Inc., chief financial cfficer and
16 gxecutive committee member of Barney's HNew York
17 and chief financial officer of the Leslie Fay

18 Company .

1% Prior teo ferming his own company,
20 Mr. Dubel was a partner at a big five

21 agcounting firm where he was a founding member
22 ef their corporate recovery services practice.
23 Hext I would like to introduce

24 Mr. Anthony Horvat. Mr. Horvat has bean Mr.

25 Dubkel's right-hand man since Mr. Dubel joined

BERJAMIN REPORTING (212)374-1138 DOYLE REPORTING [212)BET7-8220
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2 the company.

3 Mr. Horvat's title is chief

q restructuring officer of RCH Corporation and

5 he's alsec an employee of AP Services, an

& affiliate of Alix Partners.

7 Mr. Horvat has been emploeyed by RCH

2] tince February of 2004 and before joining Alix
9 Partners, Mr. Horvat was employed by 0.5,
10 Filter Corporation, which he helped grow from a

11l 40 million to a five billicon deollar Fortune 500

12 company.

13 Mr. Horvat is a certified insolvency
14 and restructuring advisor, a member of the

15 American Bankruptcy Institute and a member of
16 the Association of Insolvency and Restructuring

17 Advisors. He has an MBR from the Wharton

18 School at the University of Pennsylvania.

1% Next I would like to introduce Miss
20 Deborah Royster. Miss Royster is general

21 counsel of BCH Corporation.

22 Since joining RCW in 199%, Mias

23 Royster has alsc served as genaral counsel of
24 Starpower Communicatien, which is a joint

25 ventura in which RCHN is a 50 percent joint

BENJAMIN REFORTING (212)3T4-1138 DOYLE REPORTING (212)867-8220
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2 venture member. Miss Royster has also served
3 as the senior vice president of regulatory and
4 gxtarnal affairs for RCH Corporation; and
5 pafore joining RCN, Miss Royster served as
6 gxacutive director of the office of Cable
7 Telaevision and Telecommunication in the
f District of Columbia from 1998 to 1899,

& She's a member of the District of
10 Columbia Bar and a graduate of the University
11 of Virgimia law school.

12 I'm not sure if Mr. Coleman is with
13 us, but I would like to take & minute just to
14 méntion that we have retained Blackstone
15 Corporation also as cur financial advisors.

16 Mr. Celeman is our lead person there, and we
17 will be talking about them in greater detail
18 when we get to the thelr application, and I

19 think I will leave that discussion until we get

20 there.

21 You know Mr. Pater Pantaleo as

22 counsel te the banks. I would like to express
23 my appreciation fer all his professicnalism in
74 helping us get to where we are today, and I

25 believe you know Mr. Dunmne of Milbank Tweed.

P. 1264
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HOT SPOQTE PRODUCTION, IHC.
counsel to the ad hoc committee noteholders,
who I would also like to express my
appraeciation for working with us to get the
conaensual restructuring,

In both cases, we have had many
disagreements througheout this case and it is
very diffigult times but we are pleased to have
gotten where we are today.

Your Honor, leading up to today's
hearings, it's been a little different because
when we filed these cases, we weren't filing
the operation companies. We filed them in
anticipation of these prearranged filings.

On May Zéth, we served drafts, the
original motions, and applicationg on the U.5,
Trustee, on counsel to the banks and counsel to
the noteheolders, We received certain comments
from sach of the parties and on that basisz made
caertain changes.

on May 27th, when we filed the
actual petitions, we then served the revised
applications and motions on counsel ta the
banks, counsel to the noteheolders, 0.5,

Trustee, the FCC, the SEC, the IRS, the United

13
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1 HOT S5POTS PRODUDCTION, INC.

2 States Attorney, and the 17 general unsecured

3 creditors listed in the petition.

4 An affidavit of service te that

-] effect has been filed with the court.

b Az of two hours ago, we received cne
T objection from Wells Farge to three of the

& applications, and I'll address that at the

g appropriate time. That's the cnly objection

10 that I'm aware of.

11 THE COURT: I'm sorry. Did you
12 gerve the other preferred shareholders?

13 MRE. GOFFMAN: We didn't serve the

14 other preferred shareholders, although I will
15 tell you that there are two preferred

16 gshareholders, one of whom sits on the company's
17 board and, so, that veoted in favor of the

18 filingas. The other one of which had actually
ia fairly recently stepped off the board. S0 they

20 did not get the papers.

21 The second one did noet get the

22 papers but I deo not believe we had served the
23 cther one.

24 MR. GOODMAN: Peter Goodman on

25 behalf of the preferred shareholders. We were

BERJAMIN REPORTING (212)37£-113B DOYLE REPORTING (212)Be7-8220
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2 not served with any of the pleadings.
3 THE COURT: I think Mr. Goffman
4 acknowledged that.
5 ME. GOFFMAN: I£ I could, I will
& take a brief moment to give wou an overview of
7 the company and the cases and then we will get
g right teo the motion.
a THE COURT: Okay.
1o ME. GOFFMREN: BRCH Corpeoration,
11 again, is primarily a helding corporation for
12 certain direct and indirect subsidiaries whose
13 primary business 1s delivering bundle
14 communication services, including long distance
15 and local telephone, video programming and data
16 services primarily for residential customers
17 over a broadband network.
18 We have 1% nondebtor affiliates and
149 we provide services in the Boston area and 18
20 surrounding communities around Beston, in the
21 Hew York City area; in the suburbs of
29 Fhiladelphia, the Lehigh Valley ARrea, in
23 Pannsylvania, Chilcago, 3an Francisco and two
24 communities in Los Angaeles. We hava
25 approximately 2600 employees all of who are in

BENJAMIN REPOATING (212)374-1138 DOYLE REPORTING (212)B67-8220
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Z the subsidiariaes that bhave not filed.
3 We compete for the most part-in
4 incumbent service providers, and since our

5 inception in September of 1937, RCH relied
& extensively on agcess in the capital markets to

7 enhance devaelepment of & high speed fiber cptic

B broadband network.

g In short, RCH financed a significant
10 portion of its growth, including corporation

11 acgulsition, and purchased certain assets

12 through secured credit facilities from the

13 banks and through the issuance of debt

14 securities and preferred and common stock.

15 Through & number of eventa that this
16 court is more than familiar with over the last
17 faw ymars, the access to the capital markets

18 has disappeared for these type of companies,.

ih ha a result of that, BCH curtailed 1ts business
20 expansion plan beginning by 200Z.

21 RCH changed its capital scguisition
22 plan in an attempt te live within the capital
23 constraints that it had. Unfortunately, by the
24 fall of 2003, it had become clear to RCN and

25 many of its stakeholders that notwithstanding

BENJAMIN REPORTING ([(212)374-1133 DOYLE REPORTING (212)867-B220
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2 its efforts to live within the capital letters

3 it had, that the only way to maximize for the
4 company to survive over the long term was to
5 restructure its balance; therefore, beginning

& in the fall of 2003, the company with its
T financial advisers and legal advisors began
g pursuing a restructuring plan for the banks and

a the neteholders.

10 The banks were advised by both

11 gounsel and financial advisors and an Ad Hoc
12 Ccommittee of senior noteholders was formed and
13 they were represented by both counsel and

14 financial advisors. The company, as is

15 normally in this situation, paid all the

16 relevant feeg in those circumstances.

17 In the course of these discussions,

18 wa, bacause at different times did have the two
15 largest members of eguity on the board or with

20 strong relationships with the company, did have

21 continuing conversations with those egquity
22 members, also. Unfortunately, the values of
23 the company are what they are and that's what

24 brought us here today.

25 THE COURT: Does the Ad Hoo

BENJAMIN REPORTING {212)374~1138 DOYLE BEPORTING (212)B&7-8220
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HOT SPOTS PRODUCTION, IHNC.

Committee consist of majorlty of the bond debt
and majority of the bondholders or is it a
smaller sub?

MR. GOFFMAN: It has been
represented to us that the Ad Hoc Committee
represents approximately 50 -- can I say the
number? -- 57 percent of the outstanding
bonds. 57 of the 1.1 billion.

THE CQURT: Okay.

MR. GOFFMAN: We believe that in the
course -- what became apparent over the course
of the negotiations of the past several months
was that in order to come up with a restructure
that would truly place the company in a
pesition so that it would be able to proaper
onca the restructuring was completed we needed
to come up with an amortization schedule for
our existing secured debt that the company
could clearly and easily satisfy geoing feorward.

That left uz with & couple of
choices, Lo either try to negotiate that with
pur existing lenders, which we were deoing, or
segae 1if we could replace that from ocutside

Eonrces.

18
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2 Fortunately, through the efforts of

3 Mr. Dubel and his team and through the efforts

q of Blackstone Group, we were able to take

) advantage of the financing markets and we

& talked to numerous poetential lenders.,

7 And after a couple of months of

B negotiations with originally £&ven, narrowing
g it dewn to four lenders, and then fimally dawn

10 to the winning bidder here, which is Dautsche

11 Bank, we have come up with a propesed new

12 senicr lender that will provide the company

13 with a capital structure that when we emerge
14 will position this company to not only surviwve
15 but to prosper on a going forward basis, and,

14 therefore, will allow the egquity that's goling
17 to be created by converting over 1.1 billion of

18 hond eguity to become valuable.

19 Today, vyour Honor, what we are
20 presenting are simply a handful of first day
21 motions and applications, which, for the most

22 part, I think will be noncenfrontational. I

23 will try to& start with the easiest one first.
24 The first ocne is just a motion for
25 an order, and befare I =tart that, let me first

BEENJAMIN REPORTING (212)374-1138 DOYLE REPORTING (212)867-B220
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z mantion that we have filed the affidavit of

3 Mr. Horvat. &Again, he's the chief

4 restructuring officer.

5 It provides the factual and

& evidentiary basls for all of the motions and

7 applications that we file, and we would submat
g that it provides the evidentiary basis for the
9 reguest we are seesking.

10 Mr. Horvat is in court today and

11 will be available for crossing, if that wera

12 negcessary, and on that basis I will prcceed.

13 First we have a motioen for an order
14 directing joint administration. Again, a very
15 simple normal crder. It simply deesn't change

16 any substantive rule. It simply says that the
17 five debtors will be a jeoint administratien

18 type PIOCESS.

19 THE COURT: I=s there a reason to

20 have tha caption be Hot Spots instead of RCH?

21 MR. GOFFMAN: The only reascn was

22 that it was the first company filed and it has

73 always been my practice whoever is the first
24 ane would be the one. If your Honor would

25 prefer it be RCN.

BEMJAMIN REPORTING (212)374-1138 DOYLE REPORTING (212)B67-82Z0
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2 THE COURT: I think given that there
3 doesn't seem to be any party interest in Hot

q Spots, 1t would be better te have it RCN.

5 MR. GOFFMAENM: Certainly. We have to
& change it, if 1t 1is okay.

L, THE COURT: Othexr than that, I

B reviewed the motion and I will approwve 1it.

9 MR. GOFFMAN: If your Henor would

10 like, we can handwrite in the change and submit
11 the order now.

12 THE COURT: You can submit the

13 orders at the end of the hearing.

14 ME. GOFFMAN: Very goeod, your

15 Honor., The asecond one is simply a motlon for
16 an order establishing certaln notice, case

17 management and administrative procedures.

18 Again, just an administrative order seeking to
15 astablish the case management procedure here.
20 It 18 going to limit certain notice
21 procedures in these Chapter 11 cases. It is

22 geing te designate the parties upon whom notice

23 should be zerved., It 15 going to direct that
24 gll matters should be heard at gcextain

25 prescheduled omnibus hearings which we are
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2 going to ask your Honor for report dates.
3 There is in our experience routine
q in large cases and allows for an orderly
5 administration of the case. We have seen the
[ game type of orders in, <ertainly WoerldCom,
7 Adelphia, Enron and other such cases.
g THE COURT: I'we reviewed this alao

g gand I'll grambt it.

10 As far as the omnibus hearing dates,
11 I do have some dates, dates for that, teoo.

12 HMR., SGOFFMAN: The mgst impﬂrtant onea
12 -« Ao you want to take the dates now?

14 THE COURT: Well, I think we mind as

15 well at this point.

16 I think with respect teoe a fair

17 amount of the relief that is sought today, you
18 arpe seeking it on an interim basis and I have
18 time either on Wednesday, June l6th, or

20 Tuesday, June 22nd for the final hearing and
21 then az far as omnibus datea, I have time on
22 either the 29th or the 3I0th of July. The 30th
23 i® probably better, and that would probably be
24 the date for the Blackstone hearing, too.

25 There being more news for that.

BENJAMIN REBORTIHNG (212)374-1138 DOYLE REFDRTING (212)Be7-8220
A VERITEXT COMPANY



JUM-2a-2084 B9: 44 FROH: TO:Skaddern Bres P.2E54

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

2%

23
HOT SPOTS PRODUCTION, INC.

And then August, any time batween
the Z23rd and the Z7th, &8¢ you gan just pick a
date then. September 22nd to QOctober lzt you
can pick one of those dates. October 25th
through the 29th. You can pick one of those
dates at 10, for each of the dates it would be
at 10 in the morning.

MR, GOFFMAN: So I hawve the 22nd of
Jung. I have the 30th,

THE COURT: ©Of July. In Rugust it
could be any time between the 23rd or the 27th,
and September from any tCime between the 22Z2nd
and October lst and then for October any time
batwean the 25th to the 2%th. S0 you can just
pick a date for each of those last three
manths.

MR. GOFFMAN: Can I ask that at the
end of this hearing we go through our
calandars.

THE CQURT: That's fine and then you
can just hand it up later.

I take it that literally, since this
iz a holding company bankruptey, you really

gnly have 17 unsecured nonbondholder creditors;

BEMJAMIN REPORTING [(212)374-1138 DOYLE REPORTING (212)867-8220
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2 is that right?

3 MR. GOFFMAN: I think that's right,

4 vour Honor.

g THE COURT: HNormally in these I have
6 the notice until the committee is formed doing

7 the 20 largest, but since it seems they are

g only owed relatively small amounts, I think it

9 iz fine as is.

10 ME. GOFFMAN: The only lssue that

11 I'm aware of has to do with, abviocusly, I think
12 the 22nd will work certainly for the final

13 hearing for the banks cash cellateral. We will

14 nged to have the Deutsche Bank fimancing

15 appreved within the first 30 days. I expect to
16 be able to file that motion by the end of the
17 week. So if the hearing is going to be the

18 22nd, I may need to shorten notice by a couple

19 of days.
Z0 THE COURT: Dkay. That's fine,
21 Just for your planning, I'm going to be out for

22 basically the first three waeks of July so

23 that's -- you can get another judge if you have
24 an emergency then.
25 ME. GOFFMAN: I will ©Try not to do
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2 anything then. By the way, as long as I
3 mantioned the Deutsche Bank motion, when we
4 file the Deutsche Bank metion, there are going
5 to be gcertain items in there with respect to
6 fee letter and cother things that we are going
y to naed to file in seal, and we will serve that
8 certainly upon the U.2. Trustee, counsel for
g the committee, counsel for the banks and the

10 other parties, but I think ==
11 TEE COURT: If vou have any, fesl
12 free to call my chambers on the procedure for

13 doing that.

14 MR. GOFFMAN: Next we have a motion
15 for an order authorizing the continued use of
16 the existing bank account and cash management
17 system and authorizing intercompany

18 transaction.

159 Again, I think a falrly standard

20 ocrder here, really just keeps the existing cash
21 management system in place. It is a benefit to
22 the debtors.

23 We have a cash management system

24 that optimizes all the uses of cash for all the
25 debtors and nondebtors. Since the lenders lend
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Z te both debtore and nondebtors, we need to make
3 sure that the intercompany system works, dur
4 debtors are not note lenders.
5 To the extent that there are any
il interceompany transfers, they are, in fact,
1 borrowers or takers in some fashion from the
8 other company so there is no negative impact,
E if there were any impact, upon the debtors.
10 We would ask as part of this order
11 the normal things, such as;, well, the ocffice of

12 the U.2. Trustee has obvicusly established

13 gcertain guidelines for debtor in possession

14 administration, clesing all existing bank

15 accounts and opening new ones and establishing
16 certain debtors in possession accounts and

17 gseparate debtor in possesslon accounts,

18 Under cash coellateral under the

15 existing circumstances, we established an

20 account with PHC Bank. FHC i3 a fully

21 recognized bank. The only money that is going
22 teé be in this account 13 approximately §5

23 millicn that will be funded from nondebters

24 upon approval of the cash cellateral oarder and

25 upon appreval of this order. It will be there
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Z ggsentially te cover the fees and expenses of
3 this case.
4 We believea that PWC is a substantial

5 financial institution, that the bank is FDI
b insured up to the applicable limit and we
7 believe that the account is fully

B collateralized.

o On that basis, we would seek a

10 wailver of the U.85. Trustee account and the bank
11 account be cloased and a new one be apan. We

12 would have all new checks that were issued be
13 labeled debtor in possession account S0 that it
14 would be obvious that these are debtor in

15 possession checks, but we would submit there is
16 no good purpose served to closa of account and
17 jyst opan up a new one.

18 ARgain, we think it makes sense to

1% continue using the same centralized cash

20 management. It is really the beéest way for us
21 to continue to operate the company Lo makae sure
22 the debtors have access to the funds they need

23 to pay the U.5. Trustee feess and pay the
24 a¥pensas of the estate.

25 THE COURT: Okay.
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2 ME. DUNNE: Dennis Dunne, Milbank,

3 Tweed, Hadley and McCloy on behalf of the Ad

) Hoc Committee of neteholders. We have no

=) opbjection te the entry of the order with one
& reservation ¢f rights,

7 1 think Mr., Goffman accurately

B described how thiszs mechanism=s works. In

G egsence, the nondebtor operating entities are

10 funding the helding company pareant bankruptecy

11 and wa, as a result, they will have no

12 administrative expense priority claims against
13 these debtor estates for reimbursement of those
14 borrowings, 1f you will.

15 We have no cobjection to accounting
16 for those items as such with the reservation of

17 rights as to whether they are truly ad min

18 claims in the sense, if there was a worse casse
15 secenario here of melt down of these entities,
20 there would be argument of something about

21 conselidation of tracing the bond funds doawn ta
22 gertain accounts at the operating level= and

23 whether, in essence, it truly is a borrowing of
24 somebody else's property as opposed to property

25 that truly belenged to RCHN Corporation.
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2 With that reservation of rights, we
3 have no cbjection.
4 THE COURT: Okay.
5 ME. GOFFMAN: I spoke to Mr. Dunne
@ about this izsue this mornling as part of ocur
7 desire to continue to maintain the peace. We
g said he can reserve hig rights in all these
3 issues in the unlikely event that it is done.
10 THE COURT: The second paragraph in

11 the order says that the debteor 1s autherized to

12 engage in intercompany transactions which is
13 relative to the rule.

14 Do yvou mind me inserting in the
15 debtor ordinary course of business, which is

16 what I think was intended.

17 ME. GOFFMAN: Cartainly.

18 THE COURT: And then there's the

149 last, I'm sarry, the 7th paragraph of the order
zZ0 prohibits PNC from offsetting, freezing or

21 otherwise impeding the use of funds, and then
22 there is a proviso that it doesn't prejudice

23 FHC'a right to seek relief from the estate to
24 accomplish any of the foregoing.

25 Do yvou mind if I add or, B,
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2 antharize the debtors uae cof any cash

3 cellateral of PHC auch as permitted by code?

4 MR. GOFFMARN: I'm sorry.

5 THE COQURT: Or authorize provided,
& however, that nothing herein shall prejudice

7 PNC's ability to seek relief to accomplish any
B of the foregeing or, B, authorize the debtors
) use of any cash collateral of PHC except as

10 permitted by the Bankruptcy Code.

11 MR. GOFFMAN: I have no problem.
iz ME, GOODMARN: It 1= probably more
13 the bank's cash collateral than PHC.

14 THE COURT: This suggestion is to
15 apply to PNC. Okay. All right. With those

16 changes, I will grant it.

17 MRE. GOFFMAN: I will next turn to

18 the motion for interim use of cash collateral.
19 As I said, we have reached an agreement with

20 RCN secuored lenders on the use of consensual

21 use of cash collateral.

22 Thia includes an agreement by the

23 senior secured lenders neot only to allow us to
24 use cash collateral for the debtors here, but
25 also to allow the continuing use of cash of the
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HOT SPOTS PRODUCTION, INC.
nonaffiliate debtors and their agreement not to
propoge any assets there as a result of what
would ostherwise be across the fall horizon from
the Chapter 11 filings.

The terms are set forth in great
detail in the motioen., I won't try to summarize
them all since I won't try to get them wrong.

But the key terms that I think do
need to go on the record are as follows: That
the debtors should only use the cash collateral
for the payment of the coste and expenses
associated with these Chapter 11 caszses as
gspecified on a budget.

The =zmenior secured lenders will
receive replacement liens and all of the
righta, title and interest of the debtors
including after acquired property, which
include all cash centained in any account of
the debtors and the proceeds of all causes of
action, including proceeds and cause of action
arising in Section 544, 545, 547, 548 and 550
of the Bankruptey Ceode, but all such lienz are
subject to a carve-out of payments, including

faas of professionals in these cases in amounts

31
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2 agreed to in the order.

3 The debtor shall pay the fee and

4 expense of the senicr secured lenders including
3 such lenderz professiconals. The debtor shall

& pay interezt on any amcounts outstanding under

7 the facility of the nondefault rate, and the

B dabtor's right to use cash gollateral shall

g terminate on the earliest to occur of
10 consummation of a plan agreement of
11 racrganization in these Chapter 11 cases unless

12 axtended by the administrative agent 45 days

13 after the petition date if a final cash

14 collateral crder has not been entered by the
15 Court, or upeon written notice to the debtors
16 gafter the occocurrence and duoring the continuance
17 of any of the events described in the motion.
18 With that, your Honer; we would ask

19 that the Court approve all the order.

20 THE COURT: Okay.

21 MR. DUNNE: Your Honeor, I'm hnot

22 going teo burden the cownrt with the issues that
23 we have currently pending between the ad hoc
24 committes and the banks. We hope to resolve a

25 bunch of them feor the final hearing, but for
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2 the purposes of today we have no cbjection to
3 the entry of the order.
4 ME. GOQDMARN: Your Honor, the bank

8 has no objection obwvicusly. Thiz is a

f consensual order. I just want to clarifv one
7 thing. Mr. Goffman made a reference to the
g bank's agreement net to foreclose or take

! action with respect to the nondebtors

10 subsidiary-

11 I think what he's agreeing teo, this
12 is just for the record, i the credit agreement
13 and automatic acceleration on any one

14 bankruptey filing. And so before the holding

15 company runs the bankruptcy, we need a waiver,
1& and the waiver basically said the auvtomatic

17 feature of the default was walved and that it
11 wouldn't be any acceleration until or unless
19 there was a natural vote of the acguired

210 lenders.

21 Our expectaticn iz that inasmuch as
22 we have a prearranged consensual deal here, 1t
23 won't be any actlon taken against the

24 nondebtors but there is no formal agreement in
25 any binding senze that we Would ever exercise
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2 the realm, your Honor.

3 MR, GOFFMAN: That's fine.

4 THE COURT: Okay. U.S5. Trustee.

5 MR. SCHWARTIBERG: My name is Paul

& Schwartzberg with the 1.5. Trustee's office.

7 As I indicated Lo counsel prior to

g the hearing 2 few davs age, we do have g

g concern ragarding the lien on the Chapter 5

10 recoveries from the interim hearing until final

11 hearing. Although I know there iz an ad hoc

12 committesa, they don't represent all the
13 unsecured creditors. Although Milbank
14 represents that committee, there is no

15 guarantee they are going to represent the

1s official committee when it gets appeointed, so

17 we feel it is appropriate for the U.5, Trustee
18 to step up at this point and protect those
1% rights of the unsecured creditors may want to

20 put farth at the final hearing.

21 8o, at this peint, I think it is

22 ipappropriate and premature to allew the

23 segured crediters to have liens on the recovery
24 actiens.

25 THE COURT: Okay.

BENJAMIN REPORTING (212)374-1138 DOYLE REPORTING (212)B87-8220
A VERITEXT COMPANY



JUH-29-2084d @39:48 FROM: TO:Skadden PAres P.35-54

10
11
12
13
14
15
16
17
18
19
210
21
22
23
24
25

35
HOT SFPOTS PRODUCTION, INC.

ME. SCHWARTIBERG: And, actually,
your Honor, I would like an unusual and
gxtraordinary circumstance it is not usually
granted in the Southern Dlstrict.

THE COURT: I had the same comment,
particuelarly 1in the case where you are going to
get paid in full. I think on an interim basis,
you can seek it at the final hearing but I
think it sheuld be excluded for the interim.

MR. GOOCCMAN: That's fine. What we
will de, we will make it clear that paragraph
is subject te the entry of the final ocrder and
unless that happens, then we will hawe that.

THE COQURT: And then I have a
gquestien, this is oen Mr. Dunne's wish list, but
one of the events of default on page 17,
paragraph 7(C) 1is the fallure of the debteors to
comply with any covenant or agreement specified
in the loan documents with some exceptions tied
to the commencement of the Chapter 11 case.

I, cbvigously, haven't sesan the loan
documents, but particularly when I look at
paragraph 8, which seems, although it i1s not

clear to me, maybe you need te clarify this,
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. if, in fact, there is a breach of the order,
3 the secured lenders have on five days notice
i tha right to foreclose on thelr collateral.
5 I'm nervous about putting it in the
& event of default that I haven't sean.
! Have Skadden and Milbank reviewed
B the credit agreement to see that there is neot a

9 risk of getting tripped up between now and the

10 final hearing on this?
11 MR. GOFFMAN: We have reviewed it
12 and we have spent a considerable amount of time

13 with it., It was a lot of give and take and
14 back and forth in the negotiations, and I

15 think ==

16 THE COURT: It is an easy shorting
17 of it., If there are things 1in there that you
18 would otherwise be putting in as a specific
13 avent of default but sometimes credit

20 agreements get out of --

21 MR. GOFFMAN: There were certain

2 items where we thought there have been

23 instances over the last few months where we

24 identified that we might trip up a financial
25 covenant. We have gotten waivers on those,
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2 To the best of our knowledge, we
3 have identified all o¢f the potential coewvenant
4 breaches that could arise over the next 20 days
5 and have dealt with themn.
£ MR. GOODMAN: My understanding, your
7 Honor, 1s that this was meant te be a shorthand
B way of putting inte an order cther protections
g that we might hawe. Wea are going to go on a
10 stand alene basis just te put in.
11 When we negotiated talk about some
12 of the covenants, clearly financial covenants
13 and did try to incorporate to the extent any
14 updates need to occcur, that updating in the way
15 in which the order was granted 2o our
18 expectation was that this was livable and fit
17 within the parameters of what the budget and
18 what businesas had anticipated and, vou know, is
19 not meant to create a surprise. Obviously,
20 they are covenants.
21 MR. GOFFMAN: ©One of the reasons we
22 do have a five-day period is if we all got
23 surprised;, if we missed something and it turned
24 out there was a breach of a cevenant and it
25 appeared that we could work it out guickly
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2 enough, 1t would give us sufficient time to be
3 back in court and ask for relief on the issue.
4 THE COURT: Mayvbe I'm reading

5 paragraph 8 wrong, is the five day period

B splely, I mean, the right that the lenders have
7 after the expiration of the five day pericd, ia
§ it solely as stated in the fifth line above

9 that page 1% in order to protect the collectlion
10 obligations, or do the banka have the right to
11 ge beyond that and basically collect an

iz everything? If it is just the added protectien

13 obligation, this is not a big point. It i=s not

14 that much concern.

15 MR. GOFFMAN: I don't think it could
1a apply.

17 THE COURT: Could it apply to all

18 435 million?
19 MR, GOEFEMAN: I don't think it was
20 intended to apply beyond adeguate protection

21 abligations.

22 MR, GOODMAN: I think it applies to
23 averything, your Honor, including as against
24 the nondebtors. Again, there i1s no stay or
25 ipjuncticen with respect --=
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2 THE COURT: As against the
3 nondebtors, that's not really my focus.
4 ME. GOODMAW: And so a= a debtor as,

5 as practical matter, it is just the added

f protection obligatiens because I'm not gquite

7 sure of this.

8 THE COURT: I guess you don't have a
G lien on the atock?

10 ME. GOCDMAN: We do have a lien on
11 some stock, yes.

12 THE COUORT: ©EBut not the parent

13 company stock?

14 MR. GOODMAEN: HNeot stock that is

15 zltimately held a by third-party in effect. We

16 do have lower tier.

17 THE COURT: That's what I meant.

18 ME. GOFFMAN: The parent owns cther
19 subsidiaries so you would force us to get

20 back.

21 THE COURT: If you trip over a

22 covenant, maybs I be have more receptive for a
23 motien for an injunetive than I might normally
24 be.

25 MR. GOFFMAN: And that was always
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2 pur view; that we tThought we had covered all

3 the covenants. In the unlikely avent something

4 cama up based upon our eXperience so far, we

g thought we would work it out; and if we didn't

6 work it out, we thought it gave sufficient time

T to come and seek an injunction.

B THE COURT: That's fina.

4 ME. GSOODMAMN: The way we structured
10 this, yeur Heoner, is similar to a dip where you
11 have your covenants and you have your
12 remedies, ¥You have your default and your
13 notice period, even though 1t 15 not neaw money,
14 it is money. So it is intended to work the
15 Same Way.

16 Next I have a motion for an interim

17 filing order establishing neotification
18 procedures or trading and equity interest, and
19 baefore I walk through it, I would like to
20 introduce my partner;, Max Miller.

21 Mr. Miller is a partner in our tax
22 group. He has been working estensibly on the
23 RCH case, is fully versed on the tax and LCH

24 issyes here and I will try to presant this, but
25 te the extent there are more technical

F.4a8-&84
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2 guestions You Honor might have, Mr. Miller is
3 here to answar them,
4 The purpose of this motion is to set

5 up a procedure that will help preserve very

6 valuable assets of the debtors estates, the net
7 operating losses.

B The restrietions on trading and the
9 procedural mechanisms we are seeking here are
10 nacessary to prevent the debtors from

11 potentially undergoing an ownership change for
12 U.5. federal incomege tax purpozes ocutside of a

13 canfirmed Chapter 11 plan.

14 The debtors approach is that if we
15 undergo an ownership change pursuant to a

16 Chapter 11 plan, we will be able te preserve

17 the vast amount of our net operating loss

18 carried forward and our other tax benefits.

139 Currently, we estimate that we have
Z0 over §2.4 billion of net operating losses and a
21 substantial ameount of losses with respect to

22 current assets.

23 We recognize that under any plan, a
24 substantial amount of those net operating
25 logsas will be lost as a result of gancellation
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2 of indebtedness. Mevertheless, it 1= our
3 expectation that at the, during all the
4q calculations, conclusion of these cases, it is

5 still goling to be over a billion net cperating

f logses.

7 Those net operatling losses, 1f

8 properly preserved, even at a 33 percent

9 corporate tax rate, represants $350 millien in

10 value that will be available to the recorganized

11 entity. That's an important asset that we need
12 te try to preserve.

13 THE COURT: Or petential wvalue.

14 MER. GOFFMAN: Fotential value,

15 What we are trying to do is set up a
16 mechanism that's as least restrictive as

17 possible and really what we are asking for is a

18 notice procedure. We are not asking for anm any
1g restrictions on debt trading. We are simply

20 asking for a notice procedure so that wWe can

21 know before eguity trades hands what

&2 tradespeople are seeking so that we can make a
23 determination 1f the trades that are being

24 sought could potentially force us to lose the
25 HOLSs.
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Z Specifically, abandonment trading or
i transfer of RCN stock could adversely affect
4 RCHs losses if too many 5 percent or greater
5 blocks of equity interests are created or too
6 many shares are added to or scld from such
7 Elocks such that altogether with previous
g trading by 5 percent shareholders during the
9 preceding three-year pericd an ownership change
10 within the meaning of Secticn 382 of the
11 Internal Revenue code is triggered priocr ta
12 consummation and oputside the context of the
13 Chapter 11 plan.
14 Again, it's one thing 1f the change
15 happens pursuant to a plan, It is another
16 thing 1f it happens prior to.
17 THE COURT: You are comfortable that
186 this hasn't happened already?
13 MR. GOFFMAN: We are comfortable
20 that this hasn't happened already. We have
21 been monitoring all the tradeszs for guite some
22 period of ftime.
23 Jur capital structure, and I will go
24 through it briefly among the eguity, there is a
25 public aguity and then there were two primary

P. 4364
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2 preferred groupings. There was preferred
3 shares held by Hicks Musas and then there were
4 preferred shares held by Vulcan Investments
5 which was a pull=-out investmant wvehicle. Those
& wigre our only two preferred shareholdsrs.
7 In December of last year, Vulecan, I
B believe, transferred a portion of its shares to
g Wells Fargeo for a couple of million dellazs for
10 tax purposes but those are only two entities.
11 8o wa have been able to track that and we have
12 had people that have done neothing but menitor.
13 We believe that we need to held on to that.
14 A significant majority of the common
15 gstock of RCN will be distributed to creditors
16 holding the outstanding notes te RCH in
17 exchange for the debt under the plan.
18 Aocordingly, upon consummation of
13 the plan, thers will be an ownership change for
20 purposes of Section 382 because the percentage
21 of RCH stock that will be owned by holders of
22 claim will have increased by more than 50
i percent owver the lgowest percentage of the stock
24 of RCH held by such perscons durdng the three
25 year testing period.

F.44454
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2 As described in the meotion, we
3 intend to avail ourselves when that happens of
4 one of the two tax bankruptcy exceptions that

5 exist, 382(L)(5) or 3B2(L)(6&).

& Witheout tryving to put on the record
7 the differences between the two, essentially,
B 3B2IL)} {5} and 382(L} {6} allow us to retain the
9 HoLs in different amounts and use them in

10 different fashions, but the key 18 to make sure

11 that in beth circumstances that we don't blow
12 and lose the NOLs prior to consummation of the
13 plan.

14 The relief we are reguesting is

15 procedural. It iz narrowly tailored to meet
1le our needs because it is not borrowing all the
17 trading in RCN stock. Wa are only seaking to

18 establish procedures that let us moniter types
19 of stock trading that peses serlous risks to us
20 under Section 382 so that 1f a trade is

21 proposad that could cauase us to lose the NOLs,

22 we have the ability to come back to the court
23 and seek an injunction at that time.

24 The procedures that we referenced
25 will permit most stock trading to continue
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2 subject only to the applicable securities or

3 bankruptcy and other laws.

4 Unless we get interim immediate

5 relief today, your Honor, 1t is possible that

G by the time we return to this court, trades

7 could occur that would have caused us to lose

B the WOLs by the time we comeé back here. That's
] why we are asking for the relief now,

10 In many ©f these case, this type of

i1 relief is sought on a first day basis without

12 noetice, but we thought it was more appropriate
13 gince there wasn't, since we weren't saeking
14 firat day hearings on any ©f the other motions
15 that we did this and that's why we have done

16 this im this fashion.

17 THE COURT: There really was no note
18 te the shareholders?

1% MR. GOFFMAN: You are right, your

20 Honor. Let me address that for one second

21 becanse we did get the Wells Farge oebjection,
22 and the motion itself was neot served upon Wells
23 Fargo, but I take extreme 1lssue with the notion
24 that Wells Fargo is not a party to these

25 proceeding; that they didn't know what was
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2 going on.
3 THE COURT: They filed an

4 objection. They cbviously and --

5 ME. GOFFMAN: It is more than that,
& Faor the last two monthsy; your Henor, we have
7 been negotiating for new financing. We have
B had narrowed it down to seven partlies and then
9 to four parties. Within those four parties was

10 Wells Fargo.

11 Wells Fargeo, pursuant to a

12 confidentiality agreement with the company, has
13 been negotiating and meeting with the company
14 with Mr. Dubel and management, with Blackstone
15 and through their counsel, other counsel, I

16 will notice with Skadden for the last two

17 months.

1H They know everything about the

19 company. They know everything about the

20 restructuring. They know everything about the
21 nat operating lesses. They knew about the fact
22 that we were going to be proceeding in this

23 fashion te get this type of motion to preserve

24 the WNOLs.

25 The guesticn came up in their due
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z diligence as to whether or not we were geing to
3 try to get this type of motion, because if thay
4 were going to be the successful lender here,
3 they certainly wanted to make sure that the NOL
& would be presecved.
7 S50 this notion that Wells Fargo
e didn't know about this, they had no notice,
a that tThey were surprised by this, I will accept
10 maybe Mr, Goodman didn't know about it and
11 maybe his clients didn't tell him about it,
12 But Wells Fargo has been talking to us, meeting
13 with us and knowing everything about what's
14 been going on here, including what was going to
15 be brought in front of this court for the last
16 two monthse. B0 I don't accept the fact that
17 thiz is news Lo Wellg Fargo.
18 The restrictions wae are seeking here
19 are narrow. They are procedural in nature.
20 They are not changing the substantive rights
21 and they are necessary to preserve a very
22 valuable asset of this estate,
23 THE COUERT: Mr, Goodman.
24 MR. GOODMAN: Your Henor, thank you
23 for hearing from us,
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z I would just like to correct one
3 statement made by Mr. Goffman. My statement
4 was that we were not servad with the

5 pleadings.

& Inscofar as what my <lient knows or
7 does not know about the restructuring process,
8 the officers that I have spaken to about the

g matter told me that they were surprised about

10 the bankruptey. I think they expected a
11 bankruptcy case. They themselves, the two
12 pfficers I spoke to, didn't know anything about

13 the MNOLs.

14 In fact, I advised them yesterday
15 afternoon when I was retained about the
16 restrictions on trading with respect to the

17 NOQLs which direectly affects Wells Fargo's

18 rights.

19 We beliave that the restrictions on
20 trading sought by the debtor on an interim
21 basis are premature. We don't believe that the

22 dabtor has demonstrated that there 15 any

23 evidence that a2 change in control is eminent or
24 about te occur or that one has not already
23 incurred.
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2 In the meantime, what thies process

3 does is for a 30 day perlod restricts my

i client's ability to transfer his property,

5 which are 225,000 shares of seriogusly preferred

i gatock. We den't belleve that the debtor has

1 proved irreparable harm, likelihood of success
i on the merits or that the balance of the

9 equities are in faver.

10 There was no notice Eo dur client of

11 these, cf the interim reliesf sought. I think
12 it is unusual to get this type of relief as a

13 first day order.

14 I would note that under the Federal
15 Rules of Civil Procedures there is, first of
16 all, there is aspects of injunctive relief in
17 this order because what it does is it reguires
18 us, if we want to dispose or sell of our stock,

149 to notify the debtors and the debtors have

20 really a time period te object.

21 I think the time period -- excuse ne
22 if I den't know the exact dates. Again, I was
23 just retained. There are several motions that
24 1 had reviewed in a short time but I think it

25 holds up the sale for a 30 day period.
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2 HNow, as I was alluding to earlier,
3 if you are asking for a TRO, or temporary
4 restraining order, under the Federal Rules that

5 lasts only 10 days.
& Here without notice we are being
7 restrained up until 30 days, and then at some

8 point they will, hopefully, seat this intearim

9 crder for a final order and final hearing where
10 +hese lssues can be vetted cut with mere time,
11 more due process and more notice.

12 Sa, at this point, your Honor, I

13 would ask this court neot te the approve these
14 regstrictions. I think they are on&arous. I
15 think they are premature and I think it is

16 highly wnusual to have these Lypes of

17 restrictions implemented on a first day basis
18 without any notice.

1% THE COURT: A8 a practical matter,

20 how soon can you netify the shareholders of

'l this?

22 ME. GOFEFMAN: Your Honor, I asfume
23 we can aend out --
24 THE COURT: If T schedula the

25 hearing on this like June, within 10 days,
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wauld you be able to give them notice? You
probably won't, but maybe I don't know your
gamut of shareholders.

ME. GOFFMAN: The issue, your Honor,
wa certainly knoew very large holders and we can
certainly notify them very guickly,.

But as far as the public where the
stock iz held in the street name, vou have to
go through a process in order to make sure they
get the neotice and there 1ls no way, as a
practical matter, if we did that, they would
actually get the notice in time to actually be
heard., I would be happy to deal with this on
the 22nd, your Honor.

THE COURT: Okay. The objection
also says that there 15 a difference between
the motion definition of substancial
shareholders and the actual people who you
really have to protect agalinst and the Internal
Revenue code.

Is that true? I mean, is there any
meaningful difference there?

ME. GOFFMAN: HMr. Miller.

MR. MILLER: The limiratiens in the
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2 motion are set to be slightly below five below

3 the share holdings of common stock and are set
4 to cover any holder of preferred stock of the
5 limitations in the Internal Revenue Code for

& anyone who owns 5 percent of the eguity of the
7 Campany .

B 5o what the company is trying to

9 find out is the -- what the company 1s trying

14 to do 1s give itself a little bit of margin for

11 error with respect to understanding.

12 THE COURT: Preferred because they
13 are first on the foed chain?

14 MR. MILLEER: Yes.

15 THE COURT: You are including?

19 ME. MILLER: It is always mocre

17 complicated for RCH than other aconomies

18 bhecause an owWwnership change ia measured by

1% percentage of the value of the company that you
20 swn, and when there are four classes of stock,
21 it iz complicated teo figure out what wvalue a
22 particular number of shares of a particular

213 class has as a percentage of the total.

24 THE COURT: And why does that have
25 ta be 30 days?
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MR, MILLER: 30 days is a relatively
common amount of time that you see in these
kinds of orders.

THE COURT: What, maybke Mr. Dunne
knows this, is the new foerm of proposed order
that the debt trader asscciations is
proposing? Do you know how many days they have
in it? You don't.

MR. DUNRE:; I thought it was 15.

THE COURT: I thought 1t was 15,
tog., Woeweld 15 pose that much of a burden,
especially if you are taking this?

ME. MILLER: I think 15 would be
more of a burden but I think the company would
develop --

THE COURT: This is an unusual
context in that it implicates both 362 and
injunctive relief.

Based on potentially if someone blew
the MNOL that could be a viclation of the stay.
80 I think given that fact and the difficulty
of getting netice as preposed to the
shareholder, I think having this be effective

through June 22nd is appropriate.

o4
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3 It seems to me it is, indead, a
3 valuable asset even given the ownerxship change
| under the plan as entailed in the motion, and

5 with the change to 15 days, it does appear to
i be narrowly tailered to preserve the debtors

) rights.

8 It seems to me that if there lsl

a going to be any substantial trade hera, it is
10 not going to happen and 15 days won't cause it
11 to happen, given where the debtors are at this
12 point. So I'll approve it witheout change.

13 MR. GOFFMAN: Thank you, your

14 Honer. That brings us to our retemntion

15 application.

186 The first one, your Honor, 18 our

17 application te retain Bankruptcy Services LLC
14 as claims and noticing agent.

15 BSI, we would seek to retain them as

20 claims and noticing agent for the debtors to do
21 a variety of things:, mail notice to the estates

22 creditors and partners of interest, provide

23 computerized claims and database service and
24 provide expertise, consultation, assistance in
23 the claims processing and other administration
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2 information with respect te the debtors
3 bankruptcy case.
4 THE COURT: Does anyone have
5 anything te say on this motion? I reviewed it
6 and I will approve that.
7 MR. GOFFMAN: Thank you, your
B Honor. The second one 13 also a fairly
=] standard one, debtors retention application to
10 ratain Innisfree MEA Incorperated as noticing,
11 voting and information agent for the debtors.
12 Rgain, we would seek to engage
13 Innisfree to disseminate certain notices to
14 helders of RCHN senior notes and stock to
15 provide assistanca to the debtors and their
1€ advisors in connection with all aspacts of
17 voting, timing issues, distribution,
18 solicitation and the like. It 1s agaln a
14 fairly standard motion.
20 THE COURT: Deges anyocne have any
21 cemments on this ocne? I will approve this one,
22 alsc.
23 MR. GOFFMAN: MNext I get to the
24 debtors retention applications te retain
25 Skadden Arps.
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Zkadden Arps has baen counsel te the
debtors for several years. We have filed the
appropriate applications. Our retenticon for
the debtors goes back to as far as 1877,
September of 1577.

In my retention affidavit, we
disclose all connecticons with the debtors and
all other parcties in interest. And I beliave
weé have shown, I believe 1 =zaid 1977, 1987,
where we started representing the debtors.

In my retention affidavit we
disclosed all possikble connections to the
debtors, crediters, holders and other parties
of interest.

When we served the application, the
anly party that expressed a concern was the
.8, Trustee, and the U.5. Trustee expressed
the following concern. It sald that with
respect two entities that were identified in my
retention affidavit, what I will call Deutsche
Bank and JF Morgan Chase, there was a question
as to whether or not we should bring in
confliect ecounsel to deal with tham.

And what the 0.8, Trustee sald at

57
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p the time was in my affidavit as part of full
3 diseclesure, rather than simply say that limit
4 my diseclesure to the gpecific JP Morgan Bank

& antity that provided the lcan and a specific

B Deutsche Bank entity that's providing the leoan,
T we wanted to make full discleosure, and sa I
) provided information about all relationships we

9 had with all the JF Morgan entities and all the

10 Deutsche Bank entities and the U,5, Trustee was
11 concerned that we had accepted the JP Morgan
12 entities and the Dsutsche Bank entlities each
13 represented more than one percent of the firms

14 revenue in the year 2003, and possibly we might

15 need conflicts counsel.
16 Without arguing with the 0.5,
17 Trustee whether or not this so-called cne

18 percent rule really is applicable, really makes

19 genae, what we have done is we met with the
20 H.8. Trustee. We've gone back and we have
21 scrubbed the numbers and it's very clear to us,

22 and I will be filing a further affidavit, that
23 the JF Morgan Bank that provided the loan, te
24 BCHW, is not & client of our firm that provided

25 greater than one percent of revenue Lo us in
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2 2003 and the Deutsche Bank entity that is

3 providing the loan commitment to us to RCH is

9 also neot a client of the firm that provided

5 greater than one pexcent of revenue.

& Blthough I don't have & sign-off

7 certainly from the U.5. Trustee, 1t is our hope
B that by the time we get te the final hearing on
| this, that based upon that analysis, that the

10 .5, Trustee will agree with ocur concept.
11 We had good discussions yesterday

12 and I'm hopeful it will go in that direction,

13 g we would ask for the retention on an interim
14 basis im that fashion.
15 I will be filing a follow-up

1& affidavit that will clarify those two points

17 and, hopefully, it will be fully consensual by

14 the time we get to the final hearing.

19 THE COURT: Okay.

20 ME. SCHWARTEBERG: A Mr. Goffman

21 sald, it is cerrect we have congerns regarding
22 the retention of Skadden. We are waiting

23 further discleosure. I den't know if we

24 formulated a position whether they can unbundle
25 the entities and separate percentage cut or
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not. We will wait for disclosure and probably
further discussions with Skadden.

THE COURT: I'm praparaed to approve
this on an interim basis based on the record as
it stands befora me. I'm sure that Skadden
will be sensitive if more of a conflict appears
or arises, but I'm prepared to approve this,
and I guess we will have the final hearing,
only if there is an objection, on the 2Znd. So
1 guess objection should be in two or thresa
days kefore then.

MR, GOFFMAM: Thank you, your
Hognor.

THE COURT: You are going to submic
an ordar.

MR. GOFFMAN: Yes, we will.

THE COURT: Either way.

MR. GOFFMAN: We will submit an
arder. HNext we turn to the debtors applicatisn
tes retain Swindler Berlin as special regulatory
counsel. Swindler has been the debtors primary
ragulatery counsel for many Years. They
ragularly advise the company on all regulatory

ijgsues regarding the FCC lssues, state and

60
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2 loeal regulatory issues.
3 They have been working with the
4 company throughout this entire process.
5 Obviously everything we are doing in this
B restructuring is interrelated with the
T regulatory process.
f Their involvement in an on going
9 forward ba=is 1s important and, therefore, they

10 have filed the appropriate applications and,
11 therefore, Wwe would ask that they also be
12 retained on an interim bhasis. No objections

13 have been filed.

14 THE COUERT: Okay. I will approve
15 Swidler Berlin's retention, also on an interim
16 basias. For purpocses of the notice for these

17 motions or applications, the objections should

14 be gsubmitted by 4 p.m. on the 18th of June.

19 MRE. GOFFMAN: Thank you, your

20 Honor. Hext I turn te the debtors application
21 to retain Price Waterhouse Coopers as auditors
22 for the debtors.

23 As with any other major company, the
24 debtors need auditors. Price Waterhouse

25 Cogpers have been the debtors auditors for the
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2 past saven years. They are familiar with the
3 debtors business and financial affairs. They
4 ara familiar with Chapter 11 cases and how to
) proceed on the auditing preocess during the

i Chapter 11 cases.

7 They have filed all the appropriate
i applications and affidavit. They have also

9 agreed to charge 80 percent of their standard
10 rates for the uwpcoming order of the guarterly
11 reviewed servieces, and based upon the

12 application and no cbjection being filed, we
13 would ask that your Hener sign the order.

14 THE COURT: This is an hourly rate
15 arrangement?

16 MR. GOFFMAN: Yas, your Honor.

17 THE COURT: So there would be 330
18 and 3317

19 ME. GOFFMAN: Yes, your Honor.

20 THE COURT: Hearing no objections, I
21 will approve this on an interim basis with the
22 same objecticon deadline and hearing date. If
23 there is an objection.

z4 MR, GOFFMAN: Next I turn to the

25 debtors application for retaining the
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2 Blackstone Group as financial advisors.
3 Blackstone was retained by the
4 debtors in these cases in March of this year.
5 Since that time, Blackstone has developed a
E deep understanding of the debtors financial and
7 husiness operations.
& Bafore -- let me talk a little bit
8 about what Blackstone has done since they have
10 bheen involved in this case.
11 Blackstone has done an outstanding
12 4ok, From the day that they were retained in
13 these cases, Tim Coleman and his entire team
14 have worked nonstop day after day around the
15 clock to help make this restructuring work.
16 The work that the Blackstone Group,

17 aleng with the work of the company led by Mr.

18 Dubel, Mr, Horvat, Ms., Royster has been

19 exceptional.

20 When Blackstone and Mr, Dubel first
21 came in, we were truly at a crossrcads. We

22 ware at a difficult point in the case. Our
23 relationships with our senior secured lenders
24 and noteholders were not very good, and it was

25 through their efforts that we were able to turn
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2 a very difficult situation inte a very good
3 one, a very successful consensual
i restructuering. They worked round the cleock and

5 they have done a remarkable job.

& Blackstone is an extremely gualified
T argqanizatien. They are one of the preeminent

g financial resatructuring advisors in the

i industry. They have worked on many, if not

10 mast of the major Chapter 11 cases in this

11 country.

12 The Blackstone compensation

13 baszically is as follows: They will receive a

14 menthly advisory fee of 5200,000 a month. They

15 receive a restructuring fee of somewhere

16 hetween 7 to $8 millien subject to resumption
17 of between zero te 30 percent af any

18 transaction fee as defined in the engagement

19 agreement depending upon when the transactions
20 iz completed.

21 Dpon the consummation of 2

22 transaction as defined, they may also recelve a
23 transaction fee payable in cash out ¢f the

24 proceads egual to & percent of the

25 csonsideration but there's an eoverall cap on the

BENJAMIN REFORTING (212)374-1138 DOYLE REPORTING (212)867-8220
A VERITEXT COMPANY



JLH=-24-200d 18: 19 FROH: TO:Skadden HAres P.1-8

B5
1 HOT SPOTS PRODUCTION, INC.
2 total fees. The sum of the transaction fee
3 plus the restructuring fee cannot exceed

4 10-and-a=-half million dollars.

5 THE COURT: Is the tramsaction, does
& that include a plan or is it some other type of
7 transaction like an M &A transactien? It

B wasn't that clear to me in their letter.

o MR. GOFFMAN: Bear with me one

10 sacond. Lat me double check.

11 THE COUERT: I can cuet it short. It

12 strikes me that in large measure to regularize

13 these types of retentions and address the

14 concerns of the 0.5. Trustee, as well as the
15 Court's, that what's developed in the Scuthern
1l District is & process whereby there 18 an

17 interim retention for someoné that seeks to be

18 retained and compensated under Section 328,

19 subject to pretty wide notice and a lenger

20 peried for the final hearing, and consistent
21 with that, I think that pending that final

22 hearing, the compensation shonld be subject to
23 330 or 331, particularly in a2 case like this.
24 Are you going to confirm a plan

25 before July 307
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2 MER. GOFFMAN: Mo, your Honor.
3 THE COURT: 2p I don't think that

4 they are at risk, in other words, on what they

5 have negotiated with the company 5o that they

£ gheuld be prepared to answar that guestion I
7 guess at the final hearing.

B But I think the order should just
9 gay in paragraph 4 prior te the entry of an

10 order appreving the application on the final

11 hasis and then centinue on all compensation,

12 reimbursement, expenses shall be pald to

13 plackstene and approved by the Court in

14 accovdance with the ragquirements of Sections

15 330 and 331 and then paragraph 3 will be

16 delated from the interim order, which ia the

17 paragraph that says if subject to the limited
18 standard of Section 328. The notice shall make

19 it glear that they are seeking approval of the

20 fes arrangement under 328, except for the

21 conduct of the U.5. Trustee.

22 MR. GOFFMAN: We will make that

23 clear, your Honor, and the only reason I went
24 inte great detail, I was aware that this was
Z5 the process and rhat we were goipng to proceed
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2 in this fashion.
3 I didn't have the opportunity at the
4 peginning of this case to talk about
5 Elackstone's role, and aven though they hawve
& only been invelved for a relatively short
7 period of time, I thought 1t was important the
g fourt was aware that their efforts have paid

g huge dividends.

10 THE COURT: You are still using

11 them?

12 ME. GOFFMAN: Absolutely.

13 THE COURT: I know that Wells Fargo

14 ohjected to this motion, but I think that it 1is
15 more appropriate, gilven how I just ruled for

16 that objectlon, te be considered if it is not
17 rmsolved beforehand at this final hearing.

18 Although I do want to make it elear far the

14 record, I think that although I can conceive of
20 zituations where this is not the casas,

21 generally I den't think it is fair for a

232 financial adviasor to be deprived of & fee that

23 it garns simply because a substantial portion,

24 perhaps the majority of 1ts work, was done

25 prepetition, and T'm just not that sympathetlc
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2 te that type of chjection.

3 But here it appears that they are

4 also working considerably pest-petition, =0 the
5 point may be mute anyway, bBut I think with that
B change, I will approve it. ®Wr. Dunne wants to

7 get up and say samething.

Al MR. DUMWE: Your Honor, I think with
9 t+hat change, we are fine as well. Our

14 comments, let me just say this for the record;
11 the Ad Hoeec Committee will reiterate some of

12 what Mr. Goffman said, that we do bhelieve that

13 Blackstone appearing on the scene and Alix
14 Partners was a breath of fresh air. They have
15 our consensus and cooperatien and my cliaent

14 wants to see them appropriately and fairly

17 compensated for that.

18 They are expecting to have A

149 dialogue on the terms of success fees and

24 aggregate compensation for that work and,

21 hopefully, before We return LO this court, we

22 will have an agreement with all the parties

23 that we ceuld present up Lo the court.
24 THE COURT: Okay. Again, that's the
25 reason for the lenger notlce and the like
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2 since, given the wording of Secticon 328, you
3 have to have the dialegue now as opposed to at

d the end of the casea.

5 MR. GOODMAN: Your Honor, speaking
@ for the banks, there is a continuing need in
7 this case, despite all of the work that

B Blackstone and I wounld even say J. Alix did

9 together, to get us to the point where we are

14 today and it was guite a bit of very fine work
11 far the reasons that Mr. Goffman has given,.

12 From the bank's peint of view, there
13 is very much a reascon to keep them active in

14 the case bhecause there is a difference, as your
15 Hanor knows, between agreement and a closing,
18 and in between the agreement and a closing, we
17 still have a company that is a very younyg

18 company and a very competitive business that

1o still needs a lot of hands on care and feeding,
20 and the lenders at least are leoking to beoth

21 Blackstone and J. Alix te centinue to provide
22 substantial guidance when we get to closing,

23 your Henor. Thank you.

24 THE COURT: OQkay.

25 MR, COFFMAN: HNow I turn Lo our
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2 #inal application of the day, which is our
3 application to retaln AF Services which is an

4 =ffiliate of Alix Partners. BRgain, it's being

5 sought on an interim hasis enly.

é AP Services's intent is to provide

7 John Dubel as a representative to the debtors

g8 to serve the debtors president and chisaf

g gxecutive officer. it i3 providing Mr. Horvat
10 to serve as chief restruecturing officer. It is
11 providing whatever other persons are necessary
12 to the debters for the debtors operations and
13 tg completa these restructuring procedures.

14 They filed their appropriate applicatlion.

15 Their services up-to-date and

p throughout this case are without guestion

17 indispenszable. Without their effocts, we

14 wouldn't be where we are today. Without their
19 continuing efforts, we will not get to the

20 finish line.

21 This is as crucial a motion in our
22 application as we sought today. It is on an
23 interim basis and we reserve the reservation of
24 rights and we would ask, with all of that

25 racord, that your Honor enter the order.
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2 THE COURT: As I read the draft

3 srder, which actually is a little different

q than the applicatien, you den't heave the same

5 type of need to resolve the succaess fee upfront
&6 that you would have until we modify the order

5

for Blackstone. So I think this is really a

] fairly easy applicatien to grant. So I will

2 approve 1it.

10 MR. GOFFMAN: Very good. Thank you,
11 your Honor. With that, I think we are done.

12 Ell we have left is to consult with each other
13 to pick the dates for the gmnibus hearings.

14 THE COURT: ©kay. A&And then you can
15 nand up, if you have the disks, or you can

16 e-mail them down to me.

17 ME. GOFFMAN: We have the disks.

18
19
20
21
22
23
24

25
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2 CERTIFICATE
3
4 I, MICHAEL WILLIAMS, a Certified

5 Shorthand Reporter and HNotary Public of the
B State of MHew York do hereby certify that the
7 foregoing is a true and accurate transcript of

8 the within proeceedings, to the best of my

) ability.
10
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