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( SEE ABOVE)

Ct: As a mark of respect to this court is those of you who have hats on renove
themplease. W started a little bit late because | wanted to make sure
everyone got thru security. WIIl break before noon. Going to restart at

2:15. Prior coomitnents that were sched. These are prelim hrgs. Final hrgs
are set for Cct. 16. Explain what this proced. neans. At prelim hrg | don't
take evid. Understand the issues and put on evid. at final hrg. Wuat is
going to happen today is we won’t put on evid. A lot of evid. or sugg. to the
court in paper formby two unions. At prelim hrgs | will also listen to
parties nmake a variety of evid. Ask if sone iss. can be resolved wo going to
final hrg. Eim iss. that don't have to be heard at that tinme. Are |lega
iss. | need to study before final hrg. It is unlikely I will be deciding nost
if not all the iss. pres. here today. Not to say the court cannot be
addressed here today. Are a # of people here that would like to talk to the
court. This is the time to do so. Can addr. court who has been effected

Are a # of people who may want to addr. the court. Don’t understand how
bankr. works and what has gone on in this case. | will say now | would
apprec. it if you keep your present. brief. Wat | would do wrespect to
today’s proced. Sunmmarize what has happened in this case and summari ze how
bankr. proced. works. WII ask where parties are w respect to | enders noney.
Cash collateral. Also going to ask where parties are wrespect to health and
wel fare benef. A so wrespect to the Union’s notion on severance pay. Only
inquiry whet. the parties have been able to work sonething out. Directed to
the lawers. Don't want to hear argunent. Going to hear fromthe various
non-l awers who are here first. My well be a # of you are fortunate to have
other jobs and don't want to stay all day. | wll listen to present. about
cash coll. and severance pay. | would also sugg. if you want to understand
what is going on in this procedure mght want to stick around. Don't have to
after you have addr. the court. Wien you cone up state nane and address and
stake you have in this case. Forner enployee, creditor, etc. Not linmted to
enpl oyees. | need that info. bec. wa few except. only those persons who are
enpl. are allowed to partic. in the court proceedings. The |awers have done
exactly what | have explained. W they are and connect. to the case. # of e-
mails to court about severance pay. Have been made into hard copies and
placed in files. Have read all of those. # of phone calls to enployees. W
cannot return those calls. For nme or soneone fromny staff to talk to you
woul d be a private communications. Wat we call ex-parte. Wy we haven't
called you all back. Can wite and e-nail. Read one that cane in this
norning fromLarry Kosper and his spouse. M staff has told ne that everyone
of the callers has been polite and courteous. Wuldn't expect anything
differ. Apprec. it. Makes things easier on the staff. Wnt to acknow .

that. Let ne tal k about background of case. Talk about structure where noney
conmes fromand how it has worked or not worked in this case. Odinarily a
debtor files a ch. 11 to pay sone or all debts to creditors. Can liquid.
itself to go out of business in a controlled nanner. Assunpt. is if conpany
cont. to oper. will neke enough to pay it’'s bills. Furrs what |osing a huge
anmount of noney ea. week before it filed bankr. Feb. 8 Cont’d to | ose noney
until nmanagenent was repl aced by Coll eher and Mays. (Qbviously the hope at
start of case was Furrs coul d keep oper. for awhile and pay sonething back to



unsec. creds. Serious doubt whet. that goal will be net. Furrs has added
expenses of ch. 11 costs. Lawyers, accts and invest. bankers. Hred
routinely to repres. the creditors. UCC. These folks are necess. to help the
dtr reorg. or go out of bus. Requires expertise to help the bus. reorg. or
liquidate. Not for free. Expensive, but that is the reality. Result has
been in short that Furrs went into Ch. 11. Owes nore noney to people to enp.,
accts for work during the bankr. Bankr. code says that bankr. opers. debts
such as work that enp. did and not paid for. Call post-pet. debts. Incurred
after bankr. pet. was filed. Bankr. code says those debts get repaid before
any of the pre-pet. unsec. debts. Assunes there is enough noney to pay it
back. Heart of prob. we are |ooking as now. To understand that better we need
to understand how bankr. works. At start of ch. 11 are creditors. Unsec.

sec. and prior. creds. Sec. are lenders. Those are the people that | oaned
nmoney to debtor. Ten of mllions of $. Took back sec. int. in Furrs such as
nortgages. Have prior. creds. Exanple would be pre-pet. taxes that have not
been paid. Unsec. that |oaned noney to debtor or food suppliers. Sold goods
to Furrs and did not get paid for them In NMit is frequently that enpl oyees
are unsec. as well. M practice that in many cases filed the enpl oyees
weren't paid. Show up on Friday and told the bus. just filed and woul d not
get paid for along time. One of the things that Furrs did on the first did
was submit an order that said all the wages owed to enpl. would cont. to get
paid. Arrangenent nade that none of the cks that bounced. Wre a few. Took
anwhile to get the financing in place. Not the typical case in this district.
Found thensel ves unpaid. Are admn. creds. Prof. hired to work or workers
not paid during the case and post-pet. taxes. Distrib. of nobney goes as
follows. Sec. creds get coll. back or get back proper. pledged to themor get
coll. back first. |If any noney left, admn. clns are paid in full. |[If not
paid on pro rata basis. |If any noney left after the admin. clns are paid the
prior. clnms are paid. Then what is left goes to unsec. In this case it is
looking like sec. creds won't get what they are owed. Sale is not sec. Going
to be sone noney to pay admin. clns. Unfortunately not enough noney to pay

all admin. clns in full. Those that are truely admn. clns will be paid on a
pro rata basis. Pay 1/2 of admin. clns. |If you have a clmfor $3k, then what
you will rec. if $1,500. |If not enough to pay all adnin. clms in full none of
the jr. clms get paid in full. Fact the sec. creds get paid back first is the
law. Becane the law a few yrs after Wlliamthe Conqueror. |s an addit.
winkle. Sec. creds coll. includes proc. of sale of coll. |If sec. cred. has
alien on inventory of store the proc. belongs to sec. cred. That is the way

the process works. Debtor is not allowed to use that noney w o permss. of
sec. cred. or order. Treated as new loan to debtor. Belongs to sec. cred.

As case goes on that new borrowi ng needs to get repaid first. Wat you have
heard is that the post—pet. borrowing was repaid to the | enders. $15m | repaid
back in Sept. Dtr says we don’'t have any cash and need to borrow fromthe

Il enders so we can do a # of things. Like iss. W's and 1099's. Has been sone
borrowing I have al ready approved. Iss. pending before court today is dtr can
borrow nore nmoney. Wen that noney is borrowed will have to be repai d back
fromnoney paid into the estate. This is a brief and i nconpl ete summary of
how t he bankr. process works. | don't usually sit up here and explain these
things. In this case when there are so nany people w o an attorney or is an
enpl oyee is why | have taken the tine to do this today. Addr. a couple of
other things. Is a w despread belief frome-nails that seni or nanagenent are
receiving |large bonuses. Not explained fully. Gve you brief summary. Wen
| signed the order on Feb. 8 when the pet. was filed that prov. Furrs would
pay enpl. wages and benef. The pre-pet. wages and benef. there is a provis.



in that order. Docket #28. Prov. that the big severance pkgs that Furrs had
prom sed to senior nmanagenent would not be paid. |f noney down the road to
pay that, then sonebody could come to court and ask for those suns to be paid
If thereis areq., the ntc will go out and people will have chance to obj.
No bonuses have been paid. Two large pynts that have been made which is what
peopl e are thinking about. M. Tom Dahlen rec’d a pynmt of $30k when he l|eft
Furrs. That was not a bonus for work done. Was rather a pynt that the board
of directors asked me to approve so he would not recruit any nanagenent folk
to keep bus. running. Was a quit pro quo. M. Dahlen we need to nmake cl ear
will not keep managers and return for that he was paid $30k. Second, when |
approved that transaction there was value in having those nanagers stay.
Appeared there woul d be nore noney to distribute when end of case cane up.

al so approved a contract between dtr and M. Golleher and M. Mays. To be
paid a nonthly salary. Paid a signing on bonus of $125k. Negot. for a share
of the sal e proceeds what was called a success bonus. Ant of that is supp. to
be $1.5nm . 1/2 of that has been paid. $750k. Entire ant was to be paid Aug
31. 1/2 in Sept. and other 1/2 on hol d dependi ng on what happens. Qher than
that | know of no other bonuses to anybody. Address $1.5m| to Golleher and
Mays. M. CGolleher and M. Mays cane in the end of Mar. and all owed the co.
to stay open for another 5 nos. Allowed it to stay open rather than go dark
Lenders are entitled to ask bankr. court to allow themto recover their funds
In addit. the co. staying open kept thous. of people enployed and resulted in

MI. of $ for wages. These were pretty good jobs. |If had choice of |osing
job and end of April would rather keep jobs til end of Aug. Was a real benef.
best owed upon co. by Col |l eher and Mays. Was a benef. to the enployees. Is a

reality of market place. Had set of skills and expertise they brought to the
bus. Resulted in stores being sold for a |ot nore noney. Had skills and
expertise. Negot. a pynmt recognizing that value. Wat success bonus is.
Each enpl. has rec’d nost of the conpens. that they were supp. to receive.
Prob. w severance pay, but addr. that. Deal wrest of that. M. G and M.
M had a special set of skills to negot. higher price for. That is life and
the market. Nothing a bankr. judge can do to chg. that. |Is reality that
there is not enough noney. Not enough noney to pay everyone. Are hard
choices to nake. Gone thru priorities. Parties can actually work soret hing
out. Can go back to clients and work out a deal. |If parties aren't able to
work this out we are left wne naki ng decis. based on code. Wet. this case
was i n bankr. or not there would not be enough noney to paid everybody
everything they are owed. Had a nessage froman unsec. person who had a slip

and fall. Furrs made a deal whim Not cover nedical bills he has. Furrs
filed bankr. and will not see $350. |Is unlikely to see $350. UCC is hoping
to recover sone $ to go to unsec. |If able to nake a recovery and get sone

noney to unsec., good for them Any noney that cones in will have to go to
admn. clms. No ques. that man suffered those injuries, but not enough noney
to pay those bills. Nothing about me being a bankr. judge gives nme the key to
the US. Mnt. Is reality. Hear fromlawers and tal k about sched. fina

hrg. Want to hear from anybody that would |like to addr. court w concerns.

STATEMENT BY SHARON HOLT

(Appl ause)

Ct: Need not do that again. |s a courtroom No doubt you feel as strongly as
Ms. Holt does, but do not do that again please



STATEMENT BY CARCLI NE SNI PES

(Appl ause)

C: If you do that again, | will ask everyone who applauds to leave. This is
a court of law

STATEMENT BY BETTY SHAW
STATEMENT BY ALTAM RA ARAGON
STATEMENT BY | RENE MARTI NEZ
STATEMENT BY ROSEVARY ARM JO
STATEMENT BY JOHN WOLFE
Ct: Facing is process by which you nake sure front of can faces front.
W Yes.
STATEMENT BY GRACI ALA ALDEN
STATEMENT BY YOLANDA SANDOVAL
STATEMENT BY MARTHA LEI BERT
STATEMENT BY PETE SOW NTO

Qo Anybody el se who is not a lawyer that would |ike to address the court.

Begi n process of nech. on Cct. 16. | do want to say thank you very much for
overcom ng your nervousness to addr. the court. | appreciate you sharing
that. It is a perspective for those of us on the bench and the | awers never

hear. M. Jacobvitz what is the thought w respect to the hearing on Cct. 16.
Let nme back up. Has there been any agreenent at this point between the dtr,
the I enders, the unions wrespect to severance pay or are you still at |auger
heads.

Thuma: 1f | could respond. Not aware of any agmt reached by parties or oblig.
to pay. Do have noney reserved for that. Have a bigger $ issue whet. the co.
is oblig. to pay all the sever. under the collective bargaining or pro rated.
If court uses standard rule and pro rates if $3ml. |If in whole is $13m|.

No noney to pay either ant right now Don't have an agnt. To get an agnt not
only have to agree on a #. Figure out what kind of discovery needs to be
done. See if we can resolve a very diffic. iss. Very troubling. WII be
hard to see our way out that will make anybody happy.

Ct: Have an idea about how long for presentation?
T: Have a final hrg on cash collateral. Not a final hrg set for the natter on

health and welfare or vacation issue. Wuld discuss today when final hrg
woul d be set.



Ct: Have a final hrg. 1/2 day set aside for Furrs. FH on stay relief by
Pi nnacl e and Countrywi de and Use of Cash Collateral. Only things that are

set. | did not look at the calendar. | |ooked at the filings and maybe only
t hinking of cash collateral. Differ. understanding M. Four and M.
Youngdahl .

F. D scuss how we proceed after today. Are prepared to go on Cct. 16. Are
prepared to do that on the 16'",

T: | would think we need to tal k about the $750k set aside in reserve for
health and welfare. Have a separ. discuss. about Health and Welfare iss. GCet
on track. Position of debtor is strange. Are understaffed. Wnding down.
Have evid. hrg in Cctober. Pulled in differ. directions. Makes sense to have
hrg in Cct. Defer to M. Fish and Ms. Behles. Make sense to do in Cctober.
Don't think that will be a lengthy hearing. Ltd proposal. Use $600k in the
next 3 weeks. Should be sonme time that afternoon.

Ct: Have an agnt?

T: W do.

C: Cont. mninal oper. in Cct.?

T: Yes.

Ct: Address iss. of timng. Want M. Youngdahl to talk first.

Y: Wuld agree we have two discreet issues. One is health and welfare and
benefits. Second, is other union natters, severance, grievance. Qur iss. is
discreet. Cane here to discuss |egal issues. Have four w tnesses. Al so
spoken to D. James who was senior vice-pres. for HR Chairnman of Health and
Wl fare. Ran pynts to the fund for many years. He has comun. that it is
owed. Prepared to conme down and testify. Prepared to give a short |egal
discuss. | do think fromour side the health iss. needs to be resolved. Been
told a # of the Furrs enp. are getting called fromnedi cal providers that when
are they getting paid.

Ct: Had that discuss. last tinme. Mkes sense - hear you saying this could be
set and resol ved on afternoon of 16!h?

Y. Yes.
Ct: Ques. about docunentation?

Y: No. Controlled by trust agnts. Interpretation by board of trustees that
controls how these funds work. M sunderstanding by attys on how this works.
Several other docs that will be inmportant. Take two min.

C: Are clearly admssible. No ques. about that. M. Four you can comne
forward and addr. the court. The severance iss. - | read the briefs submtted
so far and read declar. | skimmed thru all of the collect. bargaining agnts.
Was a quick skim Got that background behind ne. That iss. may - two
conponents. Legal iss. about what the effect is of contract being rejected.
Al benef. due in sone pro rata share. Those seemto be |egal ques. Ques.



about what # s nmy be. My take sone exploration. Not sure a big contest or
fight about that. Not sure | could addr. it effect. on Cct. 16.

F. Overlapping test. Heard fromenp. and info. Furrs sent to enpl. Legal
iss. of inmpact. Post-pet. oblig. W put our cards on table. Evid. before
you is the test. you put on Cct. 16. Had intended to also put a # of enp. on
to let you hear their stories and the prom ses nmade to them Be a factual
iss. as to $ and cents owed. Add it is clear that we still don't have info.
for local 540. Wuld want to supplenment the record when we get the info. for
540. For resol. of enpl. we need to get resolved as soon as possi bl e.

Recess

C: Dealing wadmn. matters. Wap up next 45 min. M. Four before we took
break you were addr. court.

F: Sugg. we would like to wap up on 16'". Prepared today for addit. |egal
argunent. If want us to set forth our argunent today.

Ct: Thought your brief was quite clear. | had the inpress. the dtr had filed
an inposing brief.

F. Filed brief in support of. Addr. these iss.

Ct: Hear fromthe | enders about sched. w respect to cash collateral to begin
with. Want to |leap to m crophone.

Fi sh: Have agnt on cash coll. wdtr. M. Andazola asked we add $5k for UST
fees. Next 3 weeks of budget was attached. WII| take us thru the end of Cct.
Understand the comm may oppose. The dtr has test. to supp. their applic. to
use cash coll.

Ct: Not do evid. today.
Fish: Ques. is whet. the court will enter order today pending fh on Cct. 16.

C: | see. Let’'s focus on cash collateral. Dtr intends to put on test. in
supp. of that?

J: Depending if position of those that oppose the notion. Are prepared to
pres. test.

C: M. Behles? Anything differ.?

Behl es: No, not as cash coll. goes. Are iss. that effects the health and
wel fare iss.

Davis: You will recall that you nentioned that the dtr and | ender will take up
proposed budget. Express ny apprec. on nost of the concerns the comm had.
Are two or three we weren’'t able to addr. Bel. any oper. budget for Cct.
should pay all the bills for Cct. If not, then the dtr woul d be gener. other
bills outside budget wo further diluting the admnis. pot. O had sone good
news on ant of noney avail. in prefer. recoveries. |f budget doesn't pay all
the bills, those other bills will dilute what is avail. for unsec. Make 3



exanpl es. Budget for Cct. does not pay expenses for unsec. comm Exp. for
Pepper, Ham Iton and Del oitte and Touche are nuch snmaller. Audit. function.

C: How nuch is that?

D Bills for no. of Sept. is about $21k. PH is about $15k. DT is snaller
than that. $1k or $2k. Court entered an order req. the dtr to pay the bills
by comm counsel pronptly. That order has never been followed wregard to
that. W proposed that at |ease the Sept. pynts be included in Cct. bill.
$21k for local counsel and a 1/3 for PH.

Ct: Is dtrs counsel getting paid currently?

D: Yes, $50k in budget for JTW Proposed it would be fair to pay 75%for
Sept. in this budget, but the | enders declined to do that.

C: Want an extra $38k - $40k?

D: Yes, $40k would cover it. Think the estate is incurring state tax oblig.
while it is in wind down node that are not prov. for in budget. Wuld arise
on two scores. Various sales of pharnmacy assets and store equip. Pharnacy
assets mght not be subj. to gross receipt tax. Dir would have rec’d a non-
taxabl e budget. | would think the dtr is incurring state gross receipt oblig.
M. Mortenson can testify. Sale of equip. wrespect it is sold would be a
taxable trans. Dir nay assert isolated trans. Sale of equip. for # of stores
that have been sold. Doesn’t fall under that exclusion. Reserves should be
set aside for tax debt and cone out of proc. of those sales.

C: Have a #?

D. No. Wuld be less than $100k, but over $50k. Last point would be -
ticklish point. 1s a $76k retention proposed. Wregard to that there is a
bonus that is not owed, but bonused to certain enp. who have cont’d working
for enployer. Qut of coll. cones out of post closing coll. encunbrance of all
these prefer. that would be possib. avail. for unsec. Concerned about
converting a non-debt to an admin. prior. Gins $76k that woul d not otherw se
have a cl mon.

Ct: Anything el se?
D: No. Three points we had wthe budget.

Andazol a: UST would reluctantly agree wthe 3 week budget for the dtr.
Express reserv. about the cont’d paynent of sone admin. exp. and not others.
We bel. at the end of this period that the wind down efforts to admn. the
estate woul d be completed. Contend the matter be converted to ch. 7. Place
in hands of ch. 7 trustee to admn. the estate and nake sure there is equit.
pymt of admin. exp. Pursue prefer. actions that would pay admin. exp. and
have sone overfl ow for unsec. creds.

Ct: Know status of iss. of W2 and 1099's and taki ng care of pension and 401k
pl ans?

A Assured by dtr that the necess. work woul d be done and that would be the



raw info. that would allow a ch. 7 trustee to nove in fairly confortably to
adm n. those matters. Be a matter of process for the acctg firm

Ct: Wiat is the situation wthose categories of work?

J: My understanding is the dtr has made subst. progress. Done what it can to
preserve that info. in a formthat could be accessible by a trustee if conv.
by end of this week. Cont. thru the end of the no. On W2's it is unusual for
co. toiss. W's in Ct. Done by end of Jan. Dtr hasn't reconciled win 70%
accuracy. Could be in a formaccessed by trustee. Software is comng out in
a week or two. GCould iss. W's. Wrespect to the pension plan and 401k. Dtr
has conpleted field audit. Sent out notices to active participants w respect
to what options they want to select for the funds. Send ntcs out to
participants. Dtr has not yet filed a notion to engage a third party. |If
cont. to end of nb. the work on 401k plan can be handed off to a third party.
Wrespect to pension plan it is the sane thing. Need to finish the W's.

C: By Cct. 27?
J: Yes.

C: Sane wW2's? Wuld the dir be able to use software wrespect to W2's so
it is a manageable bundle if conv. by Cct. 28?

J: Yes. @G ve broader aspect of cash coll. notion. Dtrs object. is to
conplete those itens of bus. The W's, 1099's. Wnding down pension plan
getting bus. records in shape. Preserving bus. records in a formaccess. by a
third party wo having to fire up the dtrs unstable and conplicated conputer
system Transfer into a formto be accessed. Take care of basic functions.
Make sure the enp. get W2's and 1099's. Court nay recall there is noney in
budget to pay third parties to conplete the work once the dtr has conpl eted
their part. darify in order is that even if the dtr hasn’t paid prof. first
that $290k would be avail. This order was the intent of the dtr.

Ct: $290k for which experts?

J: Conpany that will take the co. data and iss. the W2. Wnd down the 401k
plan and acctg firmthat will pay the tax returns. Conpiles info. fromthird
parties.

Ct: Is a budget in anmt of $290k. Have access to 401k and pension plan and get
tax returns prepared.

J: $290k was part of Sept. budget that the court already approved. Sept.
order wasn't clear enough that that noney could be spent. Put something in
this order to clarify that. Second job for dtr is to nmax. the possibility of
getting the nost noney. A lot of admin. clns and a | ot of people that have
suf fered hardshi ps and deserve to get paid. No nmatter how nuch. The dtr
takes serious to do what it can to optimze. One potential sense of recovery
is potential prefer. clns. Developed a plan to deter. the potential in
prefer. recoveries.

Ct: Cost is built into budget?



J: Yes. Deter. that win 90 day period of bankr. they rec’d pynts of $90k.
90 vendors rec’d pynts. Dtr was under a |l ot of pressure under that period to
bring vendors nore current. Dir bel. there is sone potential to be sone
signif. clms. Dtrs belief that if we cont. for the next 3 weeks it will be

diffic. for ach. 7 trustee to performthat screen. It really req. certain
individ. who are famliar wsystemand accts. Qher potential for recovery
for admn. clnms is the ch. 7 surcharge. Not sonething the dtr can pursue. |Is
a possibility. The lenders have expressed an interest of discuss. whet. a ch.
11 liquid. plan would be reasonable in exchange for settling all iss. | don't
know if that is feas. or not. Those are the dtrs perspective. Potentially
avail. to pay admin. clns. Best int. of estate to allowdtr to perform

M ght help all concerned.
C: Dtr plans to have that prefer. screen done by Cct. 27?

J: Yes. Increasingly nore diffic. for dtr to keep remain. staff together.
Wthese periodic cash coll. hrgs and not know ng from one week to the next
whet. the dtr will be in bus. it creates uncertainty anong the enpl oyees.
Wirk has been del ayed bec. of people leaving. Reas. for the retentionis to
give these renmining enp. incentive to stay thru end of Gct. Wo that our
concern is there will a # of enp. who cont. to leave. Upset abil. to perform
these tasks. Dir needs to finish what it needs to do. After end of Cct. the
estates bus. will be concluded. My be those | enders mght want to hire or
pay for those enp. Max. value to sec. creds. Comm concerns for pynt of
comm prof. Sonething we tal ked about specifically. Refer to lenders.
Wrespect to gross receipt taxes is the princ. sales that will gener. from
phar nacy equi p.

Four: W were not part of process of review ng the nost recent cash coll.
budget. G ven copy this norning. In light of discuss. the Union understands
there needs to be an oper. budget. Not hard for us to object as an incentive
to keep people working. They were prom sed an incentive to stay and work.
Still not sched. for hrg. dns are still upinair. Gbj. on that basis.

Li ke to see item zed budget.

C: If | approve that and fol ks don't have access to pension plans, won't that
be a probl enf?

F. Yes. Exh. 2 has severance pynts for enp. W ndering if that neans $14k in
addit. to salary is a sever. to keep himthere.

C: Dtr should be able to sit down and talk to you about it. Wanted a |ist of
sever. recipients are. | presune that is what this is.

F. Don’t know. Differ. figure.

CG: M. J. said they reduced that from76 to 70. Put exh. 1 and exh. 2 into
the record.

Thuma: Good i dea.
Ct: Have obj. Wo obj. exh. 1 and 2 will be admtted.

Youngdahl : If these folks are being given a bonus to work w Heller and MetlLife



we obj. tothat. |If stay on to work on 1099's and 401k, we agree wthat. |[f
I msheard that | apol ogi ze.

C: | didn't hear that. |If that is their position, they should stand up and
say that.

Behl es: That is not their position. My have heard ne say | asked M. T. if
certain of the records that were in court last time could be introduced to
figure out where we were on health benef. iss. Asked if we had been able to
get to those. |If a person worked for a certain tinme period, they need to be
paid. If that isn't the way the acctg was done, don’t want to be paid twice.
Just asking for records. Discovery function.

Ct: Anything nmore on cash coll. notion?

Fi sh: Respond to UCC atty fee iss. Ques. whet. M. M was getting sone of
this retention bonus. It appear he gets nothing.

J: That is correct.

Ct: Are there nore copies of this? |If not, we can nmake them and have them
when we get back this afternoon. Exh 1 for Cct. 01. Have nunerous exh. 1's.

Fish: Retention or sever. Dir req. it and didn’t obj. toit. It appears the
dtr needs it to perf. various functions. Qoss receipt tax - just heard about
it. Not asked for nmoney on gross receipt tax. Doesn't sound like it should

be owed. There is a distinction between JTWfees and the UCC fees. That is
the carve out approved by court last hrg.

Ct: Wiose phone was that? You need to leave. Distracts frombus. at hand.

Fish: Differ. category bec. a differ. carve out. Heard a lot in past weeks of
| enders bei ng accused of preferring one admn. clmover another. UCC bill is
i napprop. to pay. The DIP financing order carve out specif. we will not pay
the clms of lenders. Mst if not all of noney was contesting our clns. DT
were going to test. about |lease iss. Should not be allowed to enforce rights
under DI P financing order. Those were fine argum for himto nake. No prob.
When he does that, we do not bel. it would be approp. for this cash coll.
order or any other. Plenty of noney to pay M. Davis. That would be
wonderful. Do oppose.

Ct: Anything el se wrespect to cash coll.? Seens to ne the proposed cash
coll. budget could be approved wthose 3 itens left inair. Wrespect to GRT.
Sal e hasn't taken place yet. Tinme to get non-trans. certif. Not arisen right
now. Don't know if not approp. to pay GRT right off top of funds. Not
sonething that needs to be dealt w. Wrespect to UCC fees for prof. the iss.
that runs thru ny mind is this whol e ques. of disgorgenent. Got a situation
and pro ration. Situation where enp. have rec’'d sone of their noney and G
and M have rec’d sone, but not all their noney. Not enough noney to go
around. Be a big discount that applies to everybody. Don't know where that
will cut off and how nuch nmore noney the Unsec. will be entitled to. Let this
ride this time around and approve this budget w o req. unsec. to be paid.
Davis firmis a bigger hit and snmaller hit for folks in Detroit. Mkes sense
rather than make a ruling that they are not req. to pay it. Defer to sonetine



down the road. Wrespect to retention iss. | amconcerned wthat. In
position to bargain nore so than anybody el se. Looking at this list | don't
know how i nportant all of these folks are. | don’t know whet. we coul d defer
this iss. to 16'" or deal wthis afternoon. M ques. is what should we do
wthis retention iss.? Lenders don't care right. M. Davis it is you and
M. Four and M. Youngdahl and dtr.

J: Sane budget on Sept. 21.

G: Exh. 2.

J: correct. Dtr would like to get it resolved today. |If delay decis. til 11
days of expir. of termyou defeat the purpose. Dir will call M. M to
testify. Tell court who all these people are and what they are doing and why
retention noney is inportant.

D Inportant to get done quickly.

Y: W agree w M. Davis.

A: Nothing on this iss.

Ct: Cone back at 2:15 this afternoon to resolve this matter. Mke sense to
consi der approv. this budget on an interimbasis and have fh by 27! or 16'h
That is ny inclination. WIIl hear retention iss. this afternoon. Inclined to
approve this budget as is subject to deter. what happens. Leaves us for
sched. pynt of health and welfare plan. Any reas. not to do on 16'h?

Behl es: | have two concerns. Wet. dtr can produce di scovery w se docs. that
are needed for that hrg when that conpleting all these other things.
Concerned whet. they can do that. Being able to get these docs and preparing
for hrg on 16'". W& need to see them by then.

Ct: This notion has been pending for weeks or nonths?

Behles: Filed the end of Sept. Not heard til today this bus. about trust
agnts. |f get acctg docs, will resolve few ques. MetLife has.

Ct: Can dtr produce these docs? Have an idea what you are | ooking for?

Behl es: Sheet showed hours worked and what nonth. Nearly 48 of these sheets
that already exist. Mtter of finding them

Ct: How long to produce this stuff? |Is the iss. here - not tal king about
pynt. Tal king about rights. Not sure we need to have the $ and cents.

Behl es: Deter. the right - if these are suns that are owed for tine they
wor ked, they ought to be paid.

C: | have to tell you this doesn’'t seemto be that hard an iss. to figure
out. Have you | ooked at docs attached. One that says nade in Aug. for July?

Behl es: Yes | have. | thought if | could conpare those docs | could get
answer to ny ques. Haven't been able to get them



Y: Can prov. people power to get whatever needs to be done so M. Behles can
get what she needs.

Ct: Good offer. Ques. is whet. the dtr needs it.

T: In storage. Ilron Mountain has themin storage. Not clear how rmuch work it
woul d t ake.

Ct: How much work would it be to get this year's stuff?

M 400 pgs per no. Is that what you are tal ki ng about?

B: | saw a report last time about 1/2 inch thick.

C: If can use the help of M. Y. you can. | have to think the iss. is still
si npl e enough. The docs to be produced could be prod. soon enough to go to
trial on the 16th.

B: Deter. the allow of the claim

C: Iss. of allow has to cone first. Prob. is going to be |like everything

el se how much noney will be allocated. Wiat will not happen on the 16'" is a
ck showing up. | can’t do that. | can give you a hrg as qui ckly as possi bl e.

Y: If successful, what the tine frame mght be?

C: | don't know The dtr has no noney right now, period. The tinme frane
would be infinite. Wat needs to be dealt wis to wap up.

Y: Thought $750k was set asi de.

Ct: Forgotten about that.

F: Sever. will be heard on 16'".

Ct: Not set.

F: WII set this afternoon.

Ct: Yes.

Behl es: Constitutes cash coll. Either be resolved on 16!" or at another tinme.

Ct: $750k is set aside. Wy | only sched. this for one norning. Cone back at
2:15. WIIl wap up procedure and test. and sched. of sever. pay.

Y: Severance on 16!"?

CG: It is. Do antc. Knowing all counsel are reas. |'msure you won't bother
the court w discovery disputes.

Recess

Ct: Everybody got a copy of exh. 1 and 2. Budget we are tal king about. Make



avail. to follow along. Two things on docket. Sugg. we tal k about sched.
iss. on admn. iss. by Unions. |Is there discovery M. J. and M. F.?

J: Fromthe dtrs perspective there is threshold |l egal issues. Applied
assunpt. of collect. bargaining agnt. Promsing to stay by offering sever.
pay. Dtrs position is to pro rate the years of service. Dir proposes that we
trade the mfor a mifor suim judg. and file a resp. For exanple, if the clns
of the promses to the enp. then the facts are nmuch sinpler. Dir needs to
conduct a revi ew of what happened.

C: Involve filing a brief?

J: For purp. of summ judg. Two legal iss. Not req. much evid. Al so sugg.,
not like health and wel fare iss. where noney has been preserved in an acct.
Sooner they get paid, reduces hardship. Get that resolved as soon as
reasonably possible. Dtr doesn’t have funds to nake pynts. Divert resources
away to focus on this iss. Threshold |legal iss. depending on how resol ved may
sinplify the iss.

Ct: Your thought M. Four?

F: | think it does nake a differ. when these clns get paid. Makes a differ.
Shoul d be done as soon as possible. Treat as summ judg. if speed up the

process. Put cards on table. Still need info. wrespect to the Texas | ocal.
Gener. estimates. Can nake w o further discovery. Wuld try to get those
docs. Interested in working out to get heard as soon as possible to hear our
case.

Ct: Legal iss. that need to get resolved. Contractual agnt. No dispute about
that. Not been rejected. Legal iss.

F. Qur position that by nmaking these extra promises entered into extra oblig.
Legal iss. Pro rata on howthe sever. is distributed. Reasons why it
shouldn’'t be Itd. Separ. reasons for that. Facts are distinguishable.

Al l oned as adnmin. clmbased on theory is conpens. Qur collect. bargaining
agnt doesn’'t say that.

Ct: Seens to ne it woul d nake sense to get presented and out of way w o doing
di scovery. GCet before court nore quickly.

F. Qur brief isin. Reply.
Ct: Not sure tal king about counter affidavits.
J: M. T. has read the papers. Want to reserve right.

Ct: Sum judg. would be if the facts are as they say then do they still have a
cause of action. That would be the way to approach.

F: No factual dispute those docs were sent.
Ct: Becones operative fact. Be 20 days.

F: 14th,



Ct: 21st. How soon can you get a resp. in? Anybody else want to joinin this
fight?

Davis: W think the comm is repres. by the dtr and the | enders.

Behl es: Have an unsec. cIm Don't knowif we want to prov. a separ. brief or
provide research to M. J. Prob. prov. himw naterial s.

C: If want to join in, do on sanme sched.
J: Propose Cct. 22.

C: Odinarily allowed 20 days. Not sure that | will be able to get to it.
Have reply.

F. Want oppor. to reply.

Ct: Got 10 days.

F. Get resolved asap. Get it in win a day or two.

G: Inclined to do the 22m,

F. As we go so does the noney.

C: Don't anybody has allocated nmoney for this right now Ques. is where the
noney comes from Have deadline on 15'" for decisions that need to go to AQ
Wul dn’t be able to work on it til then.

F. Get reply in by that Friday.

Ct: Have 10 days by our local rules. Thurs. that follow ng week. |f sooner,
fine.

F: Sched. hrg.?

C: Treat as msumm judg. Do sched. order M. Jacobvitz. Cash Collateral.
My staff atty pointed out that the nunbers don't add up. Sub-total # s may be
incorrect.

J;: M. D pointed that out. Reduce by $1k instead of $6k.

Ct: Have M. Mortensen testify.

TESTI MONY OF STEVEN MORTENSEN ( swor n)

C: Let me ask a few ques. Exh. 2. The right hand colum says SEV. Thous.
of $.

M Rounded to nearest thous.

C: Thomas Moss is director of HR  Sched. to | eave Nov. 30, 2001. Receive a
pynt of $5k.



M Oig. sched. To work thru Nov. 30. |If he remains wco. thru Nov. 27, he
will rec. that pynt.

Ct: Caroline Novis.

M Fri. Nov. 26 is last day for all these individ.
CRCSS EXAM NATI ON BY W LLI AM DAVI S

J: No redirect.

D Like to nove admiss. to one exh. Could argue w sone closing stnts. Exh.
A.  Had conpilation nade of history. Mve into adm ssion.

Ct: Let me ask wrespect to retention issue? Not wrespect to argunent. Just
evid. Not putting on nore evid.

J: No.

Ct: Nobody el se? Have argum on retention issue. |Is that all? Rather argue
retention issue or want to argue separately. Have proposed exh. A Acct
summary. Shows total val. of service that David and Pierce has gener. so far.
What has been paid to dat e.

Di Only purpose is that it is relevant to disgorgenent. Only purpose.
Ct: bjections?

F. Related to court’s decis. earlier that this would be deferred. Only if
defer UCC s req. |If defer, don't need this exhibit.

C: Think what M. D. wants to do is to say bec. there is a ques. of how nuch
noney is generally going to be avail. to pay admn. exp. to defer or say the
iss. of whet. the budget ought to be deferred to a later point. Had
fundanental ques. along |line how nmuch noney will be avail. to pay adm n. exp.
generally. Ddn't want to get into that iss. | understand M. D. would |ike
a review of that based on comments | nmade. Took our comments this norning as
opening stnt.

Ct: Fair enough.

D Maybe court could use addit. info. on that.

C: Iss. isn't closed by any neans. Paying UCC woul d violate the dtr in
possess. financing order. |If want to argue this other iss., ought to be able
to do so.

F. WIIl wdraw obj.

CG: WII admt exh. A If finds the conputer nade a mistake, then free to
raise that later on.

D: UCC rests.



Ct: Anybody want to put on an evid. case? Do closing?

Fish: If argue disgorgenent, $247k worth of admn. clns.

Ct: Not arguing disgorgenent.

F. Wiet. he is getting 50%of bhills. So far from- so low Seemto nme we
have - court would need to consider totality of admn. exp. $1.5m | for GRT
Fi gure out sone way court could quickly take ntc of those. Have fee applic.
by M. D. co-counsel somewhere approach. $1nil. Therefore, no chance of

di sgor genent.

C: I'mnot worried about it. WII listen to argum and go fromthere. o
ahead and argue this a little bit.

J: | bel. the only iss. the court needs to decide is the retention line item
in budget. Don't bel. anybody has obj. to any aspect of notion

Ct: Good point. Ohj. to retention being plugged in at $75k?

D. Comm wdraws wrespect to retent. for taxes. Comm continues it’'s fees.
J: Unless court wants ne to addr. it.

C: Think we are o.k. Asked ques. that satisfy ny concerns.

J: Comm fees - pres. to court. WII defer to those that are arguing the iss

D. Get cash coll. order approved for next 3 weeks. Wregard to the conpens.
of the comm profess. two things are inportant. |s an enmerg. cash coll
order. Myve forward during this next no. UCC prof. still have oblig. they
have to undertake in order for this dtr to properly function. Still pres.

noti ons for pharnacy equip., rej. leases and selling equip. Have to be
undertaken to cont. in oper. for Sept. and Cct. These are necess. functions.
Shoul d the UCC not do anything and not |end voice for approp. of this budget.
Important the voice of UCC be heard. At least arepres. to reviewall the
notions. Refer to fact the UCC repres. those facel ess thous. of enp. who have
pre-pet. clnms and trade vendors. Repres. voices of all those people.

Everyone is conpens. except UCC counsel. Puts at unfair disadvantage. Wy
not to cont. this case. Dtr and | enders should pay for serv. rendered in
Sept. Purpose of ny exh. were to show if disgorgenment were a concern | ook at
pymts rec’d. About $102k. Serv. rendered are $125k. Comm | ocal counsel has
rec’d less than 50% of serv. bill wregard to Pepper HamIton. Far |ower.

Ct: Saying estinate 20% of serv. rendered

D DT filed their fee applic. today. Not reviewed it. Wanted to bring to
court’s attn. two iss. Doesn't cone into play. Unfair to have all the
counsel repres. the various interests and then hobble. Harder and harder to
find a recovery for unsec. Should pay exp. the dtr incurs to nove forward.
They don't like the positions the UCC have taken. Not approp. to hobble those
repres. Best int. to cont. this case. Lenders should be agreeable to pay
those expenses. Ask that our Sept. bill should be paid 75% Included in the
cash coll. order.



Ct: $21k for Davis and Pierce.
D 100% of exp. and 75% of fees and taxes.

Ct: Have you rec’'d those funds. Not rec’d total of 75% of services rendered
t oday.

D: No. One pynt repres. 75%for first two nos. and another pynt in Aug. Pro
rated it. Rec’d $102k.

C: Wiat’s ny auth. to allow that this noney be used.

D. Approved by court wfollowing nodif. D d w Golleher and Mays iss. Think
the court could nmake the sane observ. Wthat amend. court coul d approve
budget .

Ct: dear understanding the Ienders and dtr did not so amend the budget, the
budget woul dn’t be approved. Understand that?

D. The core iss. is is it fair for lender and dtr oper. for another 3 weeks
that their budget cannot handle. CC budget that says we will addr. a certain
ant of exp. and not other exp. less inportant. Fatal flaw in budget.

Ct: Going on wrespect to taxes. Sane thing w sever. pay. That iss. hasn't
been resol ved.

D WIIl be sane. Raise iss. wrespect to GRT. Thought they created that
oblig. Estate is not creating nore debt. New debts estate is creating should
be handled in cc order. Not handle all the new debt. Don't |ike exp. of UCC
Code says the UCCis a critical part. Let conm do those nonitoring
functions. Create new UCC exp. |If not willing to addr. those, shouldn't nove
f orwar d.

Fish: Fromthe first order of Mar. 14 order on DI P financing the | enders
insisted that the |l enders cc would not be used to contest clnms of lenders. In
parag. 3.

Ct: dearly this oblig. could be paid - the $21k for Davis and Pierce. Still
nore than enough unpaid funds. W rked ag. lenders int. Assunming we take
these # s.

F: Correct. |If look at earlier tines, is $21k over $102k paid that woul d not

fall in that category. Larger iss. - |enders have not consented. Trying to

call counsel to get differ. resol. of this nmatter. Not been able to. Lenders
are not agreeable. Could tal k about percept. |enders have.

C: Wuld be an argum - not focusing on UCC at this point. Wflurry of fee
applic. that iss. will undoubtedly be on the table. Respect to everything.

F: In 3 weeks we will know about these preferences. Iss. is 30 day rule. T

his dtr seens to be paying partial pynms. Stringing people out. | think that
there will be plenty of noney to pay admin. clns. Right they are entitled to
admn. clns. Could be the 50%to M. D is alot nore than that. This is a 3
week deal. Prob. conv. at end of that tine. |If |I could get them nost likely



their answer woul d not chg.

Ct: Resp. to M. D. argum that the | enders are picking and choosi ng who gets
pai d.

F. Validity wregard to JTW Those people are bringing hard $. Negot. |iquor
licenses. Pharnmacy sales. Not preferring Skadden, Arps. |Is valid. to extent
we are recog. who is bringing in the hard $. Need to pay the people who are
working in acctg dept. Not preferring some law firmlike Skadden who isn’t
doi ng anything for the estate.

Ct: Don't see a policy iss. floating around here. Hred by estate that they
ought to get paid on an interi mbasis.

F. Raises diffic. that we face that is quite possibly admn. Al bankr.
officials knowit is a risk. Should people be paid their 75% Estate doesn't
have it.

Ct: Thru end of June.

F. By then the handwiting was on the wall. Needed to keep stores operating.

C: Isn't that the argum wrespect to val. and serv. provided.

F: No. Just in general. Agree we need to keep acctg dept. working. Bet
Skadden’s isn't a whole lot differ.

J: Skadden has not rec’d any funds.
F. Lenders have not obj. to S. fee applic.

Four: Similar prom ses were nade to union enployees. WII give this to you if
you stick around for another 3 weeks.

Ct: Does the UST want to comment on this.

A: No comment other than reiterate the agnt by dtr and | ender to reserve $5k
due at end of quarter.

Fi sh: Correct.

Ct: dad you reninded ne. Wuld have ordered it anyway. Make final comments?
Proposing to take a 10 min. recess and then cone back and gi ve you a deci sion.

RECESS

C: Inforned over break that $15k woul d be approved for UCC fees to be
all ocated by those 3 entities.

D: Allocated to Davis and Pierce.
C: Any obj. fromDand T and M. C.  Not hearing any that will be done.

Retention figure of $76k is reduced to $75k. Addit. $15k to go to D. and
Pierce and addit. $5k to be used for paying UST fees. Correct?



B: Yes. $15k is out of carve out. Not truly an addition. Truly out of carve
out .

C: Mar. 14 DI P financing order.
B: Correct.

C: | find at the conclus. of this nmatter and argum nade by counsel that it
is approp. to approve this oper. budget for the nb. of Cct. as set out in Exh.
1 purs. to sec. 363 and 364 of the bankr. code on an energ. basis. Make these
find. bec. | findit is clear that wo this pynmt the estate and | enders and
the fornmer enployees and few renain. enployees and all the admin. clnts would
suffer imred. and irreparable harmif not put into effect immed. WII| have a
final hrg - finding is also nade purs. to rule 4001 (b) (2) of the FRBP. WII
have a final hrg on Cct. 16, 2001 at 1:30 p.m Reserved or deal w other iss.
as to sched. Qher ques. or other natters that need to cone before the court?

J: Have a formof order. Can present it to court after recess.

Ct: Can use this courtroomif you need it.



