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David S. Kupetz (CA Bar No. 125062)
Email:dkupetz@sulmeyerlaw.com

Mark S. Horoupian (CA Bar No. 175373)
Email:mhoroupian@sulmeyerlaw.com
SulmeyerKupetz

A Professional Corporation

333 South Hope Street, Thirty-Fifth Floor
Los Angeles, California 9007 1-1406
Telephone: 213.626.2311

Facsimile: 213.629.4520

Bankruptcy Counsel for eStyle, Inc.,
Debtor and Debtor in Possession

UNITED STATES BANKRUPTCY COURT
CENTRAL DISTRICT OF CALIFORNIA, LOS ANGELES DIVISION

Inre

ESTYLE, INC. a Delaware corporation,
dba babystyle, Cadeau, and Cadeau
Designs,

Debtor.

Tax [d # 95-4712564
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Case No. 2:08-bk-13518-SB
Chapter 11

DEBTOR’S EMERGENCY MOTION FOR
ORDER AUTHORIZING DEBTOR TO
MAINTAIN BANK ACCOUNTS AND CASH
MANAGEMENT SYSTEM AND CONTINUE
USE OF ITS EXISTING BUSINESS FORMS

DATE: March 21, 2008

TIME: 10:00 a.m.

PLACE: U.S. Bankruptcy Court
Courtroom 1575
255 East Temple Street
Los Angeles, CA 90012
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1.
SUMMARY OF RELIEF REQUESTED

eStyle, Inc. (the “Debtor”), debtor and debtor in possession in the above-

captioned chapter 11 case, respectfully requests, as set forth below, that the Court
authorize (but not direct) the Debtor to maintain certain active bank accounts and its cash
management system (with certain limited modifications discussed below) and to continue
the use of its existing business forms. As set forth below, granting the Debtor the relief
requested in this Motion is crucial to the Debtor’s ability to operate its business during this
chapter 11 case without interruption. This Motion is presented pursuant to Local
Bankruptcy Rule 2081-1(2)(L). The Debtor commenced this chapter 11 case by filing a
voluntary bankruptcy petition on March 19, 2008 (the “Petition Date”).

The Debtor is a multichannel retailer of maternity, baby and kids apparel,
and toys, gear and related products. As of the Petition Date, the Debtor sells its products
at its 23 retail stores (21 babystyle stores and 2 Cadeau stores) located in 9 states, and
through its babystyle.com website, and a direct mail program. As of the Petition Date,
the Debtor maintains 7 bank accounts (the “Debtor’'s Accounts”) for use in its business
operations. A schedule of the Debtor's 5 main bank accounts with Wachovia Bank is
attached hereto as Exhibit 1. A schedule of the Debtor’s 2 local branch depository
accounts, which utilize 23 separate location tracking numbers and 23 different bank
branch offices, with Bank of America and Wells Fargo, used with respect to the Debtor's
store deposits is attached hereto as Exhibit 2.

On the commencement of its chapter 11 case, the Debtor became bound
by the Notice of Reqﬁirements‘ for Chapter 11 Debtor in Possession (“Notice of
Requirements”) of the United States Trustee for the Central District of California (UST™.
The Notice of Requirements provides that, upon commencement of a chapter 11 case, a
debtor in possession must close all existing bank accounts “that the debtor owns, has

access too, or over which the debtor exercises possession, custody or control . . . .

[DSKALITNG18972,1 3/19/2008 (12:07 PM)] 2
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If the Debtor is required to close its existing accounts, open all new bank
accounts and substantially alter its existing cash management system, there likely would
be a significant disruption in the Debtor's ability to collect and disburse funds in the
ordinary course of its operations. Such a disruption would negatively impact the Debtor's
ability to make a smooth transition into chapter 11. Accordingly, the Debtor respectfully
requests that the Court enter an order authorizing (but not directing) its continued use of
the Debtor's Accounts, rather than opening new debtor in possession accounts.’

Additionally, the Debtor requests that, as a way of minimizing expense to its
bankruptcy estate, it be authorized to continue to use its correspondence and business
forms including, but not limited to, invoices, purchase orders, checks, letterhead,
envelopes and other business forms (collectively, the "Business Forms”), substantially in

the form existing immediately before the commencement of the Debtor’'s chapter 11 case,

'without reference to the Debtor's status as a debtor in possession. The Debtor proposes

| that, in the event that it needs to purchase/print new Business Forms during the

pendency of this chapter 11 case, such forms will include a legend referring to the
Debtor’'s status as a debtor in possession.

If the Debtor is not permitted to maintain and utilize its cash management
and banking system (with certain modifications described below), and is not permitted to
continue to use its existing business forms, the Debtor, the estate, and creditors will be
prejudiced by: (i) the resulting disruption in the ordinary financial affairs and business
operations of the Debtor; (ii) potential delay in the administration of the estate; and (iii)
the unnecessary cost to the estate to set up new accounts and new systems and
purchase/print new business forms. In order to prevent the inadvertent cashing of

outstanding prepetition checks by the Debtor's bank, the Debtor will provide Wachovia

' The Debtor proposes to maintain the Debtor's Accounts on an interim basis for the next
sixty (60) days. If the UST does not file a written objection thereto before expiration of
the sixty (60) day period, the Debtor requests that it be authorized (and has provided for
such authorization in the proposed order, a copy of which is attached to this Motion) to
maintain and utilize the Debtor's Accounts postpetition on a permanent basis.

[DSKAMLITE18672.1 3/19/2008 {12:07 PM)) 3
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with notice of the commencement of the chapter 11 case and direction that outstanding
prepetition checks are not to be honored, unless and until a court order (if any) is entered
authorizing payment of such obligations. If such an order or orders of the Court are
entered, Wachovia will be directed o honor checks for prepetition obligations only to the
extent the Court has authorized payment of such obligations.
I
THE DEBTOR’S BANK ACCOUNTS AND CASH MANAGEMENT SYSTEM

The Debtor has five main bank accounts and 2 local depository accounts,
which utilize 23 separate bank branch offices in 9 states and which have 23 separate
location tracking numbers. The Debtor’s has five main accounts with Wachovia Bank
(“Wachovia”), including the following: (1) concentration account; (2) disbursement
account; (3) payroll account; (4) accounts payable account; and (5) Cadeau wholesale
account. Attached hereto as Exhibit 1 is chart listing each of the accounts and the
account numbers for the Debtor's main bank accounts. The Debtor’s local branch
depository accounts are with Bank of America and Wells Fargo. Attached hereto as
Exhibit 2 is a chart listing the depository accounts, each of the 23 local bank branch
offices used by each of the Debtor's 23 stores, address and contact information for each
branch office and each store, the 23 separate location tracking numbers for the local
branch depository accounts, and related information for the local branch depository
accounts. The bank branch offices where these accounts originate are located within a
reasonable distance of the Debtor’s retail stores. This helps minimize risks associated
with deposit of cash receipts.

The funds generated by the Debtor’s sales are received into the Debtor's
concentration account, the Cadeau wholesale account, and the local branch store
depository accounts. The most substantial portion of funds received by the Debtor
constitute payments received from the Debtor’s credit card processors into the
concentration account. The funds from the Debtor’s credit card processors are received

net of the processors’ fees. The Debtor accepts checks at its retail stores. This is done,

| [DSKALIM518972.1 3/19/2008 (12:07 PM}] 4
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however, through an electronic funds transfer (EFT) process provided by TeleCheck
(First Data Corporation) (“TeleCheck”). The Debtor’s retail customer’s check is
processed via the point of service (POS) register through the TeleCheck system.
TeleCheck authorizes that the funds are available in the customer’s checking account
and, as a transaction is processed, the funds are debited from the customer's account.
TeleCheck funds the Debtor's local store depository accounts on a daily basis. Cash
receipts from the Debtor’s retail stores are deposited 2-3 times per week into the Debtor's
local branch store depository accounts. The store depository accounts are swept weekly
into the Debtor's concentration account. With respect to Cadeau wholesale sales, funds
are received from wholesale vendors via check and via credit card transactions. These
funds are deposited in the Cadeau wholesale account.

Disbursements by the Debtor are initiated with funds from the Debtor's
disbursement account. Checks are written on the Debtor’'s accounts payable account,
which is a zero balance account. The Debtor's accounts payable account is funded by
the Debtor’s disbursement account based on the dollar amount of checks cashed each
day. There are also certain automatic withdrawals from the Debtor's accounts payable
account, including USPS (2-3 times per week), 401k employee withholdings (John

Hancock), and lease financing (Harbor Capital), which occurs around the 7 of each

| month. Wire transfers are made out of the Debtor's disbursement account. Generally,

wire transfers are used in connection with payment to overseas vendors.

Disbursements for checks to pay inventory and warehouse related vendors
in connection with the Debtor's Cadeau operations are generally paid out of the Cadeau
wholesale account. At times, wire transfers to overseas vendors with regard to the
Debtor's Cadeau product are paid out of the Debtor's disbursement account. The
Cadeau wholesale account is funded with cash receipts from customers and from
transfers from the Debtor’s disbursement account.

The Debtor's payroll account is also a zero balance account. ADP

generally withdraws the full amount of cash needed to fund payroll on the Thursday night

[DSK\LIT\S18972.1 3/19/2008 (12:07 PM)] 5
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before the Friday payroll for each two-week pay period (for the payroll due March 21,
2008, ADP withdrew funds from the Debtor’s payroll account on March 18, 2008). The

'funds are withdrawn from the Debtor’s payroll account, including funds for payroll taxes.

The Debtor’s payroll account is funded by the Debtor's disbursement account. ADP
issues payroll checks from its own account and handles the employee direct deposits and
payroli taxes. The Debtor only writes payroll checks directly from its own account when a
check is needed off the payroll cycle in connection with employee terminations, vacation
pay, corrections, and the like. Such checks are processed like all other checks written by
the Debtor and drawn on the Debtor’'s accounts payable account.

Funds drawn from the Debtor’s line of credit with Wachovia are funded into
the Debtor’'s disbursement account. Under the Debtor's pre-petition loan agreement with
Wachovia, funds can be requested up to the amount of the daily availability in
accordance with the Wachovia asset balance calculation net of the loan balance. Under
the Debtor’s pre-petition banking cash management system, as funds were received into
the Debtor's concentration account, the Debtor’s line of credit with Wachovia was paid
down first. Any additional cash was then deposited into the Debtor’s disbursement
account. During the period prior to the commencement of the Debtor’s chapter 11 case,
the Debtor was generally requesting draws under the Wachovia line of credit 3-4 times
per week.

1l
PROPOSED MODIFICATIONS TO DEBTOR’S CASH MANAGEMENT/BANKING
_ o o SYSTEM S _

In order to avoid disruptions to its operations and the reorganization effort
and to avoid unnecessary expense, the Debtor requests authority to continue its existing
cash management/banking system as described above, with the modification that

Wachovia (this term is used to include both Wachovia Bank and Wachovia Capital

| Finance Corporation) shall be precluded from asserting control over or otherwise

sweeping (or transferring in any manner) funds from the Debtor’s Accounts for the

[DSKILITG18872.1 3/19/2008 (12:07 PM)] G
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purpose of paying down the Debtor’s line of credit with Wachovia or for any other
purpose. As set forth in the Debtor's cash collateral motion filed contemporaneously with
this Motion, the Debtor believes that Wachovia (the senior secured creditor of the Debtor
pursuant to the secured line of credit extended by Wachovia to the Debtor) is adequately
protected by a substantial equity cushion in its collateral. The automatic stay precludes
Wachovia in any event from asserting control over or sweeping (or otherwise transferring
in any manner) funds in the Debtor’'s Accounts. Wachovia retains its right to request that
the Court modify the automatic stay. In order to prevent the inadvertent cashing of
outstanding prepetition checks by the Debtor's banks, the Debtor will provide said banks
with a list of all outstanding checks that should be dishonored. This list will include all
checks outstanding as of the Petition Date, except those checks issued to parties, if any,
to whom the Court has authorized the payment of pre-petition obligations.
V.
THE COURT HAS THE AUTHORITY TO GRANT THE REQUESTED RELIEF

In chapter 11 cases, it is common for courts to grant motions to continue

existing cash management systems and related procedures and transactions employed

in the ordinary course of a debtor's business. The bankruptcy court in [n re Charter Co.,
778 F.2d 617 (11th Cir. 1985), authorized the debtor and its subsidiaries "to continue to
consolidate the management of their cash as has been usual and customary in the past,
and to transfer monies from affiliated entity {o entity, including operating entities that are

not debtors." Id., at 620; see also Inre UNR Indus., Inc., 46 B.R. 25, 7 (Bankr. N.D. lil.

111984) (debtors utilized a court approved cash management system). Like Charter Co,,

the Debtor in this case seeks authority to maintain its current cash management system.
In this case, while the Debtor has 7 bank accounts and its bank/cash management

system involves 23 local bank branch offices, its operations involve only one legal entity.
.Accordéngfy, there are no issues of inter-company transfers. In any event, the Debtor will

maintain, as it always has, strict records with respect to all transfers of cash.

{DSKMLIT\G18972.1 3/15/2008 (12:07 PM)] 7
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As numerous courts have indicated, the Bankruptcy Code grants
discretionary authority to a Bankruptcy Court to allow the continued use of bank

accounts. See e.q., In re Grant Broadcasting. Inc., 75 B.R. 819, 820 (.D. Pa. 1987)

(referring to order authorizing use of cash collateral and prepetition bank accounts); In re

New York City Shoes, Inc., 78 B.R. 426, 27 (Bankr. E.D. Pa. 1987) (debtor depositing

postpetition funds into prepetition bank accounts). Most references in reported decisions
to court orders authorizing the use of prepetition bank accounts and the continued use of
cash management systems are found in decisions more specifica!ly addressing related
issues.” Moreover, a Bankruptcy Court has discretionary authority to authorize the

continued use of checks and other business forms. See In re Johnson, 106 B.R. 623

(Bankr. D. Neb. 1989) (granting relief from U.S. Trustee Guideline requiring that checks

be imprinted with the phrase "debtor-in-possession"); see aiso, In re Gold Standard

 Baking, Inc., 179 B.R. 98, 105-06 (Bankr. N.D. lll. 1995) (holding United States Trustee

requirement that checks used by the debtor in possession have the designation debtor in
possession on them to be unenforceable).

Presently, the Debtor maintains its store depository bank accounts in
geographic proximity to its locations so that proceeds of its operations may be deposited
promptly and safely. The Debtor could suffer disruptions if it is forced to discontinue the
use of these accounts and either establish new accounts or have to deposit all cash
receipts in depositories in this judicial district. Given the Debtor's need to maintain

existing bank accounts and the waste associated with opening new accounts,

|2 See, eq., In re Charter Behavioral Health Sys., LLC, 292 B.R. 36, 38 (Bankr. D. Del.
1 2003) (referring to prior entered order authorizing debtor to continue prepetition cash

management system); In re HSSI, Inc., 176 B.R. 808 (Bankr. N.D. lil. 1995) (refers to
previously approved cash management system), rev'd on other grounds, 183 B.R. 851
(Bankr. N.D. I1. 1996); In re Interco, Inc., 130 B.R. 301 (Bankr. E.D. Mo. 1991) {court
declined to clarify prior order authorizing maintenance of existing cash management
systems and continued use of existing bank accounts, investment and deposit guidelines,
and certain business forms); In re Family Health Services, Inc., 104 B.R. 279, 281

(Bankr, C.D. Cal. 1989) (refers to consolidated cash management system), rev'd on other

 grounds, 143 B.R. 232 (C.D. Cal. 1992).

[DSKALITG18372.1 3/19/2008 (12:07 PM)] 8
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establishing a new cash management system, and purchasing/printing new business
forms, the Debtor respectfully requests that the Court grant this Motion.
V.
CONCLUSION
The Debtor's bank accounts and cash management system is at the heart
of the Debtor’s ordinary, usual and essential business practices. Opening new accounts
and changing correspondence and business forms would be unnecessary and

burdensome to the Debtor's estate, as well as expensive and disruptive to the Debtor’s

business operations. Authorizing (but not directing) the Debtor to continue existing bank
accounts, cash management system (with the limited modifications described above),
and business forms would advance the opportunity for a successful resolution of this
case, preserve a business-as-usual atmosphere, and avoid unnecessary distractions and
interruptions that would be caused by a disruption of the Debtor’s banking and cash
management system. Approval of this Motion is in the best interests of the Debtor, the
estate, and creditors and will help avoid damage to the value of the property of the estate

and the reorganization effort.

WHEREFORE, the Debtor respectfuily requests the Court authorize the

Debtor to maintain certain active bank accounts and the Debtor's cash management
system (subject to the modifications described above) and to continued use of the
Debtor’s existing correspondence and business forms. A copy of the Debtor's proposed

order approving this Motion is attached hereto as Exhibit 3.

DATED: %/fg?,{g’i/y f? , 2008 Respectfully submitted,

SulmeyerKupetz
A Professional Corporation

PN

B"vzd S. Kupetz 7
Bankruptcy Counse! for eSter inc.
Debtor and Debtor in Possession
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EXHIBIT 1



Wachovia Accounts/Line of Credit

Debtor’'s Main Bank Accounts

Bank Name Address Account Nos.
Wachovia Bank, Wachovia Bank, National Association 401 2000035271954
National Association South Tryon Street, 10" Floor 2000035271967
Charlotte, North Carolina 28288 2000035271970
2079900560608
2000036887897

Debtor’s Line of Credit

Bank Name Address Account No.
Wachovia Capital Finance Wachovia Capital Finance 5000000030321
Corporation (Western) 251 South Lake Avenue Suite

900

Pasadena, CA 91101

[OSKWCHTG18908,1 3/18/2008 (2:19 PMY

Account Type/Name

Concentration
Disbursement/Sweep Investment
Payroll

Accounts Payable

Checking

Account Type/Name

Line of Credit
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David S. Kupetz (CA Bar No. 125062)
Email:dkupetz@sulmeyeriaw.com

Mark S. Horoupian (CA Bar No. 175373)
Email:mhoroupian@suimeyerlaw.com

SulmeyerKupetz
A Professional Corporation

333 South Hope Street, Thirty-Fifth Floor
Los Angeles, California 90071-1406
Telephone: 213.626.2311

Facsimile: 213.629.4520

Bankruptcy Counsel for eStyle, Inc.,
Debtor and Debtor in Possession

UNITED STATES BANKRUPTCY COURT
CENTRAL DISTRICT OF CALIFORNIA, LOS ANGELES DIVISION

In re Case No. 2:08-bk-13518-SB

ESTYLE, INC., a Delaware corporation, Chapter 11
dba babystyle, Cadeau, and Cadeau
Designs, ORDER GRANTING DEBTOR’S
EMERGENCY MOTION FOR ORDER
Debtor. AUTHORIZING DEBTOR TO MAINTAIN

BANK ACCOUNTS AND CASH
MANAGEMENT SYSTEM AND CONTINUE
USE OF ITS EXISTING BUSINESS FORMS

DATE: March 21, 2008

TIME: 10:00 a.m.

PLACE: U.S. Bankruptcy Court
Courtroom 1575
255 East Temple Street

Tax Id # 95-4712564 Los Angeles, CA 90012
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LOS ANGELES, CALIFORNIA 90071-1408

SulmeyerKupetz, A Prafessionat Corparation
333 SOUTH HOPE STREET, THIRTY-FIFTH FLOOR

TEL. 213.626.2311
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The "Debtor's Emergency Motion For Order Authorizing Debtor To Maintain
Certain Active Bank Accounts, Cash Management System And Continue Use of its
Existing Business Forms” (the “Motion”), filed by eStyle, Inc. (the “Debtor”), debtor and
debtor in possession in the above-captioned chapter 11 case, came on for hearing before
the Court on March 21, 2008. Appearances at the hearing are reflected in the record.

Having considered the Motion, the Omnibus Declaration of Robert S,
Kelleher in Support of Debtor’s “First-Day” Motions, any and all responses to the Motion,
the representations of counsel made at the hearing, the facts and circumstances of this
matter, and good cause appearing therefor,

IT IS ORDERED as foliows:

1. The Motion is granted;

2. Debtor is authorized to maintain and continue to use prepetition bank
accounts with Wachovia Bank (“Wachovia”) (account nos. 2000035271954,
2000035271967, 2000035271970, 2079900560608, and 2000036887897), Bank of
America (account no. 1459442762), and Wells Fargo Bank (account no. 2244026064)
and its prepetition cash management system (with the limited modifications set forth
below in paragraph no. 3) and to continue to use its existing business forms, as
requested in the Motion.

3. Wacovia Bank and Wachovia Finance Capital Corporation
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(Western), and all other parties, are prohibited from asserting control over or sweeping

(or transferring in any manner) the Debtor’s bank accounts and/or any funds therein.

DATED:

HON. SAMUEL L. BUFFORD
UNITED STATES BANKRUPTCY JUDGE

Presented By:

SULMEYERKUPETZ
a Professional Corporation

By:
David S. Kupetz
Bankruptcy Counsel for eStyle, Inc.,

{ Debtor and Debtor in Possession
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