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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE EASTERN DISTRICT OF VIRGINIA

RICHMOND DIVISION
Inre: )  Case No. 07-
) Jointly Administered
MOVIE GALLERY, INC,, et al.,! ) Chapter 11
)
Debtors. )
)

MOTION OF THE DEBTORS FOR AN ORDER (A) AUTHORIZING
THE DEBTORS TO CONTINUE USING THEIR EXISTING CASH
MANAGEMENT SYSTEM, BANK ACCOUNTS AND BUSINESS FORMS,
(B) GRANTING POSTPETITION INTERCOMPANY CLAIMS
ADMINISTRATIVE EXPENSE PRIORITY AND (C) AUTHORIZING
CONTINUED INTERCOMPANY ARRANGEMENTS AND HISTORICAL PRACTICES

The above-captioned debtors (collectively, the “Debtors”) hereby move the Court, pursuant
to this motion (the “Motion”), for the entry of an order, substantially in the form of Exhibit A, (a)
authorizing the Debtors to continue using their existing cash management system, bank accounts and

business forms, (b) granting postpetition intercompany claims administrative expense priority and

1 The Debtors in the cases include: Movie Gallery, Inc.; Hollywood Entertainment Corporation; M.G. Digital, LLC; M.G.A. Realty I, LLC;

MG Automation LLC; and Movie Gallery US, LLC.
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(c) authorizing the Debtors to continue intercompany arrangements and historical practices. In
support of this Motion, the Debtors respectfully state as follows: 2

Jurisdiction

1. The Court has jurisdiction over this matter pursuant to 28 U.S.C. §§ 157 and 1334.
This matter is a core proceeding within the meaning of 28 U.S.C. § 157(b)(2).

2. Venue is proper pursuant to 28 U.S.C. §§ 1408 and 1409.

3. The statutory bases for the relief requested herein are sections 363, 364 and 507 of the

Bankruptcy Code, 11 U.S.C. §§ 101-1532 (the “Bankruptcy Code”).

Background

4. On the date hereof (the “Commencement Date”), each of the Debtors filed a petition
with the Court under chapter 11 of the Bankruptcy Code. The Debtors are operating their businesses
and managing their properties as debtors in possession pursuant to sections 1107(a) and 1108 of the
Bankruptcy Code. No request for the appointment of a trustee or examiner has been made in these
chapter 11 cases, and no committees have been appointed or designated. Concurrently with the
filing of this Motion, the Debtors have sought procedural consolidation and joint administration of
these chapter 11 cases.

5. The Debtors are the second largest North American home entertainment specialty
retailer. They currently operate approximately 4,200 retail stores located throughout all 50 states.
They rent and sell DVDs, videocassettes and video games through three distinct brands — Movie

Gallery, Hollywood Video and Game Crazy.

2 The facts and circumstances supporting this Motion are set forth in the Affidavit of William C. Kosturos, Chief Restructuring Officer of Movie

Gallery, Inc., in Support of First Day Motions (the “First Day Affidavit”), filed contemporaneously herewith.
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6. In 2006, the aggregate annual revenues of the Debtors and their non-Debtor affiliates,
including rental revenue and product sales, exceeded $2.5 billion. Of this amount, approximately
56% was attributed to DVD rentals, 15% to the sale of previously-rented DVDs, VHS cassettes and
video games, 13% to the sale of new and used gaming products, 7% to game rentals, 4% to the sale
of concessions and other miscellaneous products, 3% to the sale of movie-related products and
merchandise and 2% to VHS cassette rentals. As of September 2, 2007, the Debtors and their non-
Debtor affiliates employed approximately 38,800 employees, including approximately 7,500 full-
time employees and 31,300 part-time employees.

7. Several factors have led to the filing of these chapter 11 cases. First, the video rental
industry is highly competitive. The Debtors face direct competition from competitors such as
Blockbuster and Netflix and indirect competition from pay-per-view, cable television and big-box
retailers who sell DVDs at increasingly lower prices. Furthermore, recent box office receipts of
rental releases have declined over the previous year, contributing to an industry-wide decline in
demand for video rentals. Finally, as the Debtors’ financial performance has deteriorated, they have
experienced contracting trade terms, which have had a negative impact on the Debtors’ liquidity,
which, in turn, has contributed to the Debtors’ inability to comply with certain financial covenants
under their credit agreements.

Description of the Debtors’ Cash Management System

8. In the ordinary course of business, the Debtors utilize an integrated, centralized cash
management system under which funds are collected by the Debtors, transferred to various
concentration accounts and disbursed, through other accounts, to pay operating expenses

(collectively, the “Cash Management System”).
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9. In addition to the Cash Management System maintained by the Debtors in the United
States, the Debtors’ non-Debtor affiliate, Movie Gallery , Inc. (“MG Canada”), maintains a similar
cash management system at the Canadian Imperial Bank of Commerce (“CIBC”). MG Canada’s
cash management system does not overlap with the Cash Management System other than with
respect to transfers of cash for intercompany transactions in the ordinary course of business and
intercompany loans, debt repayments, dividends and capital contributions that were undertaken
before the Commencement Date from time to time.

10.  The Debtors’ Cash Management System is managed primarily by the Debtors’
financial personnel at their support center in Wilsonville, Oregon. The Cash Management System
enables the Debtors to (a) forecast and report the Debtors’ cash position, (b) monitor collection and
disbursement of funds and (c) maintain control over the administration of the various bank accounts,
which is required to effect collection, disbursement and movement of cash at the Debtors’
approximately 4,200 retail stores operated throughout the 50 states, three distribution centers and
two corporate offices.

11. The Cash Management System consists of numerous accounts, each of which is
described herein. The Debtors maintain multiple concentration accounts, payroll disbursement
accounts, accounts payable controlled disbursement accounts (some of which are for payroll
expenses), controlled tax disbursement accounts, stand-alone disbursement accounts, merchant

collection accounts and one stand-alone depository account (collectively, the “Corporate

K&E 11966658.



Accounts”).? The Corporate Accounts are maintained at two separate banks: Bank of America
(“BofA”) and Wachovia Bank f/k/a First Union National Bank (“Wachovia”).

A. The Debtors’ Existing Bank Accounts

12. As of the Commencement Date, in the ordinary course of business, the Debtors
maintained approximately 500 bank accounts (collectively, the “Bank Accounts”) with certain
financial institutions (collectively, the “Banks”). The Debtors’ main operating bank accounts are
described herein. To supplement that description, each of the Bank Accounts maintained by the
Debtors (with the name and contact information of the corresponding Bank) is listed on Exhibit 1
annexed to Exhibit A attached hereto. Some of the Bank Accounts are located in banks other than
those designated as authorized depositories by the Office of the United States Trustee for the Eastern
District of Virginia (the “U.S. Trustee”) pursuant to the U.S. Trustee Chapter 11 Guidelines for the
Eastern District of Virginia (the “U.S. Trustee Guidelines”).4 The Bank Accounts located at banks
that are not designated as authorized depositories pursuant to the U.S. Trustee Guidelines, however,
hold far less than $100,000.00 at any given time and, therefore, do not represent bank accounts with
significant deposits for purposes of the Debtors’ Cash Management System.

B. Flow of Funds in the Debtors’ Cash Management System

13. The transfer of funds through the Debtors’ Cash Management System is described
below and is illustrated in the flowchart attached hereto as Exhibit B (the “Flowchart”). As detailed

on the Flowchart, the Debtors’ cash receipts and disbursements flow as follows:

The Debtors do not utilize any investment accounts. All funds remain within depository and disbursement bank accounts. As such, section 345
of the Bankruptcy Code is not implicated by this Motion.

The Debtors estimate that approximately 25 of their Bank Accounts contain deposits in excess of $100,000. Pursuant to the U.S. Trustee
Guidelines, the Debtors will identify those Bank Accounts for the U.S. Trustee within 30 days of the date hereof.
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Store Depository Accounts. Each of the Debtors’ stores, which are operated
by either Debtor Hollywood Entertainment Corporation (“HEC”) or Debtor
Movie Gallery US, LLC (“MGUS”), deposits cash and checks on a daily
basis into a variety of store depository accounts maintained with a multitude
of banks across the United States (each, a “Store Depository Account”).
Because the Debtors have thousands of retail stores across the United States,
each Store Depository Account services either a single retail location or a
cluster of retail locations concentrated in a single geographic area.

Merchant Collection Accounts. Both HEC and MGUS transmit Visa,
MasterCard, American Express and Discover credit card and debit card
transactions through a third party processor (Paymentech for HEC and First
Data for MGUS) on a daily basis. The respective third party processor wires
credit card and debit card payments to a HEC BofA merchant collection
account and a MGUS Wachovia merchant collection account (the “Merchant
Collection Accounts”). In addition, credit card and debit card sales for
MovieBeam (an on-demand movie service) transactions operated by Debtor
M.G. Digital, LLC (“MGD?”) are transmitted by Visa, MasterCard, American
Express and Discover to First Data via wire transfer on a daily basis into an
MGD Wachovia merchant collection account (the “MGD Merchant
Collection Account”).

Standalone Real Estate Sales Depository Account. Funds from sales of the
Debtors’ owned real estate are deposited in M.G.A. Realty, LLC’s standalone
account at Wachovia (the “MGA Standalone Account”).

Concentration Accounts. Funds in the MGUS non-Wachovia and the HEC
non-BofA Store Depository Accounts are swept via the Automated Clearing
House Network (the “ACH”) — which is a reliable and efficient nationwide
batch-orientated electronic funds transfer — to the MGUS Wachovia
concentration account (the “MGUS Concentration Account”) and the HEC
Wachovia concentration account (the “HEC Wachovia Concentration
Account”), respectively, by an anticipatory ACH.5 Deposits are reflected in
the HEC Wachovia Concentration Account and the MGUS Concentration
Account the day after they are made into the Store Depository Accounts.

The HEC BofA Store Depository Accounts and the MGUS Wachovia Store
Depository Accounts are also swept into the HEC BofA concentration
account (the “HEC Corporate Concentration Account”) and the MGUS
Concentration Account, respectively, on a daily basis. The HEC BofA Store

5

The anticipatory function estimates incoming deposits based on a percentage of prior revenue, rather than waiting for a bank account information

file from the bank to confirm account balances. This estimation results in faster movement of deposits into the MGUS Concentration Account.
If the ACH is overestimated for any bank balance, that bank’s sweep is rejected for the day and a new sweep is initiated the next business day.
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Depository Accounts are swept via “Direct Depository Plus” and the MGUS
Wachovia Store Depository Accounts are swept via a zero balance account
(“ZBA”) relationship.® Subsequently, funds within the HEC Corporate
Concentration Account are swept via a ZBA relationship to a HEC BofA
master concentration account (the “HEC Master Concentration Account”).
Finally, most funds in the HEC Master Concentration Account are
subsequently transferred via a daily wire to the MGUS Concentration
Account and all funds in the MGA Standalone Account are transferred via
wire to the MGUS Concentration Account.

Deposit of Credit Card Transactions. With respect to credit card sales, the
Merchant Collection Accounts have a ZBA relationship with the HEC
Corporate Concentration Account and the MGUS Concentration Account.
The MGD Merchant Collection Account also has a ZBA relationship with the
MGUS Concentration Account. Funds in the Merchant Collection Accounts
are generally transferred to their respective concentration accounts within 72
hours of the sales transaction. Funds in the HEC Corporate Concentration
Account are then transferred via a ZBA relationship with the HEC Master
Concentration Account.

Prepetition Deposit of Credit Facility Funds. Before the Commencement
Date, in the ordinary course of business, the Debtors made borrowing
requests under the Senior Secured First Priority Revolving Loan Facility (the
“Prepetition Credit Facility”) based on availability as determined by a
borrowing base calculation. These borrowings were deposited into the
MGUS Concentration Account.”

HEC Disbursement Accounts. In the ordinary course of business, the
Debtors disburse funds to pay, among others, their employees, creditors,
suppliers and taxing authorities. The HEC Master Concentration Account
disburses funds via a ZBA relationship to a HEC BofA disbursement account
(the “HEC Disbursement Account™) for payroll purposes only with a deposit
into a separate BofA direct deposit payroll account through a manual “book
transfer” of funds from the HEC Disbursement Account for employees with
direct deposit payroll accounts. Payroll checks are funded daily via the ACH
from the HEC Disbursement Account to a BofA check funding account that
has a ZBA relationship with a BofA payroll check drawing account. All

A ZBA account is an account used by companies to eliminate excess balances in separate accounts and maintain greater control over
disbursements.

As noted above, the Debtors’ non-Debtor affiliate, MG Canada, maintains a separate, but linked, cash management system. Funds in Canada

flow in much the same way as funds flow in the United States, with Canadian funds channeling to a concentration account at CIBC (the “MG
Canada Concentration Account”) and eventually sweeping to the MGUS Concentration Account. Cash in the MG Canada Concentration
Account was recently swept to reduce certain intercompany balances.
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other disbursements for HEC are made through the HEC Wachovia
Concentration Account to a Wachovia accounts payable disbursement
account (the “HEC Accounts Payable Disbursement Account”) via a ZBA
relationship. As checks clear the HEC Accounts Payable Disbursement
Account, these disbursement accounts become negative and are subsequently
funded by the HEC Wachovia Concentration Account via a ZBA
relationship. The HEC Wachovia Concentration Account is funded daily via
a “book transfer” from the MGUS Concentration Account to fund the
outflows in the disbursement accounts. The HEC Wachovia Concentration
Account has minimal inflows, so daily transfers are needed to account for
clearings. There is also a HEC Wachovia property tax payable specialty
disbursement account with a ZBA relationship with the HEC Wachovia
Concentration Account.

MGUS Disbursement Accounts. MGUS disbursements are transferred to
Wachovia accounts payable, payroll, property tax and sales tax specialty
accounts that have ZBA relationships with the MGUS Concentration
Account. As noted above, the MGUS Concentration Account also funds the
HEC Wachovia Concentration Account to account for daily clearings from
the HEC Disbursement Account. Disbursements from the MGD Standalone
Account are funded from the MGUS Concentration Account. In addition,
before the Commencement Date, disbursements to the Prepetition Credit
Facility borrowings were made from the MGUS Concentration Account.

C. Benefits of the Existing Cash Management System

14.

The Debtors’ Cash Management System is similar to those commonly employed by

corporate enterprises comparable to the Debtors in economic scope and geographic reach. Indeed,

large, multiple-entity businesses use such systems because of the numerous benefits provided,

including the ability to (a) quickly create status reports on the location and amount of funds,

allowing management to track and control corporate funds, (b) ensure cash availability and

(c) reduce administrative expenses by facilitating the movement of funds. These controls are

particularly important because approximately $40 million to 80 million flows through the Debtors’

integrated Cash Management System on a weekly basis to service the Debtors’ retail stores,

distribution centers and corporate offices.
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D. The Debtors’ Existing Business Forms and Checks

15.  Inthe ordinary course of business, the Debtors use a multitude of checks and other
business forms. To minimize expenses to their estates, the Debtors believe it is appropriate for them
to continue to use all correspondence and business forms (including, but not limited to, letterhead,
purchase orders and invoices) as such forms were in existence immediately before the
Commencement Date — without reference to the Debtors’ status as debtors in possession — rather
than requiring the Debtors to incur the expense and delay of ordering entirely new business forms.
The Debtors also believe it will minimize expense to their estates if they are permitted to use their
existing check stock.

16. By virtue of the nature and scope of the Debtors’ business operations and the
customers and vendors with whom the Debtors deal on a regular basis, it is important that the
Debtors be permitted to continue to use their existing checks and other business forms without
alteration or change, except as requested herein.

E. The Debtors’ Intercompany Claims

17. In the ordinary course of business, the Debtors and MG Canada maintain business
relationships with each other, resulting in intercompany receivables and payables in the ordinary
course of business (the “Intercompany Claims”). Indeed, in connection with the daily operation of
the Cash Management System, funds are disbursed throughout the Cash Management System and at
any given time there may be Intercompany Claims owing by one Debtor to another, or between a
Debtor and MG Canada. The transactions that give rise to Intercompany Claims are made between

and among the Debtors and, to a certain extent MG Canada, in the ordinary course of the Debtors’
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business (the “Intercompany Transactions™).8 The Debtors maintain records of all fund transfers and
can ascertain, trace and account for Intercompany Transactions. At the same time, though, if the
Intercompany Transactions were to be discontinued, the Cash Management System and related
administrative controls would be disrupted to the Debtors’ detriment.

18.  In the ordinary course of business, HEC purchases game product on behalf of MG
Canada from vendors in the United States and ships the product to MG Canada stores. In addition,
MGUS and HEC transfer excess movie product inventory to MG Canada stores in the ordinary
course of business. Lastly, there are cash transfers between MG Canada, MGUS and HEC accounts
for funding of general corporate items due to excess liquidity in each of the respective accounts. All
of the foregoing transactions will be accounted for in the respective intercompany accounts of the
respective entities. The foregoing are examples of the business relationships between and among the
Debtors and MG Canada (together with the Intercompany Transactions, the “Intercompany
Arrangements”). The Debtors will continue to maintain records related to the Intercompany
Arrangements, so that transactions can be ascertained, traced and accounted for properly on
applicable intercompany accounts.

19. The Debtors believe that continued performance under the Intercompany
Arrangements is not only important to the Debtors’ successful restructuring, but is necessary to
ensure the Debtors’ ability to operate their businesses as debtors in possession. Were the Debtors
required to obtain the services they currently receive under the Intercompany Arrangements by non-

affiliated third parties, the significant burdens of identifying appropriate providers and negotiating

Because the Debtors engage in Intercompany Transactions on a regular basis and such transactions are common among enterprises similar to the
Debtors’, the Debtors believe the Intercompany Transactions are ordinary course transactions within the meaning of section 363(c)(1) of the
Bankruptcy Code and, thus, do not require the Court’s approval. Nonetheless, out of an abundance of caution, the Debtors are seeking express
authority to engage in such transactions on a postpetition basis. The continued performance of the ordinary course Intercompany Transactions is
integral to ensure the Debtors’ ability to operate their business as debtors in possession.

10
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agreements for these services would divert the Debtors’ attention and efforts from ensuring a smooth
transition into the chapter 11 process and, ultimately, working towards a successful restructuring.

20. Finally, to ensure each individual Debtor will not, at the expense of its creditors, fund
the operations of an affiliated entity, the Debtors respectfully request that, pursuant to sections
503(b)(1) and 364(b) of the Bankruptcy Code, all Intercompany Claims against a Debtor by another
Debtor or a non-Debtor affiliate, arising after the Commencement Date as a result of ordinary course
Intercompany Claims, be accorded administrative expense priority. If Intercompany Claims are
accorded administrative expense priority, each entity utilizing funds flowing through the Cash
Management System should continue to bear ultimate repayment responsibility for such ordinary
course transactions.

Relief Requested

21. By this Motion, the Debtors respectfully request authority to (a) continue to use, with
the same account numbers, all of the Bank Accounts, (b) use, in their present form, all
correspondence and business forms (including, but not limited to, letterhead, purchase orders and
invoices), as well as checks and other documents related to the Bank Accounts existing immediately
before the Commencement Date, without reference to their status as debtors in possession, and (c)
treat the Bank Accounts for all purposes as accounts of the Debtors as debtors in possession. The
Debtors further request that all Intercompany Claims arising after the Commencement Date be
accorded administrative expense priority. Finally, the Debtors request to continue performing under
and honoring their respective obligations, commitments and transactions under the Intercompany

Arrangements.

11
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Basis for Relief

A. The Continued Use of the Debtors’ Cash Management System and Existing Bank
Accounts Is Essential to the Debtors’ Ongoing Operations and Restructuring Efforts

22.  Asnoted above, the U.S. Trustee Guidelines generally require a debtor in possession
to close all prepetition bank accounts and open new debtor in possession bank accounts. This
requirement is designed to provide a clear line of demarcation between prepetition and postpetition
claims and payments and to help protect against the Debtors’ inadvertent payment of prepetition
claims. In addition, the U.S. Trustee may require a debtor in possession to maintain separate
accounts for general expenses, payroll and tax escrows.

23.  Incomplex chapter 11 cases such as these, however, courts in this district and other
districts often waive requirements of this type, recognizing they are often impractical and potentially
detrimental to a debtor’s postpetition business operations and restructuring efforts in a manner that is
out of proportion to the benefit, if any, the requirements provide to the debtor’s estate or parties in

interest. See, e.g., In re The Rowe Cos., Case No. 06-11142 (SSM) (Bankr. E.D. Va. Sept. 20,

2006); In re US Airways, Inc., Case No. 04-13819 (SSM) (Bankr. E.D. Va. Sept. 14, 2004); In re

NTELOS, Inc., Case No. 03-32094 (DOT) (Bankr. E.D. Va. Mar. 4, 2003); In re AMF Bowling

Worldwide, Inc., Case No. 01-61119 (DHA) (Bankr. E.D. Va. July 3, 2001); In re Fas Mart

Convenience Stores, Inc., Case No. 01-60386 (DOT) (Bankr. E.D. Va. Mar. 9, 2001); In re Heilig-

Meyers Co., Case No. 00-34533 (DOT) (Bankr. E.D. Va. Sept. 27, 2000); see also In re Dura Auto.

Sys., Inc., Case No. 06-11202 (Bankr. D. Del. Nov. 20, 2006); In re Calpine Corp., Case No. 05-

60200 (Bankr. S.D.N.Y. Jan. 25, 2006); In re The Boyds Collection, L.td., Case No. 05-43793

(Bankr. D. Md. Oct. 18. 2005); In re Tower Auto., Inc., Case No. 05-10578 (Bankr. S.D.N.Y. Feb. 3,

2005).

12
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24.  Anintegrated cash management system “allows efficient utilization of cash resources
and recognizes the impracticalities of maintaining separate cash accounts for the many different

purposes that require cash.” In re Columbia Gas Sys., Inc., 136 B.R. 930, 934 (Bankr. D. Del.

1992), aff’d in part and rev’d in part, 997 F.2d 1039 (3d Cir. 1993), cert. denied sub nom. Official

Comm. of Unsecured Creditors v. Columbia Gas Transmission Corp., 510 U.S. 1110 (1994); see

also In re US Airways, Inc., Case No. 04-13819 (SSM) (Bankr. E.D. Va. Sept. 14, 2004); In re

NTELOS, Inc., Case No. 03-32094 (DOT) (Bankr. E.D. Va. Mar. 4, 2003). The requirement to

maintain all accounts separately “would be a huge administrative burden and economically

inefficient.” Columbia Gas, 997 F.2d at 1061; see also In re Southmark Corp., 49 F.3d 1111, 1114

(5th Cir. 1995) (cash management system allows debtor “to administer more efficiently and
effectively its financial operations and assets”).

25.  Consistent with the foregoing authority, the Debtors seek authority to continue to use
their integrated Cash Management System, including the continued use of their existing Bank
Accounts, with the same names and account numbers as existed immediately prior to the chapter 11
cases.? The Debtors also seek authority to deposit funds in and withdraw funds from the Bank
Accounts by all usual means, including, but not limited to, checks, wire transfers, electronic funds
transfers and other debits and to otherwise treat the prepetition Bank Accounts (and any accounts
opened postpetition) for all purposes as debtor in possession accounts. The Debtors also request that
the Court waive any requirement to establish separate accounts for general expenses, payroll and tax

CSCTOwWS.

9 The Debtors, however, reserve their rights to close their prepetition Bank Accounts and open new accounts as may be necessary in the Debtors’

business discretion and in the ordinary course and consistent with any postpetition debtor in possession financing arrangement approved by the
Court.

13
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B. Opening New Accounts Will Cause Substantial Disruption to the Debtors’ Business

26. The requested relief is appropriate because, given the substantial economical scale
and geographic reach of the Debtors’ business operations, a successful reorganization of the
Debtors’ businesses, as well as the preservation and enhancement of the Debtors’ respective values
as a going concern entity, simply cannot be achieved if the Debtors’ cash management procedures
are substantially disrupted and the Bank Accounts closed.

27. If the Debtors were required to open separate accounts as debtors in possession and
rearrange their Cash Management System, it would necessitate opening numerous new accounts for
collections, cash concentration and disbursements. In fact, the Debtors would need to open hundreds
of new bank accounts. The Debtors’ treasury, accounting and bookkeeping employees would be
forced to focus exclusively on opening new accounts immediately, instead of on their daily
responsibilities during this critical juncture. The opening of new accounts would certainly increase
operating costs, thereby negatively impacting the Debtors’ cash flow. Most importantly, delays that
would result from opening new accounts, revising cash management procedures and instructing
customers to redirect payments would negatively impact the Debtors’ ability to operate their
businesses while pursuing these arrangements.

28.  Additionally, the Debtors would be subject to significant administrative burdens and
expenses because they would need to execute new signatory cards and depository agreements and
create an entirely new manual system for issuing checks and paying postpetition obligations, all as
generally would be required by the U.S. Trustee Guidelines. See U.S. Trustee Guidelines, at pp. 4-5

(“Bank Accounts and Deposits”).

14
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C. Maintaining the Existing Cash Management System Facilitates a Smooth Transition
into Chapter 11 and Does Not Harm Parties in Interest

29. By contrast, maintaining the Bank Accounts would greatly facilitate the Debtors’
transition in connection with operating under chapter 11 by, among other things, avoiding
administrative inefficiencies and expenses and minimizing delays in paying debts incurred
postpetition. Thus, the Debtors believe it would be extremely beneficial to continue to maintain the
existing Bank Accounts and, if necessary, to open new accounts and close existing accounts in the
ordinary course of business operations.

30. Importantly, parties in interest would not be harmed by the Debtors’ maintenance of
the existing Cash Management System, including their Bank Accounts, because the Debtors have
implemented appropriate mechanisms to ensure that payments will not be made on any debts
incurred by them before the Commencement Date, other than those authorized by the Court, and to
eliminate the risk of other errors or misunderstandings. Specifically, the Debtors have centralized
their accounts payable systems and implemented software restrictions that prohibit payments to be
issued without prior approval of the Debtors’ treasury department. In turn, the Debtors’ senior
treasury personnel (led by Alvarez & Marsal, whom the Debtors have sought to continue to employ
as business consultants pursuant to a motion filed contemporaneously herewith) are aware of, and
will comply with, the Bankruptcy Code and the U.S. Trustee Guidelines except as modified by order
of'the Court. Further, the Debtors’ personnel will consult with the Debtors’ advisors and bankruptcy
counsel as appropriate in connection with payment approvals. Finally, while some of the Banks
listed on Exhibit 1 annexed to Exhibit A attached hereto are not listed in the U.S. Trustee Guidelines,
the vast majority of the Debtors’ cash flows through those banks approved under the U.S. Trustee

Guidelines.

15
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31.  Under these circumstances, the Debtors believe that maintaining their Cash
Management System is in the best interest of their respective estates and creditors. Indeed, the
Debtors believe preserving the “business as usual” atmosphere and avoiding the unnecessary
distractions that would inevitably be associated with any substantial disruption in the Cash
Management System will facilitate the Debtors’ overall reorganization efforts.

32.  The Debtors further request that the Court authorize and direct all Banks with which
the Debtors maintain the Bank Accounts to continue to maintain, service and administer such
accounts, except that such Banks shall not be authorized to honor any check issued or dated prior to
the Commencement Date absent an order of the Court.!® To ensure that prepetition checks are not
honored except as provided herein or pursuant to further order of the Court, the Debtors have or will
serve a copy of this Motion with exhibits and any order entered approving the relief requested herein
on the two Banks that make disbursements under the Debtors’ cash management system as soon as
practicable.!! The Debtors also have or will serve upon such Banks a copy of any pleadings filed by
the Debtors on the Commencement Date seeking to honor prepetition obligations.

D. The Debtors Should Be Granted Authority to Use Existing Checks and Business Forms

33.  As described herein, in the ordinary course of their business, the Debtors use a
multitude of checks and other business forms. To minimize expenses to the estates, the Debtors
request authority to continue to use all correspondence and business forms (including, but not limited
to, letterhead, purchase orders and invoices) as such forms were in existence immediately prior to the

Commencement Date. The Debtors also request authorization to use their existing check stock

10 Contemporaneously herewith, the Debtors are filing motions requesting authority to pay, in the ordinary course of business, certain prepetition
obligations to their employees and to honor certain other prepetition obligations.

11 The Debtors maintain multiple disbursement accounts at these two banks.

16
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without the “debtor in possession” label. Because the Debtors have over 4,200 retail outlets across
the United States, along with sophisticated purchasing and distribution networks, use of new
business forms will greatly increase the Debtors’ costs. Furthermore, the economical scale and
geographic reach of the Debtors’ business will require a vast amount of resources to implement new
business forms for all operations, from correspondences to purchasing orders.

34.  Lastly, because parties doing business with the Debtors undoubtedly will be aware of
the Debtors’ status as a debtor in possession (as a result of the large and highly-publicized nature of
these chapter 11 cases), changing business forms is unnecessary and unduly burdensome. In
addition, all known creditor parties will be sent notices of the commencement of these cases and
there will be publication notice in large media outlets.

35.  Inlarge chapter 11 cases in this jurisdiction and others, courts have granted similar

relief to debtors. See, e.g., In re The Rowe Cos., Case No. 06-11142 (SSM) (Bankr. E.D. Va. Sept.

20,2006); Inre US Airways, Inc., Case No. 04-13819 (SSM) (Bankr. E.D. Va. Sept. 14,2004); Inre

NTELOQOS, Inc., Case No. 03-32094 (DOT) (Bankr. E.D. Va. Mar. 4, 2003); In re AMF Bowling

Worldwide, Inc., Case No. 01-61119 (DHA) (Bankr. E.D. Va. July 3, 2001); In re Fas Mart

Convenience Stores, Inc., Case No. 01-60386 (DOT) (Bankr. E.D. Va. Mar. 9, 2001); see also Inre

Dura Auto. Sys., Inc., No. 06-11202 (Bankr. D. Del. Nov. 20, 2006); In re J.L. French Auto.

Castings, Inc., Case No. 06 10119 (Bankr. D. Del. Mar. 3, 2006).

E. The Debtors Should Be Allowed to Continue Certain Intercompany Arrangements and
Intercompany Claims Should Be Afforded Administrative Expense Priority

36. As described herein, under the Cash Management System, funds generated by the
business operations of each Debtor generally flow into various centrally-maintained bank accounts.

Each of these transfers is made between and among the Debtors as part of their consolidated Cash
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Management System. If the Intercompany Arrangements were discontinued, a number of services
currently provided by the Debtors would be disrupted. Accordingly, the Debtors respectfully submit
that the continuation of the Intercompany Arrangements is in the best interest of the Debtors’ estates
and their creditors and, therefore, the Debtors should be permitted to continue such Intercompany
Arrangements.

37.  Atany given time, there may be balances due and owing between and among the
Debtors and MG Canada. These balances represent extensions of intercompany credit made in the
ordinary course of business that are an essential component of the Cash Management System. The
Debtors maintain records of these transfers of cash and can ascertain, trace and account for these
intercompany transactions. The Debtors, moreover, will continue to maintain such records,
including records of all current intercompany accounts receivable and payable.

38. Finally, to ensure that each individual Debtor will not, at the expense of its creditors,
fund the operations of another entity, the Debtors respectfully request that, pursuant to sections
503(b)(1) and 364(b) of the Bankruptcy Code, all Intercompany Claims be accorded administrative
expense priority. If Intercompany Claims are accorded administrative expense priority, each entity
utilizing funds flowing through the Cash Management System should continue to bear ultimate
repayment responsibility for such ordinary course transactions.

39. Administrative expense priority for intercompany transactions, as requested here, has

been granted in other comparable chapter 11 cases. See, e.g., In re Dura Auto. Sys., Inc., No. 06-

11202 (Bankr. D. Del. Nov. 20, 2006); In re J.L. French Auto. Castings, Inc., Case No. 06 10119

(Bankr. D. Del. Mar. 9, 2006).
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Waiver of Memorandum of Points and Authorities

40. The Debtors respectfully request that this Court treat this Motion as a written
memorandum of points and authorities or waive any requirement that this Motion be accompanied
by a written memorandum of points and authorities as described in Rule 9013-1(G) of the Local
Bankruptcy Rules for the Eastern District of Virginia.

Notice

41. The Debtors have provided notice of this Motion to: (a) the Office of the United
States Trustee for the Eastern District of Virginia; (b) the entities listed on the Consolidated List of
Creditors Holding the 30 Largest Unsecured Claims filed pursuant to Bankruptcy Rule 1007(d);
(c) counsel to the agent for the Debtors’ proposed postpetition secured lenders; (d) counsel to the
agent for the Debtors’ prepetition first lien facilities; () counsel to the agent for the Debtors’
prepetition second lien facility; (f) the trustee for the Debtors’ 11% senior unsecured notes;
(g) counsel to Sopris Capital Advisors LLC; (h) the trustee for the Debtors’ 9.625% senior
subordinated unsecured notes; (i) counsel for certain movie studios; (j) the Internal Revenue Service;
(k) the Securities and Exchange Commission; and (1) the banks that process disbursements in the
Debtors’ cash management system (Bank of America, Canadian Imperial Bank of Commerce and
Wachovia Bank). No later than two business days after entry of the order granting the relief
requested in this Motion, the Debtors shall serve a copy of this Motion and such order on the Banks.
In light of the nature of the relief requested, the Debtors respectfully submit that no further notice is

necessary.
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WHEREFORE, for the reasons set forth herein and in the First Day Affidavit, the Debtors
respectfully request that the Court enter an order, substantially in the form attached hereto as
Exhibit A, (a) authorizing the Debtors to continue using their Cash Management System, bank
accounts and business forms, (b) granting postpetition Intercompany Claims administrative expense
priority, (c) authorizing the Debtors to continue to perform under Intercompany Arrangements and

historical practices and (d) granting such other and further relief as is just and proper.

Richmond, Virginia /s/ Michael A. Condyles
Dated: October 16, 2007 Richard M. Cieri (NY 4207122)
KIRKLAND & ELLIS LLP

Citigroup Center

153 East 53rd Street

New York, New York 10022-4611
Telephone:  (212) 446-4800
Facsimile: (212) 446-4900

and

Anup Sathy, P.C. (IL 6230191)
Marc J. Carmel (IL 6272032)
KIRKLAND & ELLIS LLP
200 East Randolph Drive
Chicago, Illinois 60601-6636
Telephone:  (312) 861-2000
Facsimile: (312) 861-2200

and

Michael A. Condyles (VA 27807)
Peter J. Barrett (VA 46179)
KUTAK ROCK LLP

Bank of America Center

1111 East Main Street, Suite 800
Richmond, Virginia 23219-3500
Telephone:  (804) 644-1700
Facsimile: (804) 783-6192

Proposed Co-Counsel to the Debtors
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Richard M. Cieri (NY 4207122)
KIRKLAND & ELLIS LLP
Citigroup Center

153 East 53rd Street

New York, New York 10022-4611
Telephone: (212) 446-4800

Michael A. Condyles (VA 27807)
Peter J. Barrett (VA 46179)
KUTAK ROCK LLP

Bank of America Center

1111 East Main Street, Suite 800
Richmond, Virginia 23219-3500

Telephone: (804) 644-1700
and

Anup Sathy, P.C. (IL 6230191)
Marc J. Carmel (IL 6272032)
KIRKLAND & ELLIS LLP
200 East Randolph Drive
Chicago, Illinois 60601-6636
Telephone: (312) 861-2000

Proposed Co-Counsel to the Debtors

IN THE UNITED STATES BANKRUPTCY COURT
FOR THE EASTERN DISTRICT OF VIRGINIA

RICHMOND DIVISION
Inre: )  Case No. 07-
) Jointly Administered
MOVIE GALLERY, INC,, et al.,! ) Chapter 11
)
Debtors. )
)

ORDER (A) AUTHORIZING THE DEBTORS TO CONTINUE USING THEIR CASH
MANAGEMENT SYSTEM, BANK ACCOUNTS AND BUSINESS FORMS, (B)
GRANTING POSTPETITION INTERCOMPANY CLAIMS ADMINISTRATIVE
EXPENSE PRIORITY AND (C) AUTHORIZING CONTINUED PERFORMANCE
UNDER INTERCOMPANY ARRANGEMENTS AND HISTORICAL PRACTICES

Upon the motion (the “Motion”)? of the above-captioned debtors (collectively, the
“Debtors”) for the entry of an order (the “Order”) (a) authorizing the Debtors to continue using their
existing cash management system, bank accounts and business forms, (b) granting postpetition

intercompany claims administrative expense priority and (c) authorizing the Debtors to continue

1 The Debtors in the cases include: Movie Gallery, Inc.; Hollywood Entertainment Corporation; M.G. Digital, LLC; M.G.A. Realty I, LLC;

MG Automation LLC; and Movie Gallery US, LLC.

2 Capitalized terms used but not otherwise defined herein shall have the meanings set forth in the Motion.
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intercompany arrangements and historical practices and the First Day Affidavit; it appearing that the
relief requested is in the best interests of the Debtors’ estates, their creditors and other parties in
interest; the Court having jurisdiction to consider the Motion and the relief requested therein
pursuant to 28 U.S.C. §§ 157 and 1334; consideration of the Motion and the relief requested therein
being a core proceeding pursuant to 28 U.S.C. § 157(b); venue being proper before this court
pursuant to 28 U.S.C. §§ 1408 and 1409; and after due deliberation and sufficient cause appearing
therefor, it is hereby ORDERED

1. The Motion is granted in its entirety.

2. The Debtors are authorized to continue using their integrated cash management
system as described in the Motion (the “Cash Management System”).

3. The Debtors are authorized to: (a) continue to use, with the same account numbers, all
of the bank accounts in existence as of October 16, 2007 (the “Commencement Date”), including,
without limitation, those accounts identified on Exhibit 1 to the Motion (the “Bank Accounts”); (b)
use, in their present form, all correspondence and business forms (including, but not limited to,
letterhead, purchase orders and invoices), as well as checks and other documents related to the Bank
Accounts existing immediately before the Commencement Date, without reference to their status as
debtors in possession; and (¢) treat the Bank Accounts for all purposes as accounts of the Debtors as
debtors in possession.

4. Except as otherwise expressly provided in this Order, all banks at which the Bank
Accounts are maintained (collectively, the “Banks™) are authorized and directed to continue to
service and administer the Bank Accounts as accounts of the Debtors as debtors in possession,

without interruption and in the ordinary course, and to receive, process, honor and pay any and all
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checks, drafts, wires and automated clearing house transfers issued and drawn on the Bank Accounts
after the Commencement Date by the holders or makers thereof, as the case may be.

5. The Debtors are authorized to open any new bank accounts or close any existing bank
accounts as they may deem necessary and appropriate in their sole discretion.

6. All Intercompany Claims against a Debtor by another Debtor or a non-Debtor
affiliate, arising after the Commencement Date as a result of Intercompany Claims shall be accorded
administrative expense priority in accordance with sections 503(b) and 507(a)(2) of the Bankruptcy
Code.

7. The Debtors are authorized, but not required, to continue performing under and
honoring their respective obligations, commitments and transactions resulting in intercompany
claims that reflect intercompany receivables and payments made in the ordinary course of the
businesses of the Debtors and MG Canada.

8. The Debtors are authorized to direct the Banks and the Banks are authorized and
directed to pay obligations in accordance with this or any separate order of this Court.

0. Except as otherwise provided in this Order or in a separate order of this Court, all
Banks provided with notice of this Order maintaining any of the Bank Accounts shall not honor or
pay any bank payments drawn on the listed Bank Accounts or otherwise issued prior to the
Commencement Date.

10. That (a) those certain existing deposit agreements between the Debtors and the Banks
shall continue to govern the postpetition cash management relationship between the Debtors and the
Banks, and that all of the provisions of such agreements, including, without limitation, the

termination and fee provisions, shall remain in full force and effect, (b) the Debtors and the Banks
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may, without further Order of this Court, agree to and implement changes to the cash management
systems and procedures in the ordinary course of business, including, without limitation, the opening
and closing of bank accounts and (c) in the course of providing cash management services to the
Debtors, each of the Banks is authorized, without further Order of this Court, to deduct from the
appropriate accounts of the Debtors its customary fees and expenses associated with the nature of the
deposit and cash management services rendered to the Debtors, whether arising prepetition or
postpetition, and further, to charge back to the appropriate accounts of the Debtors any amounts
resulting from returned checks or other returned items, including, without limitation, returned items
that result from automated clearing house transactions, wire transfers or other electronic transfers of
any kind, regardless of whether such items were deposited prepetition or postpetition and regardless
of whether the returned items relate to prepetition or postpetition items or transfers.

11.  The Debtors shall at all times maintain sufficient balances in accounts at each of the
Banks so as to secure their obligations to the Banks for cash management and related services to the
Debtors.

12. Should any of the Banks honor a prepetition check, automated clearing house debit,
wire transfer or other item drawn on any account that is the subject of this Order (a) at the direction
of the Debtor to honor such prepetition check or item, (b) in a good faith belief that the Court has
authorized such prepetition check or item to be honored or (¢) as the result of an innocent mistake
made despite implementation of customary item handling procedures, it shall not be deemed to be

nor shall be liable to the Debtor or its estate or otherwise in violation of this Order.

K&E 11966658.



13.  Nothing contained herein shall prevent any of the Banks from terminating any cash
management services not less than sixty (60) days prior written notice to the Debtors and upon terms
reasonably satisfactory to the Banks.

14.  Assoon as practicable after the entry of this Order, the Debtors shall serve a copy of
this Order on those Banks that make disbursements pursuant to the Debtors’ Cash Management
System.

15.  The Debtors are authorized to take all actions necessary to effectuate the relief
granted pursuant to this Order in accordance with the Motion.

16. The terms and conditions of this Order shall be immediately effective and enforceable
upon its entry.

17. The Court retains jurisdiction with respect to all matters arising from or related to the
implementation of this Order.

Richmond, Virginia

Date: October , 2007 United States Bankruptcy Judge
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EXHIBIT 1

[List of Bank Accounts]
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EXHIBIT B
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Exhibit B
Cash Management System

Hollywood
Entertainment
Corporation’

Movie Gallery US,
LLC

Cash Receipts Flow Chart
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' MG Automation LLC, a Subsidiary of Hollywood Entertainment Corporation, does not maintain any standalone bank accounts.
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