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UNITED STATES BANKRUPTCY COURT 

FOR THE WESTERN DISTRICT OF NORTH CAROLINA 
Charlotte Division 

 
In re: )  Chapter 11 
 ) 
PORTRAIT INNOVATIONS, INC., et al. )  Case No. 17-31455 
 )  
 Debtors.1 ) (Jointly Administered) 
                                               ) 
 
 

GLOBAL NOTES REGARDING DEBTORS’ SCHEDULES OF ASSETS  
AND LIABILITIES AND STATEMENT OF FINANCIAL AFFAIRS 

 
 

A. General Global Notes 
 

1. Portrait Innovations, Inc. (“Portrait”) and Portrait Innovations Holding 
Company (“Holding”), debtors and debtors-in-possession in the above-captioned cases 
(collectively, the “Debtors”), filed their respective Schedules of Assets and Liabilities (as may be 
amended, the “Schedules”) and Statements of Financial Affairs (as may be amended, the 
“Statements” or “SOFA”) and, collectively with the Schedules, the “Schedules and Statements”), 
which are filed contemporaneously herewith. The Schedules and Statements and these Global 
Notes (the “Global Notes”) were prepared pursuant to section 521 of title 11 of the United 
States Code, 11 U.S.C. §§ 101, et seq. (the “Bankruptcy Code”), and Rule 1007 of the Federal 
Rules of Bankruptcy Procedure by Debtors’ management.  Unless otherwise indicated on 
the Schedules and Statements or the Global Notes, the information provided is as of the 
close of business on August 30, 2017 and all values are based on net book value as of that 
date unless otherwise indicated.   These Global Notes are incorporated by reference in, 
and comprise an integral part of, the Schedules and Statements and should be referred to 
and reviewed in connection with any review of the Schedules and Statements. 

 
2. Mr. John Grosso, President and CEO of each Debtor, has signed 

each of the Schedules and Statements. Mr. Grosso is an authorized signatory for each of 
the Debtors. In reviewing and signing the Schedules and Statements, Mr. Grosso has 
relied on the efforts, statements and representations of various personnel employed by the 
Debtors and their advisors. Mr. Grosso has not (and could not have) personally verified 
the accuracy of each statement and representation contained in the Schedules and 
Statements, including, without limitation, statements and representations concerning 
amounts owed to creditors, classification of such amounts, and creditor addresses. 

                                                           
1 The Debtors in these jointly administered cases are the following entities (the last four digits of their respective 
taxpayer identification numbers follow in parentheses): Portrait Innovations, Inc. (9394) (also the “Company”) and 
Portrait Innovations Holding Company (5553). The Debtors address is 2016 Ayrsley Town Center Boulevard, Suite 
200, Charlotte North Carolina 28273.  
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3. On September 1, 2017 (the “Petition Date”), the Debtors filed voluntary 

petitions for relief under chapter 11 of the Bankruptcy Code in the United States Bankruptcy 
Court for the Western District of North Carolina (the “Bankruptcy Court”) and are being 
jointly administered under the case number assigned to Portrait Innovations, Inc. Case 
No. 17-31455 (JCW).  The Debtors are operating their businesses as debtors-in-
possession under the Bankruptcy Code.   
 

4. The financial affairs and businesses of the Debtors are large and 
sophisticated.  While the Debtors’ management has made every reasonable effort to 
ensure that the Schedules and Statements are accurate and complete, based upon 
information that was available to them at the time of preparation, inadvertent errors and/or 
omissions may exist and/or the subsequent receipt of information and/or further review and 
analysis of the Debtors’ books and records may result in material changes to the financial 
data and other information contained therein.  Accordingly, the Debtors reserve the right 
to amend the Schedules and Statements from time to time as may be necessary or 
appropriate.  Moreover, because the Schedules and Statements contain unaudited information 
that is subject to further review and potential adjustment, there can be no assurance that the 
Schedules and Statements are complete or accurate.   
 

5. The Debtors reserve all rights to amend the Schedules and/or the 
Statements in all respects, as may be necessary or appropriate, including, but not limited to, the 
right to dispute or to assert offsets or defenses to any claim reflected on the Schedules as to 
amount, liability, or classification or otherwise subsequently to designate any claim as 
“disputed,” “contingent,” or “unliquidated.”  A failure to designate any claim as disputed, 
contingent, and/or unliquidated does not constitute an admission that such claim is not subject to 
objection. Nothing contained in the Schedules and Statements shall constitute a waiver of the 
Debtors’ rights with respect to the chapter 11 cases and, specifically, with respect to any issues 
involving equitable subordination and/or causes of action arising under the provisions of chapter 
5 of the Bankruptcy Code and other relevant nonbankruptcy laws to recover assets or avoid 
transfers. 
 

6. Disclosures of information in one Schedule, Statement, or attachment, 
even if incorrectly placed, shall be deemed to be disclosed in the correct Schedule, Statement, or 
attachment.   
 

7. These Schedules and Statements do not purport to represent financial 
statements prepared in accordance with Generally Accepted Accounting Principles (“GAAP”), 
nor are they intended to reconcile to financial statements that have been filed with the SEC by 
any entity. 
 

8. The preparation of the Schedules and Statements required the Debtors to 
make estimates and assumptions that affect the reported amounts of assets and liabilities, the 
disclosure of contingent assets and liabilities, and the reported amounts of revenues and expenses 
during the reporting period.  Actual results could differ from those estimates. 
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9. Some of the Debtors’ scheduled assets and liabilities are unknown and/or 
unliquidated at this time. In such cases, the amounts are listed as “Unknown,” “Undetermined,” 
or as zero balances.   Accordingly, the Schedules may not reflect accurately the aggregate 
amount of the Debtors’ assets and liabilities. 
 

10. It would be prohibitively expensive, unduly burdensome, and time-
consuming to obtain current market valuations of the Debtors’ property interests.  Accordingly, 
to the extent any asset value is listed herein, unless otherwise indicated, net book values, rather 
than current market values, of the Debtors’ interests in property are reflected on the applicable 
Schedules or Statements. This is the case even where the Schedules and Statements ask for 
“Current value of debtor’s interest.” As applicable, certain assets that have been fully depreciated 
or were expensed for accounting purposes have no net book value and may not be reflected on 
the Schedules.  In addition, the stated book value of certain assets does not necessarily reflect 
any impairment analysis that may be required by GAAP.  The actual current values of the assets 
reflected on the Schedules may vary substantially from the net book values reflected in the 
Schedules, and may be substantially lower than net book value in a liquidation scenario, or 
substantially higher if the Debtors’ assets were sold collectively as a going concern. 

 
11. The Debtors’ senior secured debt, held by CapitalSouth Partners Florida 

Sidecar Fund II, L.P., CapitalSouth Partners Fund II Limited Partnership, and CapitalSouth 
Partners SBIC Fund III, L.P. (collectively, the “Lenders”) in the amounts set forth in each 
Debtors’ Schedule D, is collectively secured by all of the Debtors’ assets. Thus, all pre-petition 
obligations owed to each Lender is secured by substantially all assets of each Debtor. Because 
the fair market value of the Debtors’ assets as a going concern is unknown at this time, the value 
of the collateral securing each Lender’s claim has been reflected as “Unknown.” The actual 
current values of the Lenders’ collateral may vary substantially from the net book values 
reflected in the Schedules, and may be substantially lower than net book value in a liquidation 
scenario, or substantially higher if the Debtors’ assets were sold collectively as a going concern. 
 

12. The Debtors have not set forth all causes of action against all third parties 
as assets in their Schedules and Statements.  The Debtors reserve all of their rights with respect 
to any causes of action they may have, and neither these Global Notes nor the Schedules and 
Statements shall be deemed a waiver of any such causes of action.   
 

13. The Debtors have sought to allocate liabilities between pre-petition and 
post-petition periods based on information from research that was conducted in connection with 
the preparation of the Schedules. As additional information becomes available and further 
research is conducted, the allocation of liabilities between pre-petition and post-petition periods 
may change. 

 
14. The liabilities listed on the Schedules do not reflect any analysis of claims 

under section 503(b)(9) of the Bankruptcy Code. Accordingly, the Debtors reserve all of their 
rights to dispute or challenge the validity of any asserted claims under section 503(b)(9) of the 
Bankruptcy Code or the characterization of the structure of any such transaction or any document 
or instrument related to any creditor’s claim. 
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15. The Debtors have excluded from their Schedules a number of pre-petition 
claims that were paid or will be paid post-petition pursuant to various Orders of the Bankruptcy 
Court, including, without limitation: 
 

a. Order Granting Debtors' Motion for Entry of an Order (I) 
Authorizing the Debtors to Continue Payroll and Payroll Related Practices Including 
Payment or Reimbursement of Certain Pre-Petition (A) Wages, Salaries, Vacation Pay 
and Other Compensation and Amounts Withheld from Such Compensation; (B) 
Employee Health Benefits and Similar Benefits and Similar Benefits; (C) Reimbursement 
of Employee Expenses; and (D) Payment of all Costs Incident Thereto and (II) 
Authorizing Applicable Banks and Other Financial Institutions to Receive, Process, 
Honor and Pay Certain Checks and Transfers; 

  
b. Order Granting Motion for Order (I) Authorizing Continued use of 

Existing Business Forms and Records, (II) Authorizing Maintenance of Existing Bank 
Accounts and Cash Management System, (III) Authorizing Payment of Prepetition 
Charges and Fees Associated with Customer Credit and Debit Card Transactions, and 
(IV) Waiver of Deposit Requirements; 

  
c. Order Granting Debtors' Motion for Entry of Order Authorizing 

Debtor to Continue Customer Practices and Honor Certain Prepetition Obligations to 
Customers in the Ordinary Course of Business; 

  
d. Order Granting Debtors' Motion for Entry of Order Authorizing 

Debtors to Pay or Honor Prepetition Obligations to Certain Shippers, Warehousemen and 
Miscellaneous Lien Claimants; 

  
e. Order Granting Debtors' Motion for Entry of Order Authorizing 

Debtors to Pay Certain Prepetition Taxes and Directing Financial Institutions to Honor 
and Process Related Checks and Transfers; 

 
f. Order Granting Debtor's Motion for Entry of Order (I) Prohibiting 

Utilities from Altering, Refusing, or Discontinuing Services on Account of Prepetition 
Invoices, (II) Approving Deposit Account as Adequate Assurance of Payment, and (III) 
Establishing Procedures for Resolving Requests by Utility Companies for Additional 
Assurance of Payment; 

  
g. Order Granting Emergency Motion of Debtors-in-Possession for 

Interim and Final Orders (I) Authorizing the Debtors-in-Possession (A) to Enter into 
Post-Petition Loans and (B) to Use Cash Collateral and (II) Granting Related Relief;  

 
16. Accounts Receivable are presented without offsetting for any mutual 

counterparty accounts payable, open or terminated contract liabilities, liquidated damages, setoff 
rights or collateral held by the Debtors.  Likewise, Accounts Payable are shown without 
consideration of offsetting accounts receivable, open or terminated contracts, liquidated 
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damages, setoff rights, or collateral that has been posted on behalf of the counterparty.  If these 
receivables and payables were shown net of potential setoffs, the open amounts could change.  
 

17. The Debtors may not have included on Schedule D certain parties that 
believe their claims are secured through setoff rights, deposits posted by or on behalf of the 
Debtors, or inchoate statutory lien rights, including possible setoff rights held by affiliates for 
intercompany debts.  However, all such parties with identified claims have been listed on 
Schedule F.  
 

18. While every reasonable effort has been made to ensure the accuracy of 
Schedule G regarding executory contracts and unexpired leases, inadvertent errors or 
omissions may have occurred. The Debtors hereby reserve all of their rights to dispute the 
validity, status or enforceability of any contract, agreement, or lease set forth on Schedule G.  
Moreover, some of the executory contracts or unexpired leases may have expired or been 
modified, amended, and supplemented from time to time by various amendments, restatements, 
waivers, estoppel certificates, letters and other documents, instruments, and agreements which 
may not be listed on Schedule G.  Certain of the leases and contracts listed on Schedule G may 
contain certain renewal options, guarantees of payment, options to purchase, rights of first 
refusal, and other miscellaneous rights. Such rights, powers, duties, and obligations are not set 
forth on Schedule G.  Certain of the executory agreements may not have been memorialized in 
writing and could be subject to dispute.  In addition, the Debtors may have entered into various 
other types of agreements in the ordinary course of their businesses, such as subordination, 
non-disturbance and attornment agreements, supplemental agreements, amendments/letter 
agreements, title agreements, and confidentiality agreements. Such documents may not be set 
forth on Schedule G.  Certain of the agreements listed on Schedule G may be in the nature of 
conditional sales agreements or secured financings.  The Debtors reserve all of their rights to 
dispute or challenge the characterization of the structure or substance of any transaction, or any 
document or instrument (including without limitation, any intercompany agreement). In the 
ordinary course of business, the Debtors may have entered into agreements, written or oral, for 
the provision of certain services on a month-to-month or at-will basis. Such contracts may not 
be included on Schedule G.  However, the Debtors reserve the right to assert that such 
agreements constitute executory contracts.   
 

19.      Listing a contract or agreement on Schedule G does not constitute an 
admission that such contract or agreement is an executory contract or unexpired lease.  The 
Debtors reserve all rights to challenge whether any of the listed contracts, leases, agreements 
or other documents constitute an executory contract or unexpired lease, including if any are 
unexpired non-residential real property leases. Any and all of the Debtors’ rights, claims, and 
causes of action with respect to the contracts and agreements listed on Schedule G are hereby 
reserved and preserved.  Further, failure to list a contract or agreement on Schedule G does not 
constitute an admission that an unlisted contract is not an executory contract or unexpired 
lease. 

 
20. Where the Schedules and Statements require information regarding 

insiders and/or officers and directors, included therein are each of the Debtors’ (a) directors 
and (b) employees that are, or were during the relevant period, officers or persons in control. 
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The listing of a party as an insider is not intended to be nor should it be construed as a legal 
characterization of such party as an insider and does not act as an admission of an fact, claims, 
right or defense, and all such rights, claims or defenses are hereby expressly preserved. 
 

B. Specific Disclosures with Respect to Debtors’ Schedules and Statements 
 

21. Schedule A/B, P4.Q15: Holding’s equity interest in Portrait is listed as 
unknown for purposes of the Schedules.  

 
22. Schedule A/B, P9,Q55: Non-residential real property leasehold interests 

listed include all such leases as of the Petition Date, including for studio locations closed prior to 
the Petition Date and for which possession of the premises was returned pre-petition. Such leases 
for closed studios are subject to the [Lease rejection Motion] and the listing of such leases in this 
Schedule shall not prejudice the Debtors’ right to reject such leases effective as of the Petition 
Date. 

 
23. Schedule A/B, P9, Q60: The lists of Intellectual Property assets set forth in 

Attachment “Schedule A/B, Part 10, Question 60” to Portrait’s Schedules (the “IP Attachment”) 
have been compiled based upon reasonable review of the Debtors’ books and records.  Certain 
intellectual property owned by the Debtors may not be set forth on the IP Attachment.  The 
exclusion of intellectual property from the IP Attachment shall not be construed as an admission 
that such intellectual property has been abandoned, terminated, assigned, expired by their terms 
or otherwise transferred. 
 

24. Schedule A/B, P 11.Q 71: Note receivable in the amount of $185,627.03 
relates to a restitution judgment awarded to the Debtors against a former employee. The Debtors 
have received sporadic payment on this judgment, however the Debtors do not believe the 
judgment is fully collectable. The estimate of the collectable amount of this receivable is based 
on the assumption that a third party may purchase the judgment for 7.5% of the remaining face 
amount of the obligation. 

 
25. Schedule A/B, P11.Q72: The Schedule reflects a Federal tax refund based 

on estimated net operating loss carryback calculations based on the Debtors books and records. 
However, the Debtors currently believe there is substantial doubt as to whether a Federal tax 
refund will ultimately be due. 

 
26. Schedule A/B, P11.Q72: Details regarding state tax refunds from multiple 

jurisdictions in which the Debtors operate are voluminous and available upon request. 
 

27. The claim amounts set forth on Schedule F for creditors listed on the 
Debtors’ Top 20 Unsecured Creditors, filed on September 1, 2017 (the “Top 20 List”), may 
differ from those set forth on the Top 20 List, as the Debtors have added certain invoices 
received after the Petition Date on account of pre-petition goods and services to the amounts set 
forth on Schedule F. The Debtors reserve the right to further amend the Schedules as additional 
information becomes available. 
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28. SOFA Q. 3: The information provided excludes any payment of a retainer 
to a professional, and any payments to such professionals from retainers. All transfers to such 
professionals, including payment of retainers, are set forth in the response to SOFA Q. 11.  

 
29. SOFA Q. 11: Except as set forth below, this section reflects all payments 

made to the professionals listed in this section during the year prior to the Petition Date, however 
not all such services were related to restructuring, seeking bankruptcy relief, or filing a 
bankruptcy case. All transfers reflected in this section include retainers, if any, still held as of the 
Petition Date. 

 
30. SOFA Q. 14: The Debtors have not included addresses for studio locations 

closed prior to the Petition Date. 
 

 


