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D. Important Notice And Cautionary Statement

The historical financial data relied upon in prepaning the Plan and this Disclosure Statement 1s based upon the
Debtor's books and records. The liquidation analysis, estimates, and other financial information referenced in this
Disclosure Statement or attached hereto as exhibits have been developed by the Debtor with the assistance of its
professional advisors. Although these professional advisors assisted in the preparation of this Disclosure Statement. in
duing so such professionals relied upon factual information and assumptions regarding financial, business, and
accounting data provided by the Debtor and third parties, much of which information has not been audited. The
professional advisors af the Debtor have not independently verified such information and, accordingly, make no
representations as to its accuracy. Moreover, although reasonable efforts have been made to provide accurate
infarmation, the Debtor has not conducted an audit of its finapcial books and records since the resignation of its officers
and directors in March 2000. Accordingly. the Debtor cannot warrant or represent that the information in this Disclosure
Statement, including any and all financial information, is without inaccuracy or omissions, or that actual values or
distributions will comport with the estimates set forth herein.

"( $* 2 WFIF F "( F1134162(° !5

Kokinakis said the walkout, which was never explained publicly, simply came down to a fight between
shareholders and management. "We had exhausted our funds," he said. "Management hoped to sell to
avoid bankruptcy, while the shareholders thought we shaould hold out for a better deal. So we left.”

According to Kokinakis, he's applying some lessons from the Aureal ordeal to his new paosition at Aura
Communications.

Aura now uses a fabless model, while Auresl contracted with foundries to build and sell its audio
components to companies such as the now-defunct Diamond Multimedia. That got Aureal into trouble,
Kokinakis admitted, when Aureal began building its own add-on cards and shipping them te Diamond to
resell. Aureal later took the plunge and started building and selling its cards under its own name.

In retrospect, Kokinakis said that strategy was a mistake.

"Had Diamond not folded, we could have done it," Kokinakis said. "But I think we were too greedy in
that transaction. We were trying to build a brand, but I think we might have been better off in revenue
sharing."

Still, Kokinakis said, the management team faced an uphill battle from the beginning. Aureal was formed
from the ashes of Media Vision, an add-on card manufacturer that underwent a complete management
and technology overhaul after its executives were indicted for fraud in 1998, Steven Allan, the ex-CFO of
Media Vision, was found guilty of five counts of wire, mail and securities fraud last year following an

eight-year investigation.
"It was almost impossible right from the beginning,” Kokinakis said. "We just ran out of gas.”

Copyright (c) 2005 Ziff Davis Media Inc. All Rights Reserved.
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23
2 The Reorganized Debtor's Board of Directors and Management
26 o
a. Composition of the Board of Directors.
7
27 As of the Effective Date, the initial Board of Directors of the Reorganized Debior shall consist of three (3)
I8 members, including Richard Masson, Kenneth Liang, and Gloria Noh. Each of these Directors is currently a director of
- HENNIGAN. BENNETT & DORMAN -24-
AMENDED DISCLOSURE STATEMENT IN SUPPORT OF DEBTOR'S
SECOND AMENDED PLAN OF REORGANIZATION « CASE NO. (0-42104-T11
[
the Debtor. After the Effective Date. the terms and manner of selection of the Board of Directors of the Reorganized
I 1l Debtor shall be as provided in the Amended and Restated Articles of Incorporation and the Amended and Restated
s Bylaws.
3 +'.2%%67 8 98 0 , % *%
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UNITED STATES BANKRUPTCY é-?e?
&%%(m &k
NORTHERN DISTRICT OF CALIFO EAL};COUR?_
Ok,

Nig

In re No. 00-42104 T
Chapter 11
AUREAL, INC., etc.,

Debtor.
/

MEMORANDUM OF DECISION

The fee application of PriceWaterhouseCoopers LLP (“PWC”) (the
“Second Fee Application”) seeking final allowance of $245,15%9.50 in
fees and $48,157.48 in costs came on for hearing on April 26, 2002,
The Official Creditors Committee (the “Committee”) objected to the
Second Fee Application (the “Objection”), requesting disallowance of
at least $121,332.75 of the fees requested and all of the costs for
a total reduction of at least $169,490.23. The Court has reviewed
all of the evidence and argument presented by the parties. Moreover,
pursuant to its independent duty to scrutinize all fee applications,
the Court has reviewed the entire case file. Based on its review,
for the reasons specified below, the Court concludes that all fees
and costs requested by PWC should be denied, that the order approving
its retention should be revoked, and that PWC should be ordered to
disgorge the $94,735.36 balance of the retainer received pre-

petition.
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SUMMARY OF FACTS AND PROCEDURAL HISTORY

On or about March 22, 2002, Aureal, Inc. (MAureal”) engaged PWC
to provide it with financial consulting services in contemplation of
filing bankruptcy. The PWC partner assigned responsibility for the
engagement was Glenn Hiraga (“Hiraga”). An engagement letter was
executed by Aureal on April 5, 2000, the day the bankruptcy petition
was filed. Between March 22, 2000 and April 4, 2000, PWC provided
services to Aureal, giving rise to fees of $48,617.50, and incurred
expenses of $6,647.14.' On April 4, 2000, Aureai paid PWC a retainer
of $150,000 which PWC applied to pay the fees and costs incurred pre-
petition, lééving a $94,735.36 balance of the retainer available for
payment of post-petition fees and costs.

The engagement letter stated that PWC was checking for conflicts
and would inform Aureal promptly if it discovered a potential
conflict. On or about April 4, 2000, Hiraga discovered that PWC was
providing financial consulting services to Creative Technologies,
Ltd. (“Creative”) in connection with litigation between Creative and

Bureal.?

'According to the Second Fee Application, the services
provided actually gave rise to fees of $49,707.50, but PWC
voluntarily reduced its fees to $48,617.50.

‘The Court bases its finding regarding the date PWC discovered
the conflict on the detailed time records covering PWC’s pre-
petition work for Aureal provided to the Court by PWC in response
to the Court’s order of June 3, 2002. There was no time entry
prior to April 4, 2000 relating to an investigation of conflicts.
However, time entries on April 4, 2000 show that Hiraga spent 11
hours and Shawn Kelly, another PWC employee, spent 9 hours in work
described as: “Examine and review interested parties re: employment
disclosure and conflicts.”
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Hiraga asked Hillary Krane (“Krane”), PWC's Assistant General
Counsel, whether PWC’s work for Creative would prevent PWC from
providing consulting services to Aureal. Krane assured Hiraga that
it would not as long as PWC was not asked to provide any services to
Aureal in connection with the Creative litigation. Hiraga also
informed Aureal’s bankruptcy counsel of the work being performed by
PWC for Creative. Aureal’s bankruptcy counsel did not advise Hiraga
that PWC’s work for Creative would prevent Aureal’s engagement of
PWC.

On or about April 4, 2000, either Krane or Hiraga also informed
Matt Lynde Y“Lynde”), the PWC parﬁner in charge of the Creative
engagement, of PWC’s intention to perform work for Aureal. Lynde was
instructed to inform Creative’s litigation counsel of this intention.
When he did so, Creative’s litigation counsel objected, expressing
the fear that Aureal would use the dual engagement as grounds for
disgqualifying PWC in the Creative litigation. In an attempt to
mollify this fear, Krane advised Hiraga to obtain a letter from
Aureal agreeing not to do so. Aureal agreed to provide such a letter
(and in fact did so by a letter dated May 3, 2000.)

On or before April 19, 2000, Lyﬁde informed Krane that, despite
Aureal’s agreement not to attempt to disqualify PWC in the Creative
litigation, Creative continued to object to Aureal’s employment of
PWC. As a result, Krane had a series of conversations with Erica
Rottenberg {(“Rottenberg”), Creative’'s General Counsel. Rottenberg

informed Krane that Creative anticipated asking PWC to assist it in
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would not be “shared” with Aureal. The Krane"Declaration did not
disclose that PWC would also resign from its engagement by Aureal.

Moreover, the Krane Declaration did not “accompany” the proposed
form of order as directed by the Memorandum. The proposed form of
order (the “Retention Order”) was not submitted for two more weeks.
Like the Krane Declaration, the Retention Order did not disclose
PWC’s intent to resign.

On June 3, 2002, the Court issued an order, requesting
additional information in connection with this dispute. In response
to this order, PWC submitted a declaration execdfed by Krane in which
she contended that PWC’s decision to resign had been promptly
communicated to the Court in the letter transmitting the Krane
Declaration to the Court (the “Transmittal Letter”). A copy of the
Transmittal Letter was attached to Krane's current declaration. The
second page of the Transmittal Letter did disclose PWC’s intent to
resign. However, there was no copy of the Transmittal Letter in the
case file, and the Court has no recollection of ever having seen it.

For purposes of this dispute, the Court will assume that the
letter was actually sent to the Court with themKrane Declaration.?
However, the Court does not view this method of disclosure as a good
faith attempt to inform the Court. Moreover, although counsel for

the Committee appeared at the hearing on the UST’s and Creative’s

At a telephonic hearing on July 10, 2002, PWC’s counsel, the
author of the letter, represented to the Court that he had sent the
July 7, 2000 Letter to the Court with the Krane Declaration.
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! objection to the Employment Application, PWC’s counsel failed to
i serve her with a copy of the Transmittal Letter.!
? On August 9, 2000, the Debtor filed an application to employ EYR
k Restructuring LLC (“"EYR”) as its financial and restructuring
> advisors, nunc pro tunc as of July 24, 2000, based on a letter of
¢ understanding dated July 24, 2000. On September 15, 2000, the
! Debtor filed an application to employ Neilson Elggren, LLP (“Neilson
: Elggren”) as its tax consultants and accountants, nunc pro tunc as of
? September 1, 2000. Neither application disclosed that the Debtor’s
10 need for these professionals’ services was the result of PWC’'s
' resignation ‘immediately after obtaining the Retention Order.
12 On August 25, 2000, PWC filed a fee application (the “First Fee
. Application”), seeking $237,657.50 in fees and $48,345.75 in expenses
1 for services performed and expenses incurred from April 5, 2000
. through July 31, 2000. The First Fee Application did not expressly
. disclose that PWC had previously resigned from its engagement by
. Aureal. To the contrary, the First Fee Application was described as
'8 an “interim” fee application, suggesting that PWC’s services were
" ongoing. The only clue to PWC’s having resigned was on page 11, in
2 the narrative description of the services performed in Category E,
. = entitled “"Transitional Procedures” as follows:
; 2 24. PwC played a significant role searching for
] 23 a suitable replacement as financial advisor to
! BAureal. PwC transitioned the new financial
; . 24
% & ‘At the telephonic hearing on July 10, 2002, counsel for PWC
j 2% represen?ed that the failure to serve the Committee’s counsel was
; an oversight. Again, for purposes of this dispute, the Court will
assume that this is true.
7
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advisors into their roles through updates on key

2 issues including inventory wvaluations and the
sale of Company assets as well as provide (sic)
3 pertinent documents to facilitate their duties.
4 However, by this time, the Committee had apparently learned

sl about PWC’s resignation because, on September 14, 2000, the Comnittee

6l filed an objection to the First Fee BApplication (the “First Fee

71 ©Objection”). Aureal never scheduled a hearing with respect to the
gl First Fee Application. Instead, on November 8, 2001, PWC filed the
¢/l Second Fee Application.
10 The Second Fee Application sought final approval of fees and
i1l costs., The  fees requested in the Second Fee Application were only
i2[l slightly higher than those requested in the First Fee Application.
13l The costs were approximately the same. On February 26, 2002, the
14l Committee filed the Objection, raising the same grounds raised in the
15| First Fee Objection: i.e., that the fees incurred litigating PWC’s.}
16l right to be employed by Aureal did not benefit the estate and, for
17|l other reasons as well, PWC’s fees and costs were excessive.
18 PWC filed a reply (the “Reply”) on March 8, 2002. In the Reply,
tgl| PWC contended that the Objection should be overruled because, among
: 20| other reasons, its services had been instrumental in obtaining an
21| outstanding recovery for the Debtor’s unsecured creditors: i.e.,

| approximately an 83% dividend. According to PWC, by the time it

23] resigned, it had already performed the essential services leading to
. 74|l this outstanding result. A hearing was conducted with respect to the
75| Second Fee Application on April 26, 2002 and a subsequent telephonic

26| hearing was conducted on July 10, 2002.
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[ DISCUSSION

? Section 327 of the Bankruptcy Code permits a debtor-in-
’ possession, with the court’'s approval, to employ an attorney,
! accountant, or other professional person that does not hold or
: represent an interest adverse to the bankruptcy estate and who is
° “disinterested.” The term “disinterested” is defined in 11 U.5.C. §
7 101(14). To be disinterested, a person must not “"have an interest
’ materially adverse to the interest of the estate....” 11 U.S8.C. §
9

101(14).
10 '
The Bankruptcy Code does not define the phrase %“adverse

Y interest.” Yowever, an “adverse interest” has been described as an
? “‘economic interest that would tend to lessen the value of the
v bankruptcy estate or that would create either an actual or potential
" dispute in which the westate 1is a rival claimant, or:...a
P predisposition under circum;tances that render such a bias against
16 the estate.’ In re Crivello, 134 F.3d 831, 835 (7" Cir.
. 1998) (citing In re Roberts, 46 B.R. 815, 827 (Bankr.D.Utah (1985)."
H In re Midway Industrial Contractors, Inc., 272 B.R. 651, 661-662.
? The Court views PWC’s engagement by Creative, a major creditor and
2 competitor of Aureal, with which Aureal was engaged in litigation, as
! an “economic interest” creating an “actual conflict” with the
* interests of the estate and therefore disqualifying PWC from
& employment by Aureal.

’ - The standards for employment applicable to attorneys apply
. equally to accountants. Matter of BH & P, Inc., 119 B.R. 35, 42 (D.
* N.J. 1990). These standards:

9
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! “‘serve the important policy of ensuring that
) 7 all professicnals pursuant to section 327(a)
tender undivided loyalty and provide untainted
3 advice and assistance in furtherance of their
fiduciary responsibilities. Id. {[Crivello] at
4 836 (quoting Rome v. Braunstein, 19 F.3d 54, 58
(1% Cir. 1994).
’ Midway, 272 B.R. at 662, These standards may not be ignored out of
¢ expediency, based on the professional’s confidence that, despite the
j conflict, it can act fairly and impartially or based on the debtor-
" in-possession’s conclusion that the professional’s services are
? unigue and urgently needed. See In re Gray, 64 B.R. 505, 507 (Bankr.
10 E.D. Mich. 1986) (accountants’ fees were disallowed based on failure
" to disclost $11,000 pre-petition claim despite accountants’
b confidence that “it could do the job for which it was retained fairly
. and impartially....excellent working relationship [with debtor
a and] ...tax situation...so complex that to involve a different firm at
P this time would be a waste of assets....”).
e "The rule of disqualification is to be rigidly applied; it
d cannot be waived because of the integrity or ability of the
' particular person or firm involved., {[Citation omitted]” Id. at 507.
¥ “{Ilt is...plain that Congress, when it enacted § 327(a), made a
# choice that efficiency would be sacrificed for the appearance of
& propriety.” Gray, at 508; see also In re Micro-Time Management
# Systems, Tnc., 102 B.R. 602, 605 (BRankr. E.D. Mich. 1989) (citing,
2 among other cases, In re Consclidated Bancshares, Inc., 785 F.2d
d 24_ 1249, 1256 n.6 (5 Cir. 1986) and In re Chicago Rapid Transit Co.,
< 93 F.2d B32, B3E [T igie, 1937));
; 26
10
|
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: In the instant case, one day before the bankruptcy petition was
2 due to be filed, PWC learned of its ongoing engagement with Creative.
: Nevertheless, it did not resign from its engagement by either client.
? Krane contended that PWC did not perceive any conflict in the dual
. engagement, PWC's perception {or lack thereof) cannot be squared
6 with the case law. See e.g., In_re CVC, iy Lo A i20 B.R. 874, 876-877
’ (Bankr. N.D. Ohio 1990) (debtor-in-possession’s accountant, who
d concurrently performed services for individual related to
? individual’s purchase of estate assets, was not “disinterested” and

10 had “obvious” conflict of interest;-consequently, court disallowed
. all fees dedpite creditors’ committee’s withdrawal of its cbjection
= based on accountant’s agreement to reduce amount of regquest); In
& re Micro-Time Management Systems, Inc., 102 B.R. 602, 608 (Bankr.
. E.D. Mich. 1989) (*...Bohl’s work for Comerica does present a
2 potential, if not an actual, conflict of interest. Comerica was a
e major creditor of Micro-Time, The amount of its debt was very
Y strongly disputed and there had been an adverse relationship between
'8 the principal of the debtor (Kirkland) and Comerica....Any hint of
v any prior or ongoing relationship between Comerica and Bohl would

2 create at least the appearance of impropriety”).

A PWC appeared to base its belief that its dual engagement
2 presented no conflict on two assumptions, each of which the Court
» views as erroneous. First, as noted above, PWC contended that
4 x accountants should not be held to the same ethical standards as
o attorneys because they do not “represent” or “advocate” for their
% clients. 1In the past, some lower courts may have been persuaded by
11
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this argument. See In re Aircraft Instrument and Development, Inc.,

151 B.R. 939, 943 (Bankr. D. Kan. 1993), cited in Matter of Trust

America Service Corp., 175 B.R. 413, 419, fnS5 (Bankr. M.D. Fla.

1994) . Whatever persuasive force this argument had in the past
(which this Court views as slight), it has no persuasive force at
present.

Second, PWC contended that it could protect its two clients from
any prejudice as a result of the dual representation by creating an
“ethical wall.” However, an “ethical wall” is typically only viewed
as sufficient protection against disclosu;e of confidential
information acquired from a past conflicting representation. It is
generally considered insufficient to protect against prejudice from
concurrent conflicting engagements. See Trust America, 175 B.R. at
421.

Based on its understanding of tﬁe law discussed above, the Court
concluded that PWC could be employed by Aureal only if it ceased
performing services for Creative and created an “ethical wall.” The
Memorandum made it clear that the Court’s decision to permit Aureal
to employ PWC was conditioned on PWC's compliance with these
requirements. Moreover, the Court’s approval of PWC’s employment on
@ nunc pro tunc basis was clearly premised on the understanding that
PWC would provide ongoing services to Aureal on the conditions set

forth by the Court.®

*Viewed in hindsight, the Court believes that its decision to
approve PWC’s employment on a nunc pro tunc basis was ill advised.
Given the clear nature of the conflict and Creative’s objection to
Aureal’s employment of PWC, Aureal’s one month delay in filing the

12
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The Court’s decision to approve PWC’'s employment on a
conditional basis presented PWC with a dilemma. Unless PWC’'s
employment was approved by the Court, it could not be paid the fees
and costs incurred up to that point (which fees and costs represent
the bulk of the compensation requested in the Second Fee
Application).® Yet, perhaps out of fear of being sued by Creative,
PWC was unwilling to accept the conditions for its employment
established by the Court.’?

PWC could have approached the dilemma in a straightforward
manner. It could have advised the Court of its unwillingness to
continue to provide services to Aureal under the prescribed
conditions ana asked the Court to reconsider its ruling and to permit

it to be employed only on a nunc pro tunc basis. The Court might not

have granted the Fequest. However, this would have been the ethical

Employment Application seems unreasonable. Moreover, in light of
subsequent delays, this delay now seems to have been designed to
obtain the benefit of PWC’s services regardless of the outcome of
the dispute. BAureal knew when it filed the case that it would only
need PWC’'s services for a brief period since it intended to sell
substantially all of its assets a5 soon as possible. Moreover, the
strategy appears to have worked. As noted by PWC, by the time it
resigned, PWC had provided the essential services that Aureal
desired.

*See In re Weibel, Inc., 176 B.R. 209, 211 (S Cir.
1994) (* (c)court approval of employment...is the sine gua non to
counsel getting paid.”)); In re Monument Auto Detail, Inc., 226
B.R. 219, 224 (8 cir. BaAP 1998) .

‘Given the case law cited above, PWC should have anticipated
the possibility that the Court would require it to choose between
its clients. It should have advised in connection with the
Employment Application the Court whether, if forced to choose, it
would choose Aureal.

13
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thing to do. Instead, as discussed above, PWC went to great lengths
to give the appearance that it was accepting the Court’s conditions
despite its decision to resign. The only disclosure cof its true
intent was “buried” on the second page of a transmittal letter not
even served on the Committee’s counsel.

If the court has issued an order “erroneously” approving a
prefessional’s employment, the court can revoke the order and deny
compensation. 11 U.S5.C. §& 328B(c): see Midway, 272 B.R. at 663:
“Bankruptcy judges are given wide latitude in deciding whether a
denial of fees on an “erroneously employed” professional in whole or
in part is *appropriate. Crivello, 234 F.3d at 839....The first
factor the bankruptcy court should consider before it elects to
disallow a portion of the requested fees is whether any evidence
exists to support an inference of intentional non-disclosure. Id.
If there is evidence in support of such an inference, the court
‘should not fall prey to the professional’s story of confusion,
miscommunication or negligence’. Id. The punishment for intentiocnal
non-disclosure should be treated by the bankruptcy court as severely
as a fraud upon the court. Id.? Based on the facts recited above,
its inferences from those facts, and the above-cited case authority,

the Court concludes that the Retention Order should be revoked.?

*This principle distinguishes this case from In re Thrifty 0il
Co., 205 B.R. 1009, 1015 (Bankr. S5.D. Cal. 1997), in which PWC
failed to do an adequate conflicts check so as to identify a
disqualifying conflict but in which the court overruled this ground
for objection to PWC’s request for fees.

Given the Committee’s request for only a partial reduction in
fees and costs, PWC may contend that it has not had an adequate

14




|

// l “Although some courts have allowed compensation to professionals
: who later turned out not to have been qualified to serve as debtor in
s possession,” as the Grayv court concluded (and_this Court agrees),
| “the better procedure is to not only set aside the order authorizing
) the appointment of the professional, but also to disallow
8 compensation for services rendered in that ostensible capacity....”
' Gray, 64 B.R. at 508. “Y[Tlhe denial of compensation [in such
b circumstances] is prophylactic. It éonstitutes a deterrent.’ In re
b Roberts, 46 B.R. at 847....'the argument that possible harm...could
¥ be counter-balanced by greater benefit [to the estate],...does not
" cover the ~..policy consideration which 1look to the harm to
N representation, the loss of confidence, etc.f Id. (footnotes and
P citations omitted).” Micro-Time Management, 102 B.R. at 608.

N Given the case law cited above, PWC should have anticipated the
b possibility that the Court would require it to choose between its two
16 clients. PWC should have advised the Court from the onset whether it
v was willing to relinguish its engaéement by Creative and perform
. services solely for Aureal. If PWC had disclosed that it was not
e willing to do so, the Court would never have issued the Retention
2 Order. In that event, PWC could not have received any compensation
! for post-petition services and costs. Any ruling other than a
2 complete denial of fees and costs would reward PWC’s intentional
23 '
. 24|l opportunity to address the basis for the Court’s decision. The
Court would not agree with this contention. Moreover, PWC’'s right
35| to file a motion for reconsideration provides it an additional
2% opportunity to correct any'facts.that the.Court has m%staken or to
persuade the Court that this ruling constitutes a manifest
injustice. See Fed.R.Bankr.Proc. 9024; Fed.R.Civ.Proc. 60(b).
i5
3
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nondisclosure and thus would be contrary to the strict standards set

forth in the case law.
CONCLUSION

For the reasons stated above, the Second Fee Application will be
denied in its entirety. PWC will be denied all compensation and all
reimbursement of costs. The Retention Order will be revoked, and PWC
will be ordered to disgorge the balance of the retainer received pre-
petition. Counsel for the Committee is directed to submit a proposed
form of order in accordance with this decision.

Dated: July 23, 2002

: 77(}&6( i ﬁ-/’}ﬂ,‘ Q-LA

United States Bankruptcy Jhdge
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,PROOF OF SERVICE
I, the undersigned, a regularly appointed and qualified
clerk in the office of the United States Bankruptcy Court for
the Northern District of California at Oakland, hereby certify:
That I, in the performance of my duties as such clerk,
served a copy of the foregoing document by depositing it in the
regular United States mail at Oakland, Califernia, on the date
shown below, in a sealed envelope bearing the lawful frank of
the Bankruptcy Court, addressed as listed below.
I declare under penalty of perjury under the laws of the
United States that the foregoing is true and correct.

Dated: Julghwa , 2002

Office of the United States Trustee
Document placed in UST mailbox at
US Bankruptcy Court

1300 Clay Street, Third Floor
Oakland, CA 94¢12

McCutchen, Doyle, Brown & Enersen, LLP
Randy Michelson

Three Embarcadero Center

San Francisco, CA $4111-4067

Sheppard, Mullin, Richter & Hampton LLP
Michael H. Ahrens

Four Embarcadero, 14t Floor

San Francisco, CA 94111

Hennigan, Bennett & Dorman
Sidney P. Levinson

601 S. Figueroca St., Ste. 3300
Los Angeles, CA 90017
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RANDY MICHELSON (SBN 114095)
DAVID H. FALLEK (SBN 163448)
Three Embarcadero Center

San Francisco, California 94111-4067
Telephone: (415} 393-2000

Facsimile: (415) 393-2286
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UNITED STATES BANKRUPTCY COURT ’%,"
NORTHERN DISTRICT OF CALIFORNIA
Inre Case No. 00-42104-T11
AUREAL, INC,, d/b/a Silo.com, f/k/a Aureal Chapter 11
Semiconductor, Inc., fk/a Media Vision
Technology, Inc., ORDER DENYING SECOND AND
FINAL FEE APPLICATION OF
Debtor. PRICEWATERHOUSECOOPERS LLP,
DIRECTING REVOCATION OF
RETENTION AND ORDERING
DISGORGEMENT

-

The Second and Final Fee Application of PriceWaterhouseCoopers LLP (“PWC”)
for Allowance and Payment of Compensation and Reimbursement of Expenses (the “Second Fee
Application”) having come before the Court and the Court having issued its Memorandum of
Decision on July 23, 2002,

IT IS HEREBY ORDERED:

l. The Second Fee Application is denied in its entirety and PWC is denied all
compensation and all reimbursement of costs;

2. The Order Approving Application to Employ PriceWaterhouseCoopers
LLP Nunc Pro Tunc as Accountants and Financial Advisers to the Debtor and Debtor in

Possession, filed July 26, 2000, is revoked; and

ORDER DENYING SECOND AND FINAL FEE APPLICATION OF PRICEWATERHOUSECOOPERS LLP
DIRECTING REVOCATION OF RETENTION AND ORDERING DISGORGEMENT {Case No. 00-42104 T)

231443521 1/22916-0001

el

e ]



JUL. 26, 2002 5:05PM BINGHAM MCCUTCHEN - SF NO. 6988 P 4/4

1 3. PWC is ordered to disgorge $94,735.36, the balance of the retamer
2 received pre-petition.
3 IT IS SO ORDERED.
4 ; ot
§ Dated: ”(Lé ,fz, QQ(')Q—-- @_{)_{J/@ﬂ (
6 United States Bankruptcy Judge
7
8 -
g APPROVED AS TO FORM:
Vil SHEPPARD, MULLIN, RICRTER & HAMPTON LLP
11
12 By
13 Attoreys for aterhouseCoopers LLP
14
15 HENNIGAN, BENNETT & DORMAN
16
17 By
Sidney P, Levinson
18  Attorneys for Debtor and Debtor-in-Possession
19
20
21
22
23
24
3
26

ORDER DENYING SECOND AND FINAL FEE APPLICATION OF PRICEWATERHOUSECOOPERS LLP
DIRECTING REVOCATION OF RETENTION AND ORDERING DISGORGEMENT (Case No. 00-42104 T)

i
443921, 17722010-0001



7 - L
82 17:57 FAX 213 894 1234 HBD FAX 334 idlaos
JUL-26. 2000 5:07PM  BINGHA,  CCUTCHEN - SF NO. 6988 P, 4/4

1 1. PWC is ordered to disgorge $94,735.36, the belance of the retamer
2 received pre-petition.
3 IT IS SO ORDERED.
4
5 Dated: ‘
6 United States Bankruptey Judge
7
8
9 APPROVED AS TO FORM:
10 SHEPPARD, MULLIN, RICHTER & HAMPTON LLP
1
By
12 Teftrey K_ Rehfeld
13 Attomeys for PriceWatcrhouseCoopers LLP
14
1S HENNIGAN, BENNETT & DORMAN
16 . .
17 By (LV" 4 2/“
Sidhey P. Levinson
18  Aftorneys for Debtor and Debtor-in-Possession
19
20
21
2
23
24
15
26

ORDER DENYING SECOND AND FINAL FEE APPLICATION OF PRICEWATERHOUSECOOPERS LLP
DIRECTING REVOCATION OF RETENTION AND QRDERING DISGORGEMENT (Cass No. 0042104 T)

2
445021 UZ2H1-0001
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601 South Figueroa Street, Suite 3300
Los Angeles, California 90017
Telephone: (213) 694-1200

Facsimile: (213) 694-1234

Reorganization Counsel for
Debtor and Debtor in Possession

UNITED STATES BANKRUPTCY COURT

FOR THE NORTHERN DISTRICT OF CALIFORNIA

OAKLAND DIVISION

Inre

AUREAL INC., d/b/a SILO.COM, f/k/a AUREAL
SEMICONDUCTOR, INC,, f/k/a MEDIA VISION
TECHNOLOGY, INC., a Delaware corporation,

Debtor.

HENNIGAN, BENNETT & DORMAN

" Case No. 00-42104-T11

(Chapter 11)

AMENDED DISCLOSURE STATEMENT IN
SUPPORT OF DEBTOR’S SECOND AMENDED

PLAN OF REORGANIZATION
Date:  July 19, 2001
Time: 3:00 p.m.
Place: Courtroom 201
1300 Clay Street

QOakland, CA 94612

AMENDED DISCLOSURE STATEMENT IN SUFPORT OF DEBTOR'S
SECOND AMENDED PLAN OF REORGANIZATION - CASE NO. 00-42104-Tt |
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L INTRODUCTION

Aureal Inc., d/b/a Silo.com. f/k/a Aureal Semiconductor, Inc.. f/k/a Media Vision Technology. Inc. (“Aureal™ or
the “Debtor™) filed a voluntary petition under chapter 11 of title 11 of the United States Code (the “Bankruptcy Code™)
on April 5. 2000 (the “Petition Date"), thereby commencing case number 00-42104-T 1 (the “Bankruptcy Case™)
currently pending before the United States Bankruptcy Court for the Northern District of California (the “Bankruptcy
Court”). Since the Petition Date, the Debtor has managed its affairs as a debtor and debtor in possession pursuant to
sections 1107 and 1108 of the Bankruptcy Code.

The Debtor submits this Disclosure Statement to holders of impaired Claims and Equity Interests pursuant to
Bankruptcy Code section 1125 for the purpose of soliciting acceptances of the Second Amended Plan of Reorganization
(the “Plan") proposed by the Debtor and filed with the Bankruptcy Court. A copy of the Plan is attached hereto as
Exhibit A. The Bankruptcy Court has conditionally determined that this Disclosure Statement contains “‘adequate
information” within the meaning of section 1125 of the Bankruptcy Code and has authorized the Debtor to transmit it to
holders of impaired Claims and Equity Interests in connection with the solicitation of votes with respect to the Plan.
Unless otherwise defined herein, all capitalized terms contained herein shall have the meanings ascribed to them in the

Plan.

As described more fully elsewhere in this document, the Debtor believes that the Plan provides the largest and
earliest possible recoveries to holders of Claims and Equity Interests, that acceptance of the Plan is in the best interests of
all parties, and that any alternative would result in further delay, uncertainty, expense, and ultimately, smaller
distributions to holders of Allowed Unsecured Claims and Equity Interests (i.e., shareholders).

A. The Purpose Of This Disclosure Statement

The Bankruptcy Code generally requires that the proponent(s) of a plan of reorganization prepare and file with
the Bankruptcy Court a “disclosure statement” that provides information of a kind, and in sufficient detail, that would
enable a typical holder of claims or equity interests in a class impaired under that plan to make an informed judgment
with respect to the plan. This Disclosure Statement provides such information, as well as information regarding the
deadlines for casting ballots with respect to the Plan, the deadlines for objecting to confirmation of the Plan, the
requirements that must be satisfied in order for the Bankruptcy Court to confirm the Plan, and other relevant information.
Parties in interest should read this Disclosure Statement, the Plan, and all of the accompanying exhibits in their entirety
in order to ascertain:

How the Plan will affect their Claims against and Equity Interests in the Debtor;
Their rights with respect to voting for or against the Plan;

Their rights with respect to objecting to confirmation of the Plan; and

How and when to cast a ballot with respect to the Plan.

The Disclosure Statement, however, cannot and does not provide holders of Claims and Equity Interests with
legal or other advice, or inform such parties of all aspects of their rights. Claimants are advised to consult with their
lawyers and/or financial advisors to obtain specific advice regarding how the Plan will affect them and regarding their
best course of action with respect to the Plan.

The Disclosure Statement has been prepared by the Debtor in good faith and in compliance with applicable
provisions of the Bankruptcy Code. Based upon information currently available, the Debtor believes that the information
contained in this Disclosure Statement is correct as of the date of its filing. The Disclosure Statement, however, does not
and will not reflect events that occur on or after May 9, 2001 (and certain earlier dates where indicated herein), and the
Debtor assumes no duty and presently does not intend to prepare or distribute any amendments or supplements to reflect
such events.
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B. Summary Of Entities Entitled To Vote On The Plan And Of Certain Requirements

Only holders of Allowed Claims in Classes 3 and 4 and Holders of Allowed Equity Interests in Class 5
(collectively the “Voting Classes"), are entitled to vote on the Plan because such Classes are: (i) impaired under the Plan
within the meaning of section 1124 of the Bankruptcy Code; and (ii) may receive distributions of property under the Plan
and therefore are not deemed to have rejected the Plan undzr Section 1126(g) of the Bankruptcy Code. Classes | and 2
are not impaired under the Plan, and holders of Allowed Claims in such Classes are deemed to have accepted the Plan
and therefore are not entitled to vote on the Plan. Members of non-voting Classes, however, may object to confirmation
of the Plan. (See Section ]I for a description of the various Classes of Claims and Equity Interests and of the treatment
of such Claims and Equity Interests under the Plan, and see Section [V for an explanation of impairment and of the
entities that are entitled to vote on the Plan.)

The Bankruptcy Court may confirm the Ptan only if at least one (1) Class of impaired Claims has voted to
accept the Plan (without counting the votes of any insiders whose Claims are classified within that Class) and if certain
statutory requirements are met as to both non-consenting members within a consenting Class and as to dissenting Classes.
A Class of Claims has accepted the Plan only when at least one-half (1/2) in number and at least two-thirds (2/3) in dollar
amount of the Allowed Claims actually voting in that Class vote in favor of the Plan. A Class of Interests has accepted
the Plan when at least two-thirds (2/3) in amount of the Allowed Interests actually voting in that Class vote in favor of
the Plan.

In the event of a rejection of the Plan by one or more Voting Classes, the Debtor may request that the
Bankruptcy Court confirm the Plan in accordance with section 1129(b) of the Bankruptcy Code, which permits
confirmation notwithstanding such rejection if the Bankruptcy Court finds that the Plan “does not discriminate unfairly”
and is “fair and equitable” with respect to the rejecting Classes.

C. Voting Procedures, Balloting Deadline, Confirmation Hearing, And Other Important Dates,
Deadlines And Procedures

1. Voting Procedures And Deadlines

The Debtor has provided copies of this Disclosure Statement and ballots (which include detailed voting
instructions) to all known holders of impaired Claims or Interests in the Voting Classes. Those holders of an Allowed
Claim or Equity Interest in a Voting Class who seek to vote to accept or reject the Plan must complete the enclosed ballot
and return it in the enclosed envelope to Ms. Joanne Stern, Hennigan, Bennett & Dorman, 601 South Figueroa Street,
Suite 3300, Los Angeles, California 90017 (the “Ballot Tabulator™), so that it actually is received by no later than the
Balloting Deadline (as defined below). Ballots do not constitute proofs of Claim or Equity Interests and must not be
returned directly to the Debtor, the Official Committee of Unsecured Creditors (the “Committee”), counsel for the
Committee, or the Bankruptcy Court. Readers are encouraged to read and review their ballots carefully.

All ballots, including ballots transmitted by facsimile, must be completed, signed, returned to, and actually
received by the Ballot Tabulator by not later than July 9, 2001, at 4:00 p.m. Pacific Daylight Time (the “Balloting
Deadline™). Ballots received after the Balloting Deadline, and ballots returned directly to the Debtor, the Committee,
counsel for the Committee, the Bankruptcy Court. or any entity other than the Ballot Tabulator, will not be counted in
connection with confirmation of the Plan.

2. Date Of The Confirmation Hearing And Deadlines For Objection To Confirmation Of
The Plan .

The hearing to determine whether the Bankruptcy Court will confirm the Plan (the “Confirmation Hearing™) will
commence on July 19,2001, at 3:00 p.m. Pacific Daylight Time in the Courtroom of the Honorable Leslie Tchaikovsky.
United States Bankruptcy Judge for the Northern District of California, 1300 Clay Street, Courtroom 201, Oakland,
California. The Confirmation Hearing may be continued from time to time by announcement in open Court without
further notice.

Any objections to confirmation of the Plan must be filed with the Bankruptcy Court and served on the following
entities (collectively, the “Notice Parties™) so as to be received by no later than July 9, 2001 at 4:00 p.m. Pacific Daylight
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Time: (a) Aureal Inc.. 7034 Commerce Circle, Suite H, Pleasanton, California 94588, Attention: Steve Mitchell;

(b) Hennigan, Bennett & Dorman, 601 South Figueroa Street, Suite 3300. Los Angeles, California 90017.

Attention: Sidney P. Levinson. Esq.; (¢) McCutchen, Doyle, Brown & Enersen LLP, Three Embarcadero Center.

Suite 1800, San Francisco, California 94111, Attention: Randy Michelson, Esq.; (d) McDermott. Will & Emory.

2049 Century Park East, 34th Floor. Los Angeles, California 90067, Attention: Eric Reimer, Esq.; and (e) The Office of
the United States Trustee, 1301 Clay Street, Suite 690N, Oakland. California 94612-5217. Attention: Mark Pope. Esq.
Objections that are not timely filed and served may not be considered by the Bankruptcy Court. Please refer to the
accompanying notice of the Confirmation Hearing for specific requirements regarding the form and nature of objections
to confirmation of the Plan.

D. Important Notice And Cautionary Statement

The historical financial data relied upon in preparing the Plan and this Disclosure Statement is based upon the
Debtor’s books and records. The liquidation analysis, estimates, and other financial information referenced in this
Disclosure Statement or attached hereto as exhibits have been developed by the Debtor with the assistance of its
professional advisors. Although these professional advisors assisted in the preparation of this Disclosure Statement, in
doing so such professionals relied upon factual information and assumptions regarding financial, business, and
accounting data provided by the Debtor and third parties, much of which information has not been audited. The
professional advisors of the Debtor have not independently verified such information and, accordingly, make no
represeniations as to its accuracy. Moreover, although reasonable efforts have been made to provide accurate
information, the Debtor has not conducted an audit of its financial books and records since the resignation of its officers
and directors in March 2000. Accordingly, the Debtor cannot warrant or represent that the information in this Disclosure
Statement, including any and all financial information, is without inaccuracy or omissions, or that actual values or
distributions will comport with the estimates set forth herein.

No entity may rely upon the Plan or this Disclosure Statement or any of the accompanying exhibits for any
purpose other than to determine whether to vote in favor of or against the Plan. Nothing contained in such documents
constitutes an admission of any fact or liability by any party, and no such information will be admissible in any
proceeding involving the Debtor, the Committee, or any other person, nor will this Disclosure Statement be deemed
evidence of the tax or other legal effects of the Plan on holders of Claims or Equity Interests in the Bankruptcy Case.

CAUTIONARY STATEMENT

Certain information included in this Disclosure Statement and its exhibits contains forward looking statements
within the meaning of the Securities Act of 1933, as amended, and the Securities Exchange Act of 1934, as amended.
Such forward looking information is based on information available when such statements are made and is subject to
risks and uncertainties that could cause actual results to differ materially from those expressed in the statements.

E. Additional Information

If you have any questions about the procedures for voting on the Plan, desire another copy of a ballot, or seek
further information about the timing and deadlines with respect to confirmation of the Plan, please write to the Ballot
Tabulator at the address set forth above. The Ballot Tabulator, however, cannot and will not provide holders of Claims
or Equity Interests with any advice, including advice regarding how to vote on the Plan or the legal effect that
confirmation of the Plan will have upon Claims against or Interests in the Debtor.

IL BACKGROUND INFORMATION

A. The Debtor’s Prepetition Business And Operations

1. The Debtor’s Prior Bankruptcy Case

Media Vision Teéhnology Inc. (“*Media Vision™), as predecessor to the Debtor, was formed in 1990 for the
purpose of designing, manufacturing and marketing multimedia computing products, including circuit boards, sub-
systems and chip sets, that added enhanced sound and graphic capabilities to IBM PC and compatible personal
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computers. Media Vision acquired Pellucid. Inc. (“Pellucid™) in May 1993 for the purpose of developing graphic
accelerator technology for use in Media Vision's graphic accelerator board products.

On or about July 25, 1994, Media Vision and Pellucid filed voluntary petitions for bankruptcy relief under
chapter |1 of the Bankruptcy Code in the United States Bankruptcy Court for the Northern District of California,
Oakland Division, Case Nos. 94-45107 and 94-45108, respectively. The reasons precipitating the Media Vision and
Pellucid bankruptcy filings, as set forth in more detail in the “Disclosure Statement for Debtors’ Second Amended Joint
Plan of Reorganization.” a copy of which was filed with the bankruptcy court on or about November 10, 1994, include a
combination of, among other things, significant operating losses suffered by the Debtors during fiscal year 1993 and the
first two quarters of 1994, a dramatic decrease in value of Media Vision’s shares and corresponding loss of investor
confidence, loss of the Debtors’ senior management and many employees, an investigation that was initiated by the SEC
and the Department of Justice into alleged fraudulent conduct relating to the retroactive change in the 1993 financial
results, and a multitude of lawsuits pending against Media Vision and certain of its directors and officers based on
alleged securities fraud and collection actions by creditors.

As part of their Plan of Reorganization, Media Vision and Pellucid were substantively consolidated and merged.
Media Vision, as the sole remaining entity, emerged from chapter 11 bankruptcy protection in December 1994,

2. The Debtor’s Name Changes and the Public Trading of Its Stock

In August 1995, Media Vision announced that it was divesting its retail operations and implementing a business
plan based on the sale of audio semiconductor solutions for personal computers and other consumer electronic markets,
as well as licensing related audio technologies. In conjunction with its change in business strategy, the reorganized
company formally changed its name to Aureal Semiconductor Inc. at its annual stockholders meeting in May 1996.

Subsequently, in May 1999, the Debtor’s stockholders voted to change the name of the company from Aureal
Semiconductor Inc. to Aureal Inc. in an effort to explore more business opportunities and to not be limited by the
“semiconductor” name. :

Prior to the Petition Date, the Debtor’s Common Stock was traded publicly on the OTC Bulletin Board with the
symbol AURL. Shortly after the filing of the chapter 11 petition, however, the Debtor's Common Stock was delisted and
is no longer traded on the OTC Bulletin Board.

3. The Debtor’s General Business Operations Prior To The Petition Date

Prior to the Petition Date, the Debtor was a leading provider of advanced digital audio imaging solutions, which
is the process of creating a highly realistic audio experience by closely simulating the real world physics of audio.
Specifically, the Debtor’s business involved the development and sale of audio processing semiconductor chips and
audio-based add-in cards primarily for use in the personal computer market, as well as the licensing of technology that
was designed to define and develop advanced audio standards in the marketplace. As of the Petition Date, the Debtor
had developed a series of audio products based upon its proprietary A3D technologies, and was in the process of
integrating its A3D technologies with internet based applications to increase its consumer base.

Prior to the Petition Date, the Debtor employed approximately sixty-one (61) employees. The majority of the
Debtor’s operations were located in approximately 103,000 square feet of leased office and warehouse space located in
Fremont, California. Additional office space was leased in Austin, Texas. At these offices, the Debtor conducted sales,
shipping, production, research and development for its proprietary technology.

The Debtor also has two (2) wholly-owned subsidiaries, neither of which are debtors in this Bankruptcy Case:
Crystal Rivers Engineering, Inc. (“CRE") and Aureal Limited (collectively, the “Affiliates”). CRE, a privately held firm
that was founded in 1987, specialized in the development of 3D audio technologies. In May 1996, the Debtor acquired
100% ownership of CRE for the purpose of incorporating CRE's 3D audio technology into a number of its future
products. As such, CRE has been an inactive corporation since its acquisition by the Debtor in 1996, and does not have
any assets. Aureal Limited, located in Hong Kong. was established in March 1998 as an overseas sales, technical
support and field engineering office. Although the Reorganized Debtor will continue to own and operate Aureal Limited.
it will endeavor to wind-down and ultimately deregister that business following confirmation of the Plan.
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[1 Form 10-K and Form 10-KSB [1 F

[1 Form 20-F [X] Form 10-Q and Form 10-QS
For period ended April 2, 2000

[1 Transition Report on Form 10-K and Form 10-KS
[1 Transition Report on Form 20-F

[1 Transition Report on Form 11-K

[1 Transition Report on Form 10-Q and Form 10-QS
[1 Transition Report on Form N-SAR

For period ended

Read Attached Instruction Sheet Before Prepari

Nothing in this form shall be construed to imp
verified any information contained herein.

If the notification relates to a portion of th
identify the item(s) to which the notification rela

PART |
REGISTRANT INFORMATION

Full name of registrant Aureal Inc.

Address of principal executive office (Street
45757 Northport Loop West

City, state and zip code Fremont, California

12b25-1
<PAGE> 2
PART Il
RULE 12B-25(b) AND (c)

If the subject report could not be filed witho
expense and the registrant seeks relief pursuant to
following should be completed. (Check box if approp

(a) The reasons described in reasonable detai
could not be eliminated without unreasona

(b) The subject annual report, semi-annual re
Form 10-K, 10-KSB, 20-F, 11-K or Form N-S
[X] Dbe filed on or before the 15th calendar d
due date; or the subject quarterly report
10-Q, 10-QSB, or portion thereof will be
calendar day following the prescribed due

(c) The accountant's statement or other exhib
has been attached if applicable.

PART IlI

2 of 5

orm 11-K

B [1Form N-SAR

ng Form. Please Print or Type

ly that the Commission has

e filing checked above,
tes:

ut unreasonable effort or
Rule 12b-25(b), the
riate.)

I in Part Ill of this form
ble effort or expense.

port, transition report on
AR, or portion thereof will
ay following the prescribed
or transition report on Form
filed on or before the fifth
date; and

it required by Rule 12b-25(c)
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NARRATIVE

STATE BELOW IN REASONABLE DETAIL THE REASONS W
20-F, 10-Q, 10-QSB, N-SAR, OR THE TRANSITION REPORT
FILED WITHIN THE PRESCRIBED TIME PERIOD. (ATTACH EX

On April 5, 2000 (the "Petition Date"), Aureal
voluntary petition for relief under chapter 11 of t
United States Bankruptcy Court for the Northern Dis
Division, Case No. 00-42104-T11. Since the Petition
continued to operate its business as a debtor-in-po
case is pending. Specifically, the Company has spen
resources addressing the many pressing issues assoc
filing, including, without limitation, addressing i
transitioning to operating as a debtor in possessio
cash collateral, assembling documents and informati
enable due diligence by potential purchasers, and n
of the Company's assets. In addition, prior to the
2000, all of the executive officers and senior staf
resigned from their employment. Thus, along with th
bankruptcy, the Company also has been faced with re
personnel.

In light of the recent bankruptcy filing, as w
management, a diversion of the Company's scarce res
critical operational duties and responsibilities in
Quarterly Report on Form 10-Q (the "Report") would
and expense. As described above, since the Petition
required to focus its limited remaining resources o
of the Company. Moreover, the Company, which at its
people, presently has approximately 32 full-time em
performs senior executive management functions. The
finance and accounting staff also has been reduced,
devote substantially all of its time to the mainten
operations, preparation for the potential sale of t
administrative burdens of the chapter 11 case. Furt
reduction in personnel has required the remaining m
management team and finance and accounting staff to
responsibilities previously handled by others. As a
unable to allocate the personnel necessary to prepa
Report in the time prescribed.

The Company is submitting a letter to the Secu
Commission (the "Commission") requesting confirmati
any member of its staff,

12b25-2
<PAGE> 3
will not recommend enforcement action against the C
implements, in lieu of the periodic reports require
modified reporting procedure. Absent such relief fr

Company will endeavor to file the Report within the
the prescribed due date.

PART IV
OTHER INFORMATION

(1) Name and telephone number of person to co
notification.

Steve Mitchell

(Name) (A

(2) Have all other periodic reports under Sec
Securities Exchange Act of 1934 or Section 30 of th
1940 during the preceding 12 months or for such sho

HY FORM 10-K, 10-KSB, 11-K,

PORTION THEREOF COULD NOT BE

TRA SHEETS IF NEEDED.)

Inc. (the "Company") filed a
he Bankruptcy Code in the
trict of California, Oakland

Date, the Company has
ssession while the chapter 11
t considerable time and
iated with the bankruptcy
mmediate business issues,
n, negotiating the use of
on to prepare Schedules and
egotiating a potential sale
Petition Date, on March 24,

f members of the Company
e difficult transition into
placing its key management

ell as the loss of its senior
ources and personnel from
order to timely file the

require unreasonable effort
Date, the Company has been
n continuing the operations
peak employed over 144
ployees, only 1 of whom

size of the Company's

and the remaining staff must
ance of the remaining

he Company's assets, and the
hermore, the drastic

embers of the Company's
assume tasks and

result, the Company is

re and properly review the

rities and Exchange
on that the Commission, or

ompany if the Company

d under the Exchange Act, a
om the Commission, the
fifth calendar day following

ntact in regard to this

(510) 252-4245

rea Code) (Telephone Number)

tion 13 or 15(d) or the
e Investment Company Act of
rter period that the
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registrant was required to file such report(s) been
identify report(s).

The Annual Report on Form 10-K was due to be f
Aureal Inc. submitted a Notification of Late F
Report on April 4, 2000 in paper form, and on
form.

(3) Is it anticipated that any significant ch
from the corresponding period for the last fiscal y
earnings statements to be included in the subject r

If so: attach an explanation of the anticipate
and quantitatively, and, if appropriate, state the
estimate of the results cannot be made.

Aureal Inc.

(Name of Registrant as Specified

Has caused this notification to be signed on i
thereunto duly authorized.

Date May 16, 2000 By /s/ Steve Mitchell

Steve Mitchell, Chief Opera

Instruction. The form may be signed by an ex
registrant or by any other duly authorized rep
title of the person signing the form shall be
signature. If the statement is signed on behal
authorized representative (other than an execu
the representative's authority to sign on beha
filed with the form.

ATTENTION

Intentional misstatements or omissions of fact
violations (see 18 U.S.C. 1001).

GENERAL INSTRUCTIONS

1. This form is required by Rule 12b-25 of t
Regulations under the Securities Exchange Act of 19

2. One signed original and four conformed co

amendments thereto must be completed and filed with
Commission, Washington, DC 20549, in accordance wit

Rules and Regulations
12b25-3
<PAGE> 4

under the Act. The information contained in or file
a matter of the public record in the Commission fil

3. A manually signed copy of the form and am
filed with each national securities exchange on whi
the registrant is registered.

4. Amendments to the notifications must also
need not restate information that has been correctl
be clearly identified as an amended notification.

filed? If the answer is no,

[1 Yes [X] No

iled on April 3, 2000, but
iling on Form 12b-25 for that
April 27, 2000 in electronic

ange in results of operations
ear will be reflected by the
eport or portion thereof?

[1Yes [X] No

d change, both narratively
reasons why a reasonable

in Charter)

ts behalf by the undersigned

ting Officer

ecutive officer of the
resentative. The name and
typed or printed beneath the
f of the registrant by an

tive officer), evidence of

If of the registrant shall be

constitute federal criminal

he General Rules and
34.

pies of this form and
the Securities and Exchange
h Rule 0-3 of the General

d with the form will be made
es.

endments thereto shall be
ch any class of securities of

be filed on Form 12b-25 but
y furnished. The form shall
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5. Electronic Filers. This form shall not be
unable to timely file a report solely due to electr
unable to submit a report within the time period pr
in electronic filing should comply with either Rule
Regulation S-T or apply for an adjustment in filing
of Regulation S-T.

12b25-4
</TEXT>
</DOCUMENT>
</SEC-DOCUMENT>
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onic difficulties. Filers
escribed due to difficulties
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date pursuant to Rule 13(b)
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