Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D. C. 20549

FORM 10-Q
ý QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2019
OR

o

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from

to

Commission File Number 333-110025

MONITRONICS INTERNATIONAL, INC.
(Exact name of Registrant as specified in its charter)
State of Delaware
(State or other jurisdiction of

74-2719343
(I.R.S. Employer Identification No.)

incorporation or organization)

1990 Wittington Place
Farmers Branch, Texas
(Address of principal executive offices)

75234
(Zip Code)

Registrant’s telephone number, including area code: (972) 243-7443
Securities registered pursuant to Section 12(b) of the Act:
Title of each class

Trading Symbol(s)

Name of each exchange on which registered

None

None

None

Indicate by check mark whether the Registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months
(or for such shorter period that the Registrant was required to file such reports) and (2) has been subject to such filing requirements for the past 90 days. Yes ý No o
Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted pursuant to Rule 405 of Regulation S-T (Section 232.405
of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit such files). Yes ý No o
Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting company, or an emerging growth company. See
the definitions of "large accelerated filer," "accelerated filer," "smaller reporting company," and "emerging growth company" in Rule 12b-2 of the Exchange Act.
Large accelerated filer o
Non-accelerated filer x

Accelerated filer o
Smaller reporting company o
Emerging growth company o

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new or revised financial accounting
standards provided pursuant to Section 13(a) of the Exchange Act. o
Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes o No ý
Indicate by check mark whether the Registrant has filed all documents and reports required to be filed by Sections 12, 13 or 15(d) of the Securities Exchange Act of 1934 subsequent to
the distribution of securities under a plan confirmed by a court. Yes ý No o
The number of outstanding shares of Monitronics International, Inc.'s common stock as of November 13, 2019 was 22,500,000 shares.

Table of Contents
TABLE OF CONTENTS
Page

PART I — FINANCIAL INFORMATION
Item 1.

Financial Statements (unaudited)

2

Condensed Consolidated Balance Sheets (unaudited)

2

Condensed Consolidated Statements of Operations and Comprehensive Income (Loss) (unaudited)

3

Condensed Consolidated Statements of Cash Flows (unaudited)

5

Condensed Consolidated Statement of Stockholder’s Equity (Deficit) (unaudited)

6

Notes to Condensed Consolidated Financial Statements

8

Item 2.

Management's Discussion and Analysis of Financial Condition and Results of Operations

26

Item 3.

Quantitative and Qualitative Disclosure about Market Risk

38

Item 4.

Controls and Procedures

38
PART II - OTHER INFORMATION

Item 1.

Legal Proceedings

39

Item 1A.

Risk Factors

40

Item 2.

Unregistered Sales of Equity Securities

42

Item 6.

Exhibits

43

SIGNATURES

44

1

Table of Contents
Item 1. Financial Statements (unaudited)
MONITRONICS INTERNATIONAL, INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets
Amounts in thousands, except share amounts
(unaudited)
Successor Company

Predecessor
Company

September 30,
2019

December 31,
2018

Assets
Current assets:
Cash and cash equivalents

$

Restricted cash

28,589

2,188

86

189

Trade receivables, net of allowance for doubtful accounts of $912 in 2019 and $3,759 in 2018

12,105

13,121

Prepaid and other current assets

24,966

28,178

65,746

43,676

Total current assets
Property and equipment, net of accumulated depreciation of $925 in 2019 and $40,531 in 2018
Subscriber accounts and deferred contract acquisition costs, net of accumulated amortization of $15,322 in 2019 and $1,621,242 in 2018
Dealer network and other intangible assets, net of accumulated amortization of $1,980 in 2019 and $0 in 2018
Goodwill
Deferred income tax asset, net

41,215

36,539

1,089,135

1,195,463

142,719

—

81,943

—

783

783

Operating lease right-of-use asset

19,153

—

Other assets

16,694

29,307

$

1,457,388

1,305,768

$

Total assets
Liabilities and Stockholder's Equity (Deficit)
Current liabilities:
Accounts payable

14,416

12,099

Other accrued liabilities

35,035

31,085

Deferred revenue

13,309

13,060

Holdback liability

6,148

11,513

Current portion of long-term debt

8,225

1,816,450

77,133

1,884,207

Total current liabilities
Non-current liabilities:
Long-term debt
Long-term holdback liability
Derivative financial instruments
Operating lease liabilities
Other liabilities
Total liabilities

985,775

—

2,207

1,770

—

6,039

15,929

—

7,751

2,727

1,088,795

1,894,743

Commitments and contingencies
Stockholder's equity (deficit):
Predecessor common stock, $.01 par value. 1,000 shares authorized, issued and outstanding at December 31, 2018

—

—

Predecessor additional paid-in capital

—

439,711

Predecessor accumulated deficit

—

Predecessor accumulated other comprehensive income, net

—

7,608

Successor preferred stock, $.01 par value. Authorized 5,000,000 shares; no shares issued

—

—

225

—

Successor additional paid-in capital

379,175

—

Successor accumulated deficit

(10,807 )

Successor common stock, $.01 par value. Authorized 45,000,000 shares; issued and outstanding 22,500,000 shares at September 30, 2019

Total stockholder's equity (deficit)

368,593
$

Total liabilities and stockholder's equity (deficit)

See accompanying notes to condensed consolidated financial statements.
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1,457,388

(1,036,294 )

—
(588,975)
1,305,768
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MONITRONICS INTERNATIONAL, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Operations and Comprehensive Income (Loss)
Amounts in thousands
(unaudited)
Successor Company

Predecessor Company

Period from September 1, 2019
through September 30,
2019

Net revenue
$
Operating expenses:
Cost of services
Selling, general and administrative, including stock-based and longterm incentive compensation
Radio conversion costs
Amortization of subscriber accounts, deferred contract acquisition costs
and other intangible assets
Depreciation

36,289

Operating (loss) income
Other (income) expense:
Gain on restructuring and reorganization, net
Interest expense
Refinancing expense

Net (loss) income
Other comprehensive income (loss):
Unrealized gain on derivative contracts, net
Total other comprehensive income, net of tax

Basic and diluted income per share:
Net loss

Three Months Ended
September 30,

2019

2018

$

84,589

137,156

8,976

19,986

35,059

11,390
825

20,980
931

34,266
—

17,302
925

32,508
1,073

52,671
2,880

39,418

75,478

124,876

9,111

12,280

(3,129 )

(Loss) income before income taxes
Income tax expense

Comprehensive (loss) income

Period from July 1, 2019
through August 31,

—
7,474
—

(702,824 )
27,112
—

7,474

(675,712 )

44,774

(10,603 )
204

684,823
438

(32,494 )
1,346

(10,807 )

684,385

(33,840 )

—

—

—

—

$

(10,807 )

$

684,385

$

(0.48 )

$

—

See accompanying notes to condensed consolidated financial statements.
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—
39,077
5,697

3,269
3,269
(30,571 )

—
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MONITRONICS INTERNATIONAL, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Operations and Comprehensive Income (Loss)
Amounts in thousands
(unaudited)
Successor Company

Predecessor Company

Period from September 1, 2019
through September 30,

Period from January 1, 2019
through August 31,

Nine Months Ended
September 30,

2019

2018

2019

Net revenue
$
Operating expenses:
Cost of services
Selling, general and administrative, including stock-based and long-term
incentive compensation
Radio conversion costs
Amortization of subscriber accounts, deferred contract acquisition costs
and other intangible assets
Depreciation
Loss on goodwill impairment

36,289

Operating (loss) income
Other (income) expense:
Gain on restructuring and reorganization, net
Interest expense
Realized and unrealized loss, net on derivative financial instruments
Refinancing expense
(Loss) income before income taxes
Income tax expense
Net (loss) income
Other comprehensive (loss) income:
Unrealized (loss) gain on derivative contracts, net
Total other comprehensive (loss) income, net of tax
Comprehensive (loss) income
Basic and diluted income per share:
Net loss

$

342,286

405,922

8,976

75,286

100,807

11,390
825

80,365
931

98,935
—

17,302
925
—

130,791
7,348
—

160,973
8,360
214,400

39,418

294,721

583,475

(3,129 )

47,565

(177,553 )

—
7,474
—
—

(669,722 )
105,081
6,804
5,214

—
114,550
—
5,697

7,474

(552,623 )

120,247

(10,603 )
204

600,188
1,775

(297,800 )
4,039

(10,807 )

598,413

(301,839 )

—

(940 )

—

(940 )

$

(10,807 )

$

597,473

$

(0.48 )

$

—

See accompanying notes to condensed consolidated financial statements.
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23,196
23,196
(278,643 )

—
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MONITRONICS INTERNATIONAL, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows
Amounts in thousands
(unaudited)
Successor Company

Predecessor Company

Period from September 1, 2019
through September 30,

Period from January 1, 2019
through August 31,

Nine Months Ended
September 30,

2019

2019

2018

Cash flows from operating activities:
Net (loss) income

$

(10,807 )

$

598,413

(301,839 )

17,302

130,791

160,973

925

7,348

8,360

Stock-based and long-term incentive compensation

26

912

751

Deferred income tax expense

—

—

1,987

Amortization of debt discount and deferred debt costs

—

—

5,472

Gain on restructuring and reorganization, net

—

Unrealized loss on derivative financial instruments, net

—

4,577

—

Refinancing expense

—

5,214

5,697

912

7,558

8,511

—

—

214,400

117

(462 )

Adjustments to reconcile net (loss) income to net cash provided by operating activities:
Amortization of subscriber accounts, deferred contract acquisition costs and other
intangible assets
Depreciation

Bad debt expense
Loss on goodwill impairment
Other non-cash activity, net

(669,722 )

—

2,040

Changes in assets and liabilities:
Trade receivables

(6,271 )

(9,028 )

Prepaid expenses and other assets

(1,183 )
(736 )

2,760

(9,769 )

Subscriber accounts - deferred contract acquisition costs

(162 )

(2,193 )

(4,529 )

Payables and other liabilities
Net cash provided by operating activities

6,776

36,690

13,170

115,615

(8,568 )
74,458

Cash flows from investing activities:
Capital expenditures

(1,123 )

(7,100 )

(11,513 )

Cost of subscriber accounts acquired

(8,012 )

(83,814 )

(111,531 )

(9,135 )

(90,914 )

(123,044 )

Net cash used in investing activities
Cash flows from financing activities:
Proceeds from long-term debt

5,000

253,100

218,950

Payments on long-term debt

(5,000 )

(379,666 )

(136,600 )

Proceeds from equity rights offering

—

166,300

—

Cash contributed by Ascent Capital

—

24,139

—

Payments of restructuring and reorganization costs

—

(53,889 )

Payments of refinancing costs

—

(7,404 )

Value of shares withheld for share-based compensation

—

(18 )

(83 )

Dividend to Ascent Capital

—

(5,000 )

(5,000 )

Net cash (used in) provided by financing activities

—

Net increase in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash at beginning of period
Cash, cash equivalents and restricted cash at end of period

$

(2,438 )

72,252

4,035

22,263

23,666

24,640

2,377

3,302

24,640

26,968

28,675

$

See accompanying notes to condensed consolidated financial statements.
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MONITRONICS INTERNATIONAL, INC. AND SUBSIDIARIES
Condensed Consolidated Statement of Stockholder’s Equity (Deficit)
Amounts in thousands, except share amounts
(unaudited)
Common Stock
Shares

Balance at December 31, 2018
(Predecessor)
Net loss
Other comprehensive loss
Dividend paid to Ascent Capital
Contribution from Ascent Capital
Stock-based compensation
Value of shares withheld for
minimum tax liability
Balance at March 31, 2019
(Predecessor)
Net loss
Other comprehensive loss
Stock-based compensation
Value of shares withheld for
minimum tax liability
Balance at June 30, 2019
(Predecessor)
Net income
Stock-based compensation
Value of shares withheld for
minimum tax liability
Cancellation of Predecessor equity
Issuance of Successor common
stock
Balance at August 31, 2019
(Predecessor)

Balance at September 1, 2019
(Successor)
Net loss
Balance at September 30, 2019
(Successor)

Additional Paidin Capital

Amount

1,000
—
—
—
—
—

$

—
1,000
—
—
—

$

—
1,000
—
—

$

—
(1,000 )
22,500,000

—
—
—
—
—
—

439,711
—
—
(5,000 )
2,250
189

—

(1)

—
—
—
—

437,149
—
—
(413)

—

(2)

Accumulated
Deficit

(1,036,294)
(31,770)
—
—
—
—
—
(1,068,064)
(54,202)
—
—
—
(1,122,266)
684,385
—

Accumulated Other
Comprehensive
Income (Loss)

7,608
—
(468 )
—
—
—

7,140
—
(472 )
—

(623,775 )
(54,202)
(472)
(413)
(2)

436,734
—
267

—
—

(15)
(436,986 )

225

379,175

—

—

—

—

$

379,400

—

—

$

379,400

379,175

22,500,000

$

225

379,175

—

—

(10,807)

—

225

379,175

(10,807)

—

6

$

—
(6,668 )

225

$

$

—
—
—

—
437,881

6,668
—
—

(588,975 )
(31,770)
(468)
(5,000 )
2,250
189
(1)

—

$

22,500,000

$

—

22,500,000

—

Total Stockholder’s
Deficit

(678,864 )
684,385
267
(15)
(5,773 )
379,400

(10,807)
$

368,593
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MONITRONICS INTERNATIONAL, INC. AND SUBSIDIARIES
Condensed Consolidated Statement of Stockholder’s Equity (Deficit)
Amounts in thousands, except share amounts
(unaudited)
Common Stock
Shares

Balance at December 31, 2017
(Predecessor)
Impact of adoption of Topic 606
Impact of adoption of ASU 2017-12
Adjusted balance at January 1, 2018
(Predecessor)
Net loss
Other comprehensive income
Stock-based compensation
Value of shares withheld for
minimum tax liability
Balance at March 31, 2018
(Predecessor)
Net loss
Other comprehensive income
Stock-based compensation
Value of shares withheld for
minimum tax liability
Balance at June 30, 2018
(Predecessor)
Net loss
Other comprehensive income
Dividend to Ascent Capital
Stock-based compensation
Value of shares withheld for
minimum tax liability
Balance at September 30, 2018
(Predecessor)

Additional Paidin Capital

Amount

Accumulated
Deficit

Accumulated Other
Comprehensive
Income (Loss)

Total Stockholder’s
Equity (Deficit)

1,000
—
—

$

—
—
—

444,330
—
—

(334,219 )
(22,720)
(605)

(7,375 )
—
605

$

102,736
(22,720)
—

1,000
—
—
—

$

—
—
—
—

444,330
—
—
47

(357,544 )
(26,207)
—
—

(6,770 )
—
14,406
—

$

80,016
(26,207)
14,406
47

—
1,000
—
—
—

—
$

—
1,000
—
—
—
—

$

—
1,000

$

(42)

—
—
—
—

444,335
—
—
383

—

(27)

—
—
—
—
—

444,691
—
—
(5,000 )
373

—

(14)

—

440,050

—
(383,751 )
(241,792 )
—
—
—
(625,543 )
(33,840)
—
—
—
—
(659,383 )

See accompanying notes to condensed consolidated financial statements.
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—
7,636
—
5,521
—

(42)
$

—
13,157
—
3,269
—
—

(27)
$

—
16,426

68,220
(241,792 )
5,521
383

(167,695 )
(33,840)
3,269
(5,000 )
373
(14)

$

(202,907 )
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MONITRONICS INTERNATIONAL, INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(1)

Basis of Presentation

Monitronics International, Inc. and its subsidiaries (collectively, "Monitronics" or the "Company", doing business as Brinks Home SecurityTM) provide residential customers
and commercial client accounts with monitored home and business security systems, as well as interactive and home automation services, in the United States, Canada and
Puerto Rico. Monitronics customers are obtained through our direct-to-consumer sales channel (the "Direct to Consumer Channel"), which offers both Do-It-Yourself and
professional installation security solutions and our exclusive authorized dealer network (the "Dealer Channel"), which provides product and installation services, as well as
support to customers.
As previously disclosed, on June 30, 2019 (the "Petition Date"), Monitronics and certain of its domestic subsidiaries (collectively, the "Debtors"), filed voluntary petitions for
relief (collectively, the "Petitions" and, the cases commenced thereby, the "Chapter 11 Cases") under chapter 11 of title 11 of the United States Code (the "Bankruptcy Code") in
the United States Bankruptcy Court for the Southern District of Texas (the "Bankruptcy Court"). The Debtors' Chapter 11 Cases were jointly administered under the caption In
re Monitronics International, Inc., et al., Case No. 19-33650. On August 7, 2019, the Bankruptcy Court entered an order, Docket No. 199 (the "Confirmation Order"),
confirming and approving the Debtors' Joint Partial Prepackaged Plan of Reorganization (including all exhibits thereto and, as modified by the Confirmation order, the "Plan")
that was previously filed with the Bankruptcy Court on June 30, 2019. On August 30, 2019 (the "Effective Date"), the conditions to the effectiveness of the Plan were satisfied
and the Company emerged from Chapter 11 after completing a series of transactions through which the Company and its former parent, Ascent Capital Group, Inc. ("Ascent
Capital") merged (the "Merger") in accordance with the terms of the Agreement and Plan of Merger, dated as of May 24, 2019 (the "Merger Agreement"). Monitronics was the
surviving corporation and, immediately following the Merger, was redomiciled in Delaware in accordance with the terms of the Merger Agreement.
Upon emergence from Chapter 11 on the Effective Date, the Company has applied Accounting Standards Codification ("ASC") 852,Reorganizations ("ASC 852"), in preparing
its consolidated financial statements (see Note 2, Emergence from Bankruptcy and Note 3, Fresh Start Accounting). As a result of the application of fresh start accounting and
the effects of the implementation of the Plan, a new entity for financial reporting purposes was created. The Company selected a convenience date of August 31, 2019 for
purposes of applying fresh start accounting as the activity between the convenience date and the Effective Date did not result in a material difference in the financial results.
References to "Successor" or "Successor Company" relate to the balance sheet and results of operations of Monitronics on and subsequent to September 1, 2019. References to
"Predecessor" or "Predecessor Company" refer to the balance sheet and results of operations of Monitronics prior to September 1, 2019. With the exception of interest expense,
the Company's operating results and key operating performance measures on a consolidated basis were not materially impacted by the reorganization. As such, references to the
"Company" could refer to either the Predecessor or Successor periods, as defined.
Subsequent to the Petition Date and before the Effective Date, all expenses, gains and losses directly associated with the restructuring and reorganization proceedings are
reported as Gain on restructuring and reorganization, net in the accompanying unaudited condensed consolidated statements of operations. Additionally, Liabilities subject to
compromise during the pendency of the Chapter 11 Cases are distinguished from liabilities of the Company that are not expected to be compromised, including post-petition
liabilities, in the accompanying unaudited condensed consolidated balance sheets.
The unaudited interim financial information of the Company has been prepared in accordance with Article 10 of the Securities and Exchange Commission’s (the "SEC")
Regulation S-X. Accordingly, it does not include all of the information required by generally accepted accounting principles in the United States ("GAAP") for complete
financial statements. The Company’s unaudited condensed consolidated balance sheet as of September 30, 2019, and the unaudited condensed statements of operations and cash
flows of the Successor for the period from September 1, 2019 through September 30, 2019 and of the Predecessor for the period from January 1, 2019 through August 31, 2019
and for three and nine months ended September 30, 2018, include the results of Monitronics and all of its direct and indirect subsidiaries. The accompanying interim condensed
consolidated financial statements are unaudited but, in the opinion of management, reflect all adjustments (consisting of normal recurring accruals) necessary for a fair
presentation of the results for such periods. The results of operations for any interim period are not necessarily indicative of results for the full year. These unaudited condensed
consolidated financial statements should be read in conjunction with the Monitronics Annual Report on Form 10-K for the year ended December 31, 2018, filed with the SEC
on April 1, 2019.
The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported amounts of revenue and
expenses for each reporting period. The significant estimates made in
8
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preparation of the Company’s condensed consolidated financial statements primarily relate to valuation of subscriber accounts and valuation of deferred tax assets. These
estimates are based on management’s best estimates and judgment. Management evaluates its estimates and assumptions on an ongoing basis using historical experience and
other factors and adjusts them when facts and circumstances change. As the effects of future events cannot be determined with any certainty, actual results could differ from the
estimates upon which the carrying values were based.
Going Concern
In accordance with the requirements of Accounting Standards Update (“ASU”) 2014-15, Presentation of Financial Statements Going Concern (Subtopic 205-40), and ASC 20540, the Company has the responsibility to evaluate at each reporting period, including interim periods, whether conditions and events, considered in the aggregate, raise
substantial doubt about its ability to meet its future financial obligations. During the pendency of the Chapter 11 Cases, the Company’s ability to continue as a going concern
was contingent upon a variety of factors, including the Bankruptcy Court’s approval of the Plan and the Company’s ability to successfully implement the Plan. As a result of the
effectiveness of the Plan and the Company’s current financial condition and liquidity sources, the Company believes it has the ability to meet its obligations for at least one year
from the date of issuance of this Form 10-Q.
Supplemental Cash Flow Information
Successor Company
Period from September 1, 2019
through September 30,

Predecessor Company
Period from January 1,
2019 through August 31,

Nine Months Ended
September 30,

2019

2018

2019

State taxes paid, net
Interest paid
Accrued capital expenditures

(2)

$

—
7,238
1,471

$

2,637
72,710
1,405

2,710
95,889
882

Emergence from Bankruptcy

On August 7, 2019, the Bankruptcy Court entered the Confirmation Order confirming the Plan. On the Effective Date, the conditions to the effectiveness of the Plan were
satisfied and the Company emerged from Chapter 11 after completing a series of transactions through with the Company and its former parent, Ascent Capital, merged in
accordance with the terms of the Merger Agreement. Monitronics was the surviving corporation and, immediately following the Merger, was redomiciled in Delaware in
accordance with the terms of the Merger Agreement.
Cancellation of Certain Prepetition Obligations
On the Effective Date, by operation of the Plan, all outstanding obligations under (i) the 9.125% Senior Notes due April 2020 (the "Predecessor Senior Notes") and the
indenture governing the Predecessor Senior Notes and (ii) the Company’s prepetition credit facility (the "Predecessor Credit Facility") were terminated, as described in further
detail below.
Additional Matters Contemplated by the Plan
On the Effective Date, the Company also completed a series of transactions through which the Company’s debt was restructured as follows:
(i) terminating the Company’s $245,000,000 secured debtor-in-possession revolving credit facility (the "Predecessor DIP Facility") and replacing it with a$145,000,000
senior secured revolving credit facility (the "Successor Revolving Credit Facility") and $150,000,000 in senior secured term loans (the "Successor Term Loan Facility"
and together with the Successor Revolving Credit Facility the "Successor Credit Facilities"),
(ii) exchanging $1,072,500,000 of outstanding term loans under the Company's Predecessor Credit Facility for (A) $150,000,000 in cash received from the equity rights
offering described below, (B) $100,000,000 in shares of Common Stock (as defined below), and (C) term loans under an$822,500,000 takeback term loan facility (the
"Successor Takeback Loan Facility"), and
9

Table of Contents
(iii) cancelling the Company’s $585,000,000 outstanding Predecessor Senior Notes and exchanging the Predecessor Senior Notes for, at the option of each holder of the
Predecessor Senior Notes (the "Noteholders"), (A) cash in an amount equal to 2.5% of the principal and accrued but unpaid interest due under the Senior Notes held by
such Noteholder or (B) to the extent that such Noteholder elects not to receive cash, its pro rata share of 18.0% of the Common Stock (as defined below) issued and
outstanding as of the Effective Date.
See note 6, Debt for further information regarding these debt transactions.
The Company also received $200,000,000 in cash from a combination of an equity rights offering to the Noteholders and$23,000,000 of a deemed contribution of cash on hand
through a merger with Ascent Capital (as discussed below). This cash was used to repay Predecessor Term Loan debt.
The foregoing description of certain matters effected pursuant to the Plan, and the transactions related to and contemplated thereunder, is not intended to be a complete
description of, or a substitute for, a full and complete reading of the Plan.
Ascent Capital Merger
As previously announced, on May 24, 2019, the Company and Ascent Capital entered into the Merger Agreement. On August 21, 2019, in connection with, and prior to the
completion of the Merger, the stockholders of Ascent Capital approved the Merger Agreement at a special meeting of the stockholders. On August 30, 2019, the Company
completed the Merger with Ascent Capital in accordance with the Merger Agreement. The Company was the surviving corporation and, immediately following the Merger, was
redomiciled in Delaware. The Company’s certificate of incorporation adopted in accordance with the Plan authorized the issuance of 45,000,000 shares of Common Stock, par
value $0.01 per share ("Common Stock"), and 5,000,000 shares of Preferred Stock, par value $0.01 per share ("Preferred Stock"). For more information, see note 9,
Stockholder's Equity.
Under the terms of the Merger Agreement, the Company issued and reserved a total of1,309,757 shares of common stock, par value $0.01 per share ("Common Stock"), to
Ascent Capital's stockholders at a ratio of 0.1043086 shares of Common Stock for each share of Ascent Capital common stock (the "Exchange Ratio"). The Exchange Ratio was
determined through negotiations between the Company and Ascent Capital.
Immediately after the Merger, there were approximately 22,500,000 shares of Common Stock issued and outstanding.
Immediately after the Merger, the former stockholders of Ascent Capital owned approximately 5.82% of the outstanding Common Stock. No fractional shares of Common
Stock were issued in connection with the Merger. The Common Stock commenced trading on the OTCQX Best Market under the ticker symbol "SCTY" on September 4, 2019.
(3)

Fresh Start Accounting

In connection with the Company’s emergence from Chapter 11 on the Effective Date, the Company qualified for fresh start accounting under ASC 852 as (1) the holders of
voting shares of the Predecessor Company received less than 50% of the voting shares of the Successor Company and (2) the reorganization value of the Company’s assets
immediately prior to confirmation of the Plan was less than the post-petition liabilities and allowed claims. ASC 852 requires that fresh start accounting be applied when the
Bankruptcy Court enters a confirmation order confirming a plan of reorganization, or as of a later date when all material conditions precedent to the effectiveness of a plan of
reorganization are resolved, which for Monitronics was August 30, 2019. The Company selected a convenience date of August 31, 2019 for purposes of applying fresh start
accounting as the activity between the convenience date and the Effective Date did not result in a material difference in the financial results.
Upon the application of fresh start accounting, Monitronics allocated the reorganization value to its individual assets based on their estimated fair values in conformity with
ASC 805, Business Combinations (“ASC 805”). Reorganization value represents the fair value of the Successor Company’s assets before considering liabilities. Liabilities
existing as of the Effective Date, other than deferred taxes, were recorded at the value of amounts expected to be paid. Deferred taxes were determined in conformity with
applicable accounting standards. Predecessor Company accumulated depreciation, accumulated amortization, and accumulated deficit were eliminated. As a result of the
application of fresh start accounting and the effects of the implementation of the Plan, the Company’s consolidated financial statements after August 31, 2019 are not
comparable to the Company’s consolidated financial statements as of or prior to that date.
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Reorganization Value
As set forth in the Plan, the enterprise value of the Successor Company was estimated to be between$1,350,000,000 and $1,550,000,000, which was confirmed by the
Bankruptcy Court. Based on the estimates and assumptions discussed below, Monitronics estimated the enterprise value to be $1,373,400,000.
We estimated the enterprise value of the Successor Company by applying the discounted cash flow method. To estimate enterprise value applying the discounted cash flow
method, we established an estimate of future cash flows for the period 2019 to 2026 with a terminal value and discounted the estimated future cash flows to present value. The
expected cash flows for the period 2019 to 2026 with a terminal value were based upon certain financial projections and assumptions provided to the Bankruptcy Court. The
expected cash flows for the period 2019 to 2026 were derived from revenue projections and assumptions regarding growth and profit margin, as applicable. We calculated a
terminal value using an exit multiple based on subscriber monthly RMR in the terminal period.
The Company’s enterprise value represents the fair value of its interest-bearing debt and equity capital, while the reorganization value is derived from the enterprise value by
adding back non-interest bearing liabilities. The following table reconciles the enterprise value to the estimated reorganization value as of the Effective Date (dollars in
thousands):
Enterprise value
Plus: Fair value of non-interest bearing current liabilities
Plus: Fair value of non-interest bearing long-term liabilities

$

1,373,400
61,188
26,060

Reorganization value

$

1,460,648

Unaudited Condensed Consolidated Balance Sheet
The adjustments set forth in the following unaudited condensed consolidated balance sheet as of August 31, 2019 reflect the consummation of the transactions contemplated by
the Plan (reflected in the column "Reorganization Adjustments"), transactions recorded to complete the merger with Ascent Capital (reflected in the column "Ascent Capital
Merger") as well as fair value adjustments as a result of the adoption of fresh start accounting (reflected in the column "Fresh Start Adjustments"). The explanatory notes
highlight methods used to determine fair values or other amounts of the assets and liabilities as well as significant assumptions or inputs (dollars in thousands).
11
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As of August 31, 2019
Predecessor
Company

Reorganization
Adjustments

Ascent Capital
Merger

Fresh Start
Adjustments

Successor
Company

Assets
Current assets:
Cash and cash equivalents

$

19,862

3,604

35

—

—

—

35

Trade receivables, net

11,834

—

—

—

11,834

Prepaid and other current assets

—

23,852

Restricted cash

(1)

1,139

(9)

23,825

—

27

Total current assets

55,556

3,604

1,166

—

Property and equipment, net

37,143

—

—

3,808

Subscriber accounts and deferred contract acquisition
costs, net

(9)

—

24,605

60,326
(10)

40,951
1,095,386

1,151,322

—

—

(55,936 ) (11)

Dealer network and other intangible assets

—

—

—

144,700

(12)

144,700

Goodwill

—

—

—

81,943

(13)

81,943

783

—

—

—

783

19,222

—

90

—

19,312

Deferred income tax asset, net
Operating lease right-of-use asset
Other assets
Total assets

17,932

—

—

$

1,281,958

3,604

1,256

$

13,713

(9)

(685) (14)
173,830

17,247
1,460,648

Liabilities and Stockholder's Equity (Deficit)
Current liabilities:
Accounts payable

—

—

Deferred revenue

12,646

—

Holdback liability

12,516

—

—

8,225

69,446

7,155

199,000

786,775

—

—

1,817

—

—

—

1,817

16,055

—

—

—

16,055

2,175

—

—

6,013

219,047

786,775

—

6,013

Total current liabilities

(3)

241

(9)

(15)

34,169

—

(5,331) (16)

7,315

—

(6,525) (17)

5,991

—

4,427

13,713

30,571

Current portion of long-term debt

(1,070 ) (2)

—

Other accrued liabilities

—

241

8,225

(7,429)

69,413

Non-current liabilities:
Long-term debt
Long-term holdback liability
Operating lease liabilities
Other liabilities
Total non-current liabilities
Liabilities subject to compromise

1,722,052

Total liabilities

2,010,545

(4)

(1,722,052 ) (5)
(928,122 )

—

985,775

(15)

—

241

8,188
1,011,835
—

(1,416)

1,081,248

Commitments and contingencies
Stockholder's equity (deficit):
Predecessor additional paid-in capital

436,986

Predecessor accumulated other comprehensive income,
net
Successor common stock
Successor additional paid-in capital
(Accumulated deficit) retained earnings
Total stockholder's equity (deficit)
Total liabilities and stockholder's equity
(deficit)

$

(436,986 ) (6)

—

6,668

—

—

—

225

(7)

—

—

—

(6,668) (18)

—

—

—
225

379,175

(7)

—

(1,172,241 )

989,312

(8)

1,015

(728,587)

931,726

1,015

175,246

379,400

3,604

1,256

173,830

1,460,648

1,281,958

12

—
(9)

181,914

379,175
(18)

—
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Reorganization adjustments
1. Reflects cash contributions and debt principal and interest payments from the implementation to the Plan as follows (dollars in thousands):
Equity rights offering proceeds from Noteholders
Equity rights offering proceeds from Ascent Capital
Payment of Predecessor Credit Facility principal and interest
Payment of Predecessor DIP Facility principal and interest
Payment of Predecessor Senior Notes principal and interest

$

Net cash contribution

177,000
23,000
(165,619 )
(28,570 )
(2,207 )

$

3,604

$

814,275
(27,500 )

$

786,775

$

1,072,500
585,000
15,619
48,933

$

1,722,052

$

1,722,052
(165,619 )
(2,207 )
(822,500 )
(171,989 )

$

559,737

2. Represents payment of Predecessor DIP Facility accrued interest.
3. Represents the Current portion of long-term debt based on the repayment terms of the Successor Takeback Loan Facility.
4. Represents the net increase in Long-term debt as follows (dollars in thousands):
Long-term portion of Successor Takeback Term Loan
Payment of Predecessor DIP Facility principal
Net increase in Long-term Debt
5. Liabilities subject to compromise immediately prior to the Effective Date consisted of the following (dollars in thousands):
Predecessor Term Loan
Predecessor Senior Notes
Predecessor Term Loan accrued interest
Predecessor Senior Notes accrued interest
Total Liabilities subject to compromise
Liabilities subject to compromise have been settled as follows in accordance with the Plan (dollars in thousands):
Liabilities subject to compromise
Payment of Predecessor Term Loan principal and interest
Payment of Predecessor Senior Notes principal and interest
Issue Successor Takeback Term Loan
Fair value of common stock issued to Predecessor Term Loan and Predecessor Senior Notes holders
Gain on settlement of Liabilities subject to compromise

6. Pursuant to the Plan, all equity interests of the Predecessor that were issuable or issued and outstanding immediately prior to the Effective Date were cancelled. The
elimination of the carrying value of the cancelled equity interests was recorded as an offset to retained earnings (accumulated deficit).
7. Pursuant to the Plan, the Company issued new common stock through an equity rights offering to the Noteholders, the exchange of Ascent Capital common shares for
Monitronics common shares pursuant to the Merger, the partial equitization of the Predecessor Term Loan and the cancellation of the outstanding Predecessor Senior Notes, to
the extent each Noteholder elected not to receive cash. See note 2, Emergence from Bankruptcy for further information regarding these transactions. As of the Effective Date,
there were 22,500,000 common shares issued and outstanding that have a par value of$0.01 per share.
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8. Adjustment made to Retained earnings (accumulated deficit) consisted of the following (dollars in thousands):
Cancellation of Predecessor additional paid-in capital
Loss on equity rights offering discount, net
Gain on settlement of Liabilities subject to compromise
Total adjustment to Retained earnings (accumulated deficit)

$

436,986
(7,411 )
559,737

$

989,312

Ascent Capital Merger
9. Represents the transfer of the Ascent Capital final balances to Monitronics to complete the merger.
Fresh Start Adjustments
10. Reflects the increase in net book value of property and equipment to the estimated fair value as of the Effective Date. The following table summarizes the components of
Property and equipment, net as of August 31, 2019, and the fair value as of the Effective Date (dollars in thousands):
Estimated Useful Life
Leasehold improvements
Computer systems and software
Furniture and fixtures

9 years
2 to 4 years
5 years

Successor Company
$

353
39,320
1,278

Predecessor Company
$

40,951
—

Accumulated depreciation
$

Property and equipment, net

40,951

771
83,238
2,009
86,018
(48,875 )

$

37,143

To estimate the fair value of property and equipment, the Company utilized an cost approach by applying the reproduction cost method. The Successor property and equipment
will be depreciated using the straight-line method over the estimated useful lives of the assets.
11. Represents the fair value adjustment of the subscriber accounts. The fair value of the subscriber accounts was determined based on the excess earnings method, a derivation
of the income approach, that considers cash flows to the subscriber accounts after accounting for a fair return to the other supporting assets of the business. The valuation of the
subscriber accounts is based on the projected cash flows to be generated by the existing subscribers as of the Effective Date. The Successor subscriber accounts will be
amortized using the 14-year 235% double-declining balance method. The amortization methods were selected to provide an approximate matching of the amortization of the
subscriber accounts intangible asset to estimated future subscriber revenues based on the projected lives of individual subscriber contracts.
12. The Company recorded an adjustment to dealer network and other intangible assets as follows (dollars in thousands):
Dealer network
Leasehold interest
Total Dealer network and other intangible assets

$

140,000
4,700

$

144,700

The fair values of dealer network and other intangible assets were determined as follows:
a. The fair value of the dealer network was determined based on the excess earnings method, a derivation of the income approach, that considers cash flows related to the
dealer network after accounting for a fair return to the other supporting assets of the business. The valuation of the dealer network is based on the cash flow, net of
purchase price, to be earned from subscribers purchased in the future from the current dealer network. The Successor dealer network will be amortized on a straight-line
basis over the estimated useful life of six years.
b. The leasehold interest was valued using an income approach by applying the discount cash flow method based on the contractual lease rate and market lease rates. The
Successor leasehold interest will be amortized on a straight-line basis over the remaining life of the lease.
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13. The amount recognized for goodwill represents the amount of the reorganization value, after the fresh start accounting adjustments, left over after allocating to the fair value
of acquired assets and liabilities.
14. Represents the elimination of the carrying value of dealer assets. The fair value adjustment of these assets is included in the valuation of the dealer network.
15. Represents the fair value adjustment of the bonus purchase price and revenue sharing liabilities based on estimated future cash payments.
16. Represents the fair value adjustment of deferred revenue to remove gross margin costs from the balance sheet.
17. Represents the fair value adjustment of the holdback liability based on estimated future cash payments.
18. Reflects the cumulative impact of the fresh start accounting adjustments discussed above on retained earnings (accumulated deficit) as follows (dollars in thousands):
Property and equipment fair value adjustment
Subscriber accounts fair value adjustment
Dealer network and other intangible assets fair value adjustment
Goodwill
Other assets and liabilities fair value adjustments
Predecessor accumulated other comprehensive income, net
Net gain on fresh start adjustments

$

3,808
(55,936 )
144,700
81,943
731
6,668

$

181,914

Gain on restructuring and reorganization, net
Gain on restructuring and reorganization recognized as a result of the Chapter 11 Cases is presented separately in the accompanying unaudited condensed consolidated
statement of operations as follows (dollars in thousands):
Predecessor Company
Period from July 1, 2019
through
August 31, 2019

Gain on settlement of Liabilities subject to compromise (a)
Gain on fresh start adjustments (b)
Loss on equity rights offering discount (c)
Restructuring and reorganization expense (d)
Gain on restructuring and reorganization, net

Period from January 1, 2019
through
August 31, 2019

$

559,737
181,914
(8,325 )
(30,502 )

559,737
181,914
(8,325 )
(63,604 )

$

702,824

669,722

(a) Gain recognized primarily on Predecessor Senior Notes converted from debt to equity and Predecessor Senior Notes settled at a discount in accordance with the
Plan.
(b) Revaluation of certain assets and liabilities upon the adoption of fresh start accounting.
(c) In accordance with the Plan, Noteholders that participated in the equity rights offering purchased Monitronics common stock at a discount.
(d) Legal, financial advisory and other professional costs directly associated with the restructuring and reorganization process.

(4)

Recent Accounting Pronouncements

In February 2016, the Financial Accounting Standards Board (the "FASB") issued ASU 2016-02,Leases (Topic 842) ("ASU 2016-02"). ASU 2016-02 requires the lessee to
recognize assets and liabilities for leases with lease terms of more than twelve months. The Company adopted ASU 2016-02 using a modified retrospective approach at January
1, 2019, as outlined in ASU 2018-11, Leases (Topic 842): Targeted Improvements. Under this method of adoption, there is no impact to the comparative condensed consolidated
statements of operations and condensed consolidated balance sheets. The Company determined that there was no cumulative effect adjustment to beginning Accumulated deficit
on the condensed consolidated balance sheets. The Company will continue to report periods prior to January 1, 2019 in its financial statements under prior guidance as
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outlined in Accounting Standards Codification Topic 840, "Leases". In addition, the Company elected the package of practical expedients permitted under the transition
guidance within the new standard, which among other things, allowed carry forward of historical lease classifications.
Adoption of this standard had no impact on the Company's Loss before income taxes and the condensed consolidated statements of cash flows. Upon adoption as of January 1,
2019, the Company recognized an Operating lease right-of-use asset of $20,240,000 and a total Operating lease liability of $20,761,000. The difference between the two
amounts were due to decreases in prepaid rent and deferred rent recorded under prior lease accounting in Prepaid and other current assets and Other accrued liabilities,
respectively, on the condensed consolidated balance sheets. See note 13, Leases for further information.
(5)

Other Accrued Liabilities

Other accrued liabilities consisted of the following (amounts in thousands):

Accrued payroll and related liabilities
Interest payable
Income taxes payable
Operating lease liabilities
Contingent dealer liabilities
Accrued reorganization costs
Other
Total Other accrued liabilities

(6)

Successor Company

Predecessor Company

September 30,
2019

December 31,
2018

$

6,075
283
2,080
3,836
4,630
9,715
8,416

$

4,459
14,446
2,742
—
—
—
9,438

$

35,035

$

31,085

Debt

Debt consisted of the following (amounts in thousands):
Successor Company

Predecessor
Company

September 30,
2019

December 31,
2018

Successor Takeback Loan Facility, matures March 29, 2024, LIBOR plus 6.50%, subject to a LIBOR floor of 1.25%, with
an effective rate of 9.2%
$
Successor Term Loan Facility, matures July 3, 2024, LIBOR plus 5.00%, subject to a LIBOR floor of 1.50%, with an
effective rate of 7.6%
Successor Revolving Credit Facility, matures July 3, 2024, LIBOR plus 5.00%, subject to a LIBOR floor of 1.50%, or base
rate (with a floor of 4.5%) plus 4.0%, with an effective rate of 12.7%
9.125% Senior Notes due April 1, 2020 with an effective interest rate of 9.1%
Ascent Intercompany Loan due October 1, 2020 with an effective rate of 12.5%
Term loan, matures September 30, 2022, LIBOR plus 5.50%, subject to a LIBOR floor of 1.00%, with an effective rate of
8.6%
$295 million revolving credit facility, matures September 30, 2021, LIBOR plus 4.00%, subject to a LIBOR floor of 1.00%,
with an effective rate of 7.5%

$

—

150,000

—

21,500
—
—

—
585,000
12,000

—

1,075,250

—

144,200

$

994,000
(8,225 )

$

$

985,775

$

Less: Current portion of long-term debt
Long-term debt

822,500

1,816,450
(1,816,450 )
—

Successor Takeback Loan Facility
On the Effective Date, pursuant to the terms of the Plan, the Debtors entered into the Successor Takeback Loan Facility with the lenders party thereto, and Cortland Capital
Market Services, LLC. as administrative agent. In exchange for its Predecessor
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Credit Facility term loans under the Company's Predecessor Credit Facility, each term lender thereunder (other than term lenders equitizing their term loans) received, pursuant
to the terms of the Plan, its pro rata share of (i) $150,000,000 in cash from the proceeds of a rights offering (which, together with the equitization of$100,000,000 of the
Predecessor Credit Facility term loans, resulted in an aggregate reduction of term loans by $250,000,000 in principal amount) and (ii) term loans under the $822,500,000
Successor Takeback Loan Facility.
The maturity date of the Successor Takeback Loan Facility is March 29, 2024 and requires quarterly interest payments and, beginning December 31, 2019, quarterly principal
payments of $2,056,250. Interest on loans made under the Successor Takeback Loan Facility accrues at an interest rate per year equal to the LIBOR rate (with a floor of 1.25%)
plus 6.5% or base rate plus 5.5%. The Successor Takeback Loan Facility, subject to certain exceptions, is guaranteed by each of the Company's existing and future domestic
subsidiaries and is secured by substantially all the assets of the Company and such subsidiary guarantors. See note 14, Consolidating Guarantor Financial Information for further
information. The Successor Takeback Loan Facility contains customary representations, warranties, covenants and events of default and related remedies.
Successor Credit Facilities
On the Effective Date, pursuant to the terms of the Plan, the Debtors entered into Successor Credit Facilities with the lenders party thereto, KKR Capital Markets LLC as lead
arranger and bookrunner, KKR Credit Advisors (US) LLC as Structuring Advisor and Encina Private Credit SPV, LLC as administrative agent, swingline lender and L/C
issuer. Under the Successor Credit Facilities, the Company has access to $295,000,000 which includes $150,000,000 in term loans under the Successor Term Loan Facility and
up to $145,000,000 under the Successor Revolving Credit Facility (including a $10,000,000 swingline loan). As of September 30, 2019, $123,500,000 is available for
borrowing under the Successor Revolving Credit Facility, subject to certain financial covenants.
The maturity date of loans made under the Successor Credit Facilities is July 3, 2024, subject to a springing maturity of March 29, 2024, or earlier, depending on any
repayment, refinancing or changes in the maturity date of the Successor Takeback Term Loan. Interest on loans made under the Successor Credit Facilities accrues at an interest
rate per year equal to the LIBOR rate (with a floor of 1.5%) plus 5.0% or base rate (with a floor of 4.5%) plus 4.0%, dependent upon the type of borrowing requested by the
Company. There is a commitment fee of 0.75% on unused portions of the Successor Revolving Credit Facility.
The Successor Credit Facilities, subject to certain exceptions, are guaranteed by each of the Company's existing and future domestic subsidiaries and are secured by substantially
all the assets of the Company and such subsidiary guarantors. See note 14, Consolidating Guarantor Financial Information for further information. The Successor Credit
Facilities contain customary representations, warranties, covenants and events of default and related remedies.
The terms of the Successor Takeback Loan Facility and the Successor Credit Facilities provide for certain financial and nonfinancial covenants. As ofSeptember 30, 2019, the
Company was in compliance with all required covenants under these financing arrangements.
Predecessor Senior Notes
The Predecessor Senior Notes totaled $585,000,000 in principal, were scheduled to mature on April 1, 2020 and bore interest at9.125% per annum. Interest payments were due
semi-annually on April 1 and October 1 of each year. On the Effective Date, by operation of the Plan, the Company cancelled all outstanding obligations under the Predecessor
Senior Notes and exchanged the Predecessor Senior Notes, at the option of each Noteholder, (A) cash in an amount equal to 2.5% of the principal and accrued but unpaid
interest due under the Senior Notes held by such Noteholder or (B) to the extent that such Noteholder elects not to receive cash, its pro rata share of 18.0% of the Common
Stock to be issued and outstanding as of the Effective Date. See note 2, Emergence from Bankruptcy for further information.
Predecessor Ascent Intercompany Loan
On February 29, 2016, the Company retired the existing intercompany loan with an outstanding principal amount of$100,000,000 and executed and delivered a Promissory
Note to Ascent Capital in a principal amount of $12,000,000 (the "Ascent Intercompany Loan"), with the $88,000,000 remaining principal being treated as a capital
contribution. The entire principal amount under the Ascent Intercompany Loan would have been due on October 1, 2020. The Ascent Intercompany Loan bore interest at a rate
equal to 12.5% per annum, payable semi-annually in cash in arrears on January 12 and July 12 of each year. Borrowings under the Ascent Intercompany Loan constituted
unsecured obligations of the Company and were not guaranteed by any of the Company’s subsidiaries.
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In January 2019, the Company repaid $9,750,000 of the Ascent Intercompany Loan and $2,250,000 was contributed to our stated capital.
Predecessor Credit Facility
The Predecessor Credit Facility term loan had an outstanding prepetition principal balance of$1,072,500,000 and was scheduled to mature on September 30, 2022. The Credit
Facility term loan required quarterly interest payments and quarterly principal payments of $2,750,000. The Credit Facility term loan bore interest at LIBOR plus 5.5%, subject
to a LIBOR floor of 1.0%. On the Effective Date, by operation of the Plan, the Company cancelled all outstanding obligations under the Predecessor Credit Facility and
exchanged the outstanding principal balance for (A) $150,000,000 in cash, (B) $100,000,000 in shares of Common Stock and (C) new term loans under an$822,500,000
takeback term loan facility (the Successor Takeback Loan Facility discussed above). See note 2, Emergence from Bankruptcy and note 9, Stockholder's Equity for further
information.
The Predecessor Credit Facility revolver had a prepetition principal amount outstanding of$181,400,000 and an aggregate of $1,000,000 available under two standby letters of
credit issued and was scheduled to mature on September 30, 2021. The Credit Facility revolver typically bore interest at LIBOR plus 4.0%, subject to a LIBOR floor of 1.0%.
There was a commitment fee of 0.5% on unused portions of the Predecessor Credit Facility revolver. In conjunction with negotiations around certain defaults under the
Predecessor Credit Facility in the first quarter of 2019, the Predecessor Credit Facility revolver lenders allowed us to continue to borrow under the revolving credit facility for
up to $195,000,000 at an alternate base rate plus 3.0% and the Predecessor Credit Facility term loan lenders allowed the term loan to renew with interest due on an alternate
base rate plus 4.5%. Additionally, for the period of April 24, 2019 through May 20, 2019, an additional 2.0% default interest rate was accrued and paid on the Predecessor
Credit Facility term loan and revolver. On July 3, 2019, with approval from the Bankruptcy Court, the Predecessor Credit Facility revolver principal and interest was repaid in
full with proceeds from the Predecessor DIP Facility. On the Effective Date, the Predecessor DIP Facility was replaced with the Successor Credit Facilities (as discussed above).
See note 2, Emergence from Bankruptcy for further information.
In order to reduce the financial risk related to changes in interest rates associated with the floating rate term loan under the Credit Facility term loan, the Company had entered
into interest rate swap agreements with terms similar to the Credit Facility term loan (all outstanding interest rate swap agreements are collectively referred to as the “Swaps”).
Prior to December of 2018, all of the Swaps were designated as effective hedges of the Company's variable rate debt and qualified for hedge accounting. However, in December
of 2018, given the potential for changes in the Company's future expected interest payments that the Swap hedged, all of the Swaps no longer qualified as a cash flow hedge and
were de-designated as such. In April of 2019, all of the outstanding Swaps were settled and terminated with their respective counterparties. See note 7, Derivatives for further
disclosures related to the settlement of these derivative instruments.
As of September 30, 2019, principal payments scheduled to be made on the Company’s debt obligations are as follows (amounts in thousands):
Remainder of 2019
2020
2021
2022
2023
2024
Thereafter
Total debt principal payments

(7)

$

2,056
8,225
8,225
8,225
8,225
959,044
—

$

994,000

Derivatives

Historically, the Company utilized Swaps to reduce the interest rate risk inherent in the Company's variable rate Credit Facility term loan. The valuation of these instruments
was determined using widely accepted valuation techniques, including discounted cash flow analysis on the expected cash flows of each derivative. This analysis reflected the
contractual terms of the derivatives, including the period to maturity, and used observable market-based inputs, including interest rate curves and implied volatility. The
Company incorporated credit valuation adjustments to appropriately reflect the respective counterparty's nonperformance risk in the fair value measurements. See note 8, Fair
Value Measurements for additional information about the credit valuation adjustments.
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Prior to December of 2018, all of the Swaps were designated and qualified as cash flow hedging instruments, with the effective portion of the Swaps' change in fair value
recorded in Accumulated other comprehensive income (loss). However, in December of 2018, given the potential for changes in the Company's future expected interest
payments that these Swaps hedged, all of the Swaps no longer qualified as a cash flow hedge and were de-designated as such. Before the de-designation, changes in the fair
value of the Swaps were recognized in Accumulated other comprehensive income (loss) and were reclassified to Interest expense when the hedged interest payments on the
underlying debt were recognized. After the de-designation, changes in the fair value of the Swaps are recognized in Unrealized loss on derivative financial instruments on the
condensed consolidated statements of operations and comprehensive income (loss). For the period from January 1, 2019 through August 31, 2019, the Company recorded an
Unrealized loss on derivative financial instruments of $4,577,000. On April 30, 2019, the various counterparties and the Company agreed to settle and terminate all of the
outstanding swap agreements, which required us to pay $8,767,000 in termination amount to certain counterparties and required a certain counterparty to pay$6,540,000 in
termination amount to us, resulting in a Realized net loss on derivative financial instruments of $2,227,000. There are no derivatives outstanding as of September 30, 2019.
Amounts recognized in Accumulated other comprehensive income (loss) as of the de-designation date were to be amortized to Interest expense on the condensed consolidated
statements of operations and comprehensive income (loss) over the remaining term of the hedged forecasted transactions of the Swaps which were 3 month LIBOR interest
payments. The remaining amount recognized in Accumulated other comprehensive income (loss) was evaluated to have no fair value upon the application of fresh start
accounting pursuant to the Plan. The carrying value of this amount was expensed to Gain on restructuring and reorganization, net in the Predecessor period.
The impact of the derivatives designated as cash flow hedges on the condensed consolidated financial statements is depicted below (amounts in thousands):
Successor Company

Effective portion of gain recognized in Accumulated other
comprehensive income (loss)
Effective portion of loss reclassified from Accumulated other
comprehensive income (loss) into Net income (loss) (a)

Predecessor Company

Period from September 1, 2019
through September 30,

Period from July 1, 2019
through August 31,

Three Months Ended
September 30,

2019

2019

2018

$

—

$

—

—

3,165

—

(104 )

(a) Amounts are included in Interest expense in the unaudited condensed consolidated statements of operations and comprehensive income (loss).
Successor Company

Effective portion of gain recognized in Accumulated other
comprehensive income (loss)
Effective portion of loss reclassified from Accumulated other
comprehensive income (loss) into Net income (loss) (a)

Predecessor Company

Period from September 1, 2019
through September 30,

Period from January 1,
2019 through August 31,

Nine Months Ended
September 30,

2019

2019

2018

$

—
—

$

—
(940 )

(a) Amounts are included in Interest expense in the unaudited condensed consolidated statements of operations and comprehensive income (loss).
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(8)

Fair Value Measurements

According to the FASB ASC Topic 820, Fair Value Measurement, fair value is defined as the amount that would be received for selling an asset or paid to transfer a liability in
an orderly transaction between market participants and requires that assets and liabilities carried at fair value are classified and disclosed in the following three categories:
•
•
•

Level 1 - Quoted prices for identical instruments in active
markets.
Level 2 - Quoted prices for similar instruments in active or inactive markets and valuations derived from models where all significant inputs are observable in active
markets.
Level 3 - Valuations derived from valuation techniques in which one or more significant inputs are unobservable in any
market.

The following summarizes the fair value level of assets and liabilities that are measured on a recurring basis atSeptember 30, 2019 and December 31, 2018 (amounts in
thousands):
Level 1

Level 2

Level 3

Total

September 30, 2019 (Successor)

Interest rate swap agreements - assets (a)
Interest rate swap agreements - liabilities (a)

$

—
—

—
—

—
—

—
—

Total

$

—

—

—

—

Interest rate swap agreements - assets (a)
Interest rate swap agreements - liabilities (a)

$

—
—

10,552
(6,039 )

—
—

10,552
(6,039 )

Total

$

—

4,513

—

4,513

December 31, 2018 (Predecessor)

(a) Swap asset values are included in non-current Other assets and Swap liability values are included in non-current Derivative financial instruments on the condensed
consolidated balance sheets.
The Company has determined that the significant inputs used to value the Swaps fall within Level 2 of the fair value hierarchy. As a result, the Company has determined that
its derivative valuations are classified in Level 2 of the fair value hierarchy.
Carrying values and fair values of financial instruments that are not carried at fair value are as follows (amounts in thousands):
Successor Company

Predecessor Company

September 30, 2019

December 31, 2018

Long term debt, including current portion:
Carrying value
Fair value (a)

994,000
925,660

1,816,450
1,218,606

(a) The fair value is based on market quotations from third party financial institutions and is classified as Level 2 in the
hierarchy.
The Company’s other financial instruments, including cash and cash equivalents, restricted cash, accounts receivable and accounts payable are carried at cost, which
approximates their fair value because of their short-term maturity.
(9)

Stockholder's Equity

Pursuant to the Company's certificate of incorporation adopted in accordance with the Plan, the Company is authorized to issue an aggregate of50,000,000 shares of stock
consisting of: (i) 45,000,000 shares of Common Stock and (ii) 5,000,000 shares of Preferred Stock.
Successor Common Stock
Holders of Common Stock are entitled to one vote for each share held. Common Stock will vote as a single class on all matters on which stockholders are entitled to vote, except
as otherwise provided in the certificate of incorporation or as required by law. Generally, all matters to be voted on by stockholders, other than the election of directors, must be
approved by a majority of the
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Common Stock, then-issued and outstanding. Subject to the rights of the holders of any series of Preferred Stock to elect directors under certain circumstances, directors shall
be elected by a plurality of the voting power present in person or represented by proxy and entitled to vote generally in the election of directors. No stockholder shall be entitled
to exercise the right of cumulative voting.
In connection with the Company’s emergence from Chapter 11 and in reliance upon the exemption from the registration requirements of the Securities Act of 1933, as amended
(the "Securities Act"), pursuant to Section 1145 of the Bankruptcy Code, the Company issued a total of 22,500,000 shares of Common Stock on August 30, 2019.
As of September 30, 2019, the Company had 22,500,000 issued and outstanding shares of Common Stock.
Successor Preferred Stock
The board of directors of the Company has the authority, without action by its stockholders, to designate and issue preferred stock of the Company in one or more series and to
designate the rights, powers, preferences and privileges of each series and any qualifications, limitations or restrictions thereof, which may be greater or less than the rights of
the Common Stock. As of September 30, 2019, no shares of preferred stock were issued.
Predecessor Accumulated Other Comprehensive Income (Loss)
The following table provides a summary of the changes in Accumulated other comprehensive income (loss) for the period from January 1, 2019 through August 31, 2019
(amounts in thousands):
Predecessor Company
Accumulated Other Comprehensive
Income (Loss)

Balance at December 31, 2018

$

7,608
(468 )

Balance at March 31, 2019
Reclassifications of unrealized loss on derivatives into Net loss, net of income tax of $0 (a)

$

7,140
(472 )

Balance at June 30, 2019
Fresh start adjustment (b)

$

6,668
(6,668 )

Balance at August 31, 2019

$

Reclassifications of unrealized loss on derivatives into Net loss, net of income tax of $0 (a)

—

(a) Amounts reclassified into Net loss are included in Interest expense on the condensed consolidated statements of operations. See note 7, Derivatives for further
information.
(b) The remaining amount recognized in Accumulated other comprehensive income (loss) was evaluated to have no fair value upon the application of fresh start
accounting pursuant to the Plan. See note 3, Fresh Start Accounting for further information.
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The following table provides a summary of the changes in Accumulated other comprehensive income (loss) for thenine months ended September 30, 2018 (amounts in
thousands):
Predecessor Company
Accumulated Other Comprehensive
Income (Loss)

Balance at December 31, 2017

$

Impact of adoption of ASU 2017-12
Adjusted balance at January 1, 2018

(6,770 )
13,668
738

Unrealized gain on derivatives recognized through Accumulated other comprehensive income (loss), net of income tax of $0
Reclassifications of unrealized loss on derivatives into Net loss, net of income tax of $0 (a)
Net period Other comprehensive income
Balance at March 31, 2018

14,406
$

7,636
5,096
425

$

13,157
3,165
104

Unrealized gain on derivatives recognized through Accumulated other comprehensive income (loss), net of income tax of $0
Reclassifications of unrealized loss on derivatives into Net loss, net of income tax of $0 (a)
Net period Other comprehensive income
Balance at June 30, 2018

(7,375 )
605

5,521

Unrealized gain on derivatives recognized through Accumulated other comprehensive income (loss), net of income tax of $0
Reclassifications of unrealized loss on derivatives into Net loss, net of income tax of $0 (a)

3,269

Net period Other comprehensive income
Balance at September 30, 2018

$

16,426

(a) Amounts reclassified into Net loss are included in Interest expense on the condensed consolidated statements of
operations.
(10)

Basic and Diluted Earnings Per Common Share

Basic earnings per common share ("EPS") is computed by dividing net income by the weighted average number of shares of Common Stock outstanding for the period.
Diluted EPS is computed by dividing net income by the sum of the weighted average number of shares of Common Stock outstanding and the effect of dilutive securities. For
the period from September 1, 2019 through September 30, 2019, there were no anti-dilutive securities outstanding. The weighted average number of basic and diluted shares of
Common Stock was 22,500,000 for the period from September 1, 2019 through September 30, 2019.
(11)

Commitments, Contingencies and Other Liabilities

The Company was named as a defendant in multiple putative class actions consolidated in U.S. District Court (Northern District of West Virginia) on behalf of purported
class(es) for persons who claim to have received telemarketing calls in violation of various state and federal laws. The actions were brought by plaintiffs seeking monetary
damages on behalf of all plaintiffs who received telemarketing calls made by a Monitronics Authorized Dealer, or any Authorized Dealer's lead generator or sub-dealer. In the
second quarter of 2017, the Company and the plaintiffs agreed to settle this litigation for $28,000,000 ("the Settlement Amount"). In the third quarter of 2017, the Company
paid $5,000,000 of the Settlement Amount pursuant to the settlement agreement with the plaintiffs. In the third quarter of 2018, the Company paid the remaining $23,000,000 of
the Settlement Amount. The Company recovered a portion of the Settlement Amount under its insurance policies held with multiple carriers. In the fourth quarter of 2018, we
settled our claims against two such carriers in which those carriers paid us an aggregate of $12,500,000. In April of 2019, Monitronics settled a claim against one such carrier in
which that carrier paid the Company $4,800,000.
In addition to the above, the Company is also involved in litigation and similar claims incidental to the conduct of its business, including from time to time, contractual disputes,
claims related to alleged security system failures and claims related to alleged violations of the U.S. Telephone Consumer Protection Act. Matters that are probable of
unfavorable outcome to the Company and which can be reasonably estimated are accrued. Such accruals are based on information known about the matters, management's
estimate of the outcomes of such matters and experience in contesting, litigating and settling similar matters. In
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management's opinion, none of the pending actions are likely to have a material adverse impact on the Company's financial position or results of operations. The Company
accrues and expenses legal fees related to loss contingency matters as incurred.
(12)

Revenue Recognition
Disaggregation of Revenue

Revenue is disaggregated by source of revenue as follows (in thousands):
Successor Company

Predecessor Company

Period from September 1, 2019
through September 30,
2019

Alarm monitoring revenue
Product and installation revenue
Other revenue
Total Net revenue

Period from July 1, 2019
through August 31,

Three Months Ended
September 30,

2019

2018

$

33,594
2,224
471

$

78,608
4,993
988

125,004
11,360
792

$

36,289

$

84,589

137,156

Successor Company

Predecessor Company

Period from September 1, 2019
through September 30,

Period from January 1, 2019
through August 31,

Nine Months Ended
September 30,

2019

2018

2019

Alarm monitoring revenue
Product and installation revenue
Other revenue
Total Net revenue

$

33,594
2,224
471

$

319,172
19,111
4,003

374,689
28,984
2,249

$

36,289

$

342,286

405,922

Contract Balances
The following table provides information about receivables, contract assets and contract liabilities from contracts with customers (in thousands):

Trade receivables, net
Contract assets, net - current portion (a)
Contract assets, net - long-term portion (b)
Deferred revenue

Successor Company

Predecessor Company

September 30,
2019

December 31,
2018

$

12,105
10,952
12,600
13,309

13,121
13,452
16,154
13,060

(a) Amount is included in Prepaid and other current assets in the unaudited condensed consolidated balance sheets.
(b) Amount is included in Other assets in the unaudited condensed consolidated balance sheets.

(13)

Leases

The Company primarily leases buildings and equipment. The Company determines if a contract is a lease at the inception of the arrangement. The Company reviews all options
to extend, terminate, or purchase its right of use assets at the inception of the lease and accounts for these options when they are reasonably certain of being exercised. Certain
real estate leases contain lease and non-lease components, which are accounted for separately.
Leases with an initial term of 12 months or less are not recorded on the condensed consolidated balance sheet. Lease expense for these leases is recognized on a straight-line
basis over the lease term.
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All of the Company's leases are currently determined to be operating leases.
Components of Lease Expense
The components of lease expense were as follows (in thousands):

Operating lease cost (a)
Operating lease cost (b)
Total operating lease cost

Successor Company

Predecessor Company

Period from September 1, 2019
through September 30,

Period from July 1, 2019 through
August 31,

$

34
320

$

70
624

$

354

$

694

(a) Amount is included in Cost of services in the unaudited condensed consolidated statements of operations.
(b) Amount is included in Selling, general and administrative, including stock-based and long-term incentive compensation in the unaudited condensed consolidated
statements of operations.

Operating lease cost (a)
Operating lease cost (b)
Total operating lease cost

Successor Company

Predecessor Company

Period from September 1, 2019
through September 30,

Period from January 1, 2019
through August 31,

$

34
320

$

321
2,595

$

354

$

2,916

(a) Amount is included in Cost of services in the unaudited condensed consolidated statements of operations.
(b) Amount is included in Selling, general and administrative, including stock-based and long-term incentive compensation in the unaudited condensed consolidated
statements of operations.
Remaining Lease Term and Discount Rate
The following table presents the weighted-average remaining lease term and the weighted-average discount rate:
As of September 30, 2019

Weighted-average remaining lease term for operating leases (in years)
Weighted-average discount rate for operating leases

9.9
11.8 %

All of the Company's lease contracts do not provide a readily determinable implicit rate. For these contracts, the Company's estimated incremental borrowing rate is based on
information available either upon adoption of ASU 2016-02 or at the inception of the lease.
Supplemental Cash Flow Information
The following is the supplemental cash flow information associated with the Company's leases (in thousands):

Cash paid for amounts included in the measurement of lease liabilities
Operating cash flows from operating leases

$
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Successor Company

Predecessor Company

Period from September 1, 2019
through September 30,

Period from January 1, 2019
through August 31,

2019

2019

345

$

2,804
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Maturities of Lease Liabilities
As of September 30, 2019, maturities of lease liabilities were as follows:
Remainder of 2019
2020
2021
2022
2023
Thereafter

$

758
3,980
3,195
3,069
3,087
20,329

Total lease payments
Less: Interest

$

34,418
(14,653 )

Total lease obligations

$

19,765

Disclosures Related to Periods Prior to Adoption of ASU 2016-02
The Company adopted ASU 2016-02 using a modified retrospective method at January 1, 2019 as described innote 4, Recent Accounting Pronouncements. As required, the
following disclosure is provided for periods prior to adoption. Minimum lease commitments as of December 31, 2018 that have initial or remaining noncancelable lease terms
in excess of one year are as follows (in thousands):
Year Ended December 31:

2019
2020
2021
2022
2023
Thereafter

$

4,628
4,207
3,093
3,068
3,087
20,329

Minimum lease commitments

$

38,412

(14)

Consolidating Guarantor Financial Information

Monitronics (the "Parent Issuer") entered into the Successor Takeback Loan Facility and the Successor Credit Facilities and both are guaranteed by all of the Company's existing
domestic subsidiaries. Consolidating guarantor financial information has not been presented in this Form 10-Q as substantially all of the Company's operations are now
conducted by the Parent Issuer entity. The Company believes that disclosing such information would not provide investors with any additional information that would be
material in evaluating the sufficiency of the guarantees.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Certain statements in this Quarterly Report on Form 10-Q constitute forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995,
including statements regarding our business, marketing and operating strategies, new service offerings, the availability of capital, financial prospects, anticipated sources and
uses of capital. Where, in any forward-looking statement, we express an expectation or belief as to future results or events, such expectation or belief is expressed in good faith
and believed to have a reasonable basis, but there can be no assurance that the expectation or belief will result or be achieved or accomplished. The following include some but
not all of the factors that could cause actual results or events to differ materially from those anticipated:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

macroeconomic conditions and their effect on the general economy and on the U.S. housing market, in particular single family homes, which represent our largest
demographic;
uncertainties in the development of our business strategies, including the rebranding to Brinks Home Security and market acceptance of new products and
services;
the competitive environment in which we operate, in particular, increasing competition in the alarm monitoring industry from larger existing competitors and new
market entrants, including well-financed technology, telecommunications and cable companies;
the development of new services or service innovations by
competitors;
our ability to acquire and integrate additional accounts, including competition for dealers with other alarm monitoring companies which could cause an increase in
expected subscriber acquisition costs;
technological changes which could result in the obsolescence of currently utilized technology with the need for significant upgrade expenditures, including the phase
out of 2G, 3G and CDMA networks by cellular carriers;
the trend away from the use of public switched telephone network lines and the resultant increase in servicing costs associated with alternative methods of
communication;
our high degree of leverage and the restrictive covenants governing its
indebtedness;
the operating performance of our network, including the potential for service disruptions at both the main monitoring facility and back-up monitoring facility due to
acts of nature or technology deficiencies, and the potential of security breaches related to network or customer information;
the outcome of any pending, threatened, or future litigation, including potential liability for failure to respond adequately to alarm
activations;
the ability to continue to obtain insurance coverage sufficient to hedge our risk exposures, including as a result of acts of third parties and/or alleged regulatory
violations;
changes in the nature of strategic relationships with original equipment manufacturers, dealers and other of our business
partners;
the reliability and creditworthiness of our independent alarm systems dealers and
subscribers;
changes in our expected rate of subscriber
attrition;
availability of, and our ability to retain, qualified
personnel;
integration of acquired assets and
businesses;
the regulatory environment in which we operate, including the multiplicity of jurisdictions, state and federal consumer protection laws and licensing requirements to
which we and/or our dealers are subject and the risk of new regulations, such as the increasing adoption of "false alarm" ordinances; and
general business conditions and industry
trends.

For additional risk factors, please see Part I, Item 1A, Risk Factors, in our Annual Report on Form 10-K for the year ended December 31,2018 (the "2018 Form 10-K") and
Part II, Item 1A, Risk Factors in this Quarterly Report on Form 10-Q. These forward-looking statements and such risks, uncertainties and other factors speak only as of the date
of this Quarterly Report, and we expressly disclaim any obligation or undertaking to disseminate any updates or revisions to any forward-looking statement contained herein, to
reflect any change in our expectations with regard thereto, or any other change in events, conditions or circumstances on which any such statement is based.
The following discussion and analysis provides information concerning our results of operations and financial condition. This discussion should be read in conjunction with our
accompanying condensed consolidated financial statements and the notes thereto included elsewhere herein and the 2018 Form 10-K.
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Overview
Monitronics International, Inc. and its subsidiaries (collectively, "Monitronics" or the "Company", doing business as Brinks Home SecurityTM) provide residential customers
and commercial client accounts with monitored home and business security systems, as well as interactive and home automation services, in the United States, Canada and
Puerto Rico. Monitronics customers are obtained through our direct-to-consumer sales channel (the "Direct to Consumer Channel"), which offers both Do-It-Yourself and
professional installation security solutions and our exclusive authorized dealer network (the "Dealer Channel"), which provides product and installation services, as well as
support to customers.
As previously disclosed, on June 30, 2019 (the "Petition Date"), Monitronics and certain of its domestic subsidiaries (collectively, the "Debtors"), filed voluntary petitions for
relief (collectively, the "Petitions" and, the cases commenced thereby, the "Chapter 11 Cases") under chapter 11 of title 11 of the United States Code (the "Bankruptcy Code") in
the United States Bankruptcy Court for the Southern District of Texas (the "Bankruptcy Court"). The Debtors' Chapter 11 Cases were jointly administered under the caption In
re Monitronics International, Inc., et al., Case No. 19-33650. On August 7, 2019, the Bankruptcy Court entered an order, Docket No. 199 (the "Confirmation Order"),
confirming and approving the Debtors' Joint Partial Prepackaged Plan of Reorganization (including all exhibits thereto, and a modified by the Confirmation order, the "Plan")
that was previously filed with the Bankruptcy Court on June 30, 2019. On August 30, 2019 (the "Effective Date"), the conditions to the effectiveness of the Plan were satisfied
and the Company emerged from Chapter 11 after completing a series of transactions through which the Company and its former parent, Ascent Capital Group, Inc. ("Ascent
Capital") merged (the "Merger") in accordance with the terms of the Agreement and Plan of Merger, dated as of May 24, 2019 (the "Merger Agreement"). Monitronics was the
surviving corporation and, immediately following the Merger, was redomiciled in Delaware in accordance with the terms of the Merger Agreement.
Upon emergence from Chapter 11 on the Effective Date, the Company has applied Accounting Standards Codification ("ASC") 852,Reorganizations ("ASC 852"), in preparing
its consolidated financial statements (see Note 2, Emergence from Bankruptcy and Note 3, Fresh Start Accounting). As a result of the application of fresh start accounting and
the effects of the implementation of the Plan, a new entity for financial reporting purposes was created. The Company selected a convenience date of August 31, 2019 for
purposes of applying fresh start accounting as the activity between the convenience date and the Effective Date did not result in a material difference in the financial results.
References to "Successor" or "Successor Company" relate to the balance sheet and results of operations of Monitronics on and subsequent to September 1, 2019. References to
"Predecessor" or "Predecessor Company" refer to the balance sheet and results of operations of Monitronics prior to September 1, 2019. With the exception of interest expense,
the Company's operating results and key operating performance measures on a consolidated basis were not materially impacted by the reorganization. As such, references to the
"Company" could refer to either the Predecessor or Successor periods, as defined.
Strategic Initiatives
In recent years, Monitronics has implemented several initiatives related to account growth, creation costs, attrition and margin improvements to combat decreases in the
generation of new subscriber accounts and negative trends in subscriber attrition.
Account Growth
We believe that generating account growth at a reasonable cost is essential to scaling our business and generating stakeholder value. The Company currently generates new
accounts through both our Dealer and Direct to Consumer Channels. Our ability to grow new accounts in the future will be impacted by our ability to adjust to changes in
consumer buying behavior and increased competition from technology, telecommunications and cable companies. The Company currently has several initiatives in place to
drive profitable account growth, which include:
•
•
•
•
•

Enhancing our brand recognition with consumers, which we believe is bolstered by the rebranding to Brinks Home
Security,
Differentiating and profitably growing our Direct to Consumer Channel under the Brinks Home Security
brand,
Recruiting and retaining high quality dealers into the Monitronics Authorized Dealer
Program,
Assisting new and existing dealers with training and marketing initiatives to increase
productivity,
Offering third party equipment financing to consumers, which is expected to assist in driving account growth at lower creation
costs.
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Creation Cost Efficiency
We also consider the management of creation costs to be a key driver in improving the Company's financial results. Generating accounts at lower creation costs per account
would improve the Company's profitability and cash flows. The initiatives related to managing creation costs include:
•
•
•

Improving performance in our Direct to Consumer Channel including generating higher quality leads at favorable cost, increasing sales close rates and enhancing our
customer activation process,
Negotiating lower subscriber account purchase price multiples in our Dealer Channel,
and
Expanding the use and availability of third party financing, which will drive down net creation
costs.
Attrition

While we have also experienced higher subscriber attrition rates in the past few years, we have continued to develop our efforts to manage subscriber attrition, which we believe
will help drive increases in our subscriber base and stakeholder value. The Company currently has several initiatives in place to reduce subscriber attrition, which include:
•
•
•
•
•

Maintaining high customer service
levels,
Effectively managing the credit quality of new
customers,
Expanding our efforts to both retain customers who have indicated a desire to cancel service and win-back previous
customers,
Using predictive modeling to identify subscribers with a higher risk of cancellation and engaging with these subscribers to obtain contract extensions on terms
favorable to the Company, and
Implementing effective pricing
strategies.
Margin Improvement

We have also adopted initiatives to reduce expenses and improve our financial results, which include:
•
•
•

Reducing our operating costs by right sizing the cost structure to the business and leveraging our
scale,
Increasing use of automation,
and
Implementing more sophisticated purchasing
techniques.

While there are uncertainties related to the successful implementation of the foregoing initiatives impacting the Company's ability to achieve net profitability and positive cash
flows in the near term, we believe they will position the Company to improve its operating performance, increase cash flows and create stakeholder value over the long-term.
Accounts Acquired
For the Three Months Ended September 30, 2019
During the three months ended September 30, 2019 and 2018, the Company acquired 21,228 and 33,065 subscriber accounts, respectively, through our Dealer and Direct to
Consumer Channels. The decrease in accounts acquired for the three months ended September 30, 2019 is principally due to year over year decline in accounts acquired from
bulk buys and fewer accounts generated in the Direct to Consumer Channel. During the three months ended September 30, 2019, Direct to Consumer accounts generated were
impacted by the Company's decision to reduce equipment subsidies offered to new customers with the goal of reducing creation costs and improving credit quality. There were
no bulk buys during the three months ended September 30, 2019 as compared to approximately 6,700 accounts in the prior year period.
Recurring monthly revenue ("RMR") acquired during the three months ended September 30, 2019 and 2018 was $1,032,000 and $1,589,000, respectively.
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For the Nine Months Ended September 30, 2019
During the nine months ended September 30, 2019 and 2018, the Company acquired 63,974 and 91,995 subscriber accounts, respectively, through our Dealer and Direct to
Consumer Channels. The decrease in accounts acquired for the nine months ended September 30, 2019 is due to year over decline in accounts generated in the Direct to
Consumer Channel and fewer accounts acquired from bulk buys, partially offset by an increase in accounts acquired from the Dealer Channel. There were no bulk buys during
the nine months ended September 30, 2019 as compared to approximately 17,600 accounts in the prior year period.
RMR acquired during the nine months ended September 30, 2019 and 2018 was $3,098,000 and $4,335,000, respectively.
Attrition
Account cancellations, otherwise referred to as subscriber attrition, has a direct impact on the number of subscribers that the Company services and on its financial results,
including revenues, operating income and cash flow. A portion of the subscriber base can be expected to cancel their service every year. Subscribers may choose not to renew
or to terminate their contract for a variety of reasons, including relocation, cost, switching to a competitor's service, limited use by the subscriber or low perceived value. The
largest categories of cancelled accounts relate to subscriber relocation or those cancelled due to non-payment. The Company defines its attrition rate as the number of cancelled
accounts in a given period divided by the weighted average number of subscribers for that period. The Company considers an account cancelled if payment from the subscriber
is deemed uncollectible or if the subscriber cancels for various reasons. If a subscriber relocates but continues its service, it is not a cancellation. If the subscriber relocates,
discontinues its service and a new subscriber assumes the original subscriber's service and continues the revenue stream, it is not a cancellation. The Company adjusts the
number of cancelled accounts by excluding those that are contractually guaranteed by its dealers. The typical dealer contract provides that if a subscriber cancels in the first
year of its contract, the dealer must either replace the cancelled account with a new one or refund to the Company the cost paid to acquire the contract. To help ensure the
dealer's obligation to the Company, the Company typically maintains a dealer funded holdback reserve ranging from 5-8% of subscriber accounts in the guarantee period. In
some cases, the amount of the holdback liability is less than actual attrition experience.
The table below presents subscriber data for the twelve months ended September 30, 2019 and 2018:
Twelve Months Ended
September 30,
2019

Beginning balance of accounts
Accounts acquired
Accounts cancelled
Cancelled accounts guaranteed by dealer and other adjustments (a)

2018

942,157
84,899
(156,047 )
(5,161 )

998,087
110,358
(161,657 )
(4,631 )

Ending balance of accounts

865,848

942,157

Monthly weighted average accounts

903,424

965,026

Attrition rate - Unit

17.3 %

16.8 %

Attrition rate - RMR (b)

17.6 %

14.1 %

(a) Includes cancelled accounts that are contractually guaranteed to be refunded from
holdback.
(b) The RMR of cancelled accounts follows the same definition as subscriber unit attrition as noted above. RMR attrition is defined as the RMR of cancelled accounts
in a given period, adjusted for the impact of price increases or decreases in that period, divided by the weighted average of RMR for that period.
The unit attrition rate for the twelve months endedSeptember 30, 2019 and 2018 was 17.3% and 16.8%, respectively. The RMR attrition rate for the twelve months ended
September 30, 2019 and 2018 was 17.6% and 14.1%, respectively. Contributing to the increase in unit and RMR attrition were fewer customers under contract or in the dealer
guarantee period for the twelve months ended September 30, 2019, as compared to the prior period, as well as some impact from competition, including new market entrants.
The increase in the RMR attrition rate for the twelve months ended September 30, 2019 was also impacted by price guarantees and a less aggressive price increase strategy in
the first nine months of 2019.
We analyze our attrition by classifying accounts into annual pools based on the year of acquisition. We then track the number of cancelled accounts as a percentage of the
initial number of accounts acquired for each pool for each year subsequent to its
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acquisition. Based on the average cancellation rate across the pools, the Company's attrition rate is generally very low within the initial 12 month period after considering the
accounts which were replaced or refunded by the dealers at no additional cost to the Company. Over the next few years of the subscriber account life, the number of subscribers
that cancel as a percentage of the initial number of subscribers in that pool gradually increases and historically has peaked following the end of the initial contract term, which is
typically three to five years. Subsequent to the peak following the end of the initial contract term, the number of subscribers that cancel as a percentage of the initial number of
subscribers in that pool normalizes.
Adjusted EBITDA
We evaluate the performance of our operations based on financial measures such as revenue and "Adjusted EBITDA." Adjusted EBITDA is a non-GAAP measure and is
defined as net income (loss) before interest expense, interest income, income taxes, depreciation, amortization (including the amortization of subscriber accounts, dealer
network and other intangible assets), restructuring charges, stock-based compensation, and other non-cash or non-recurring charges. We believe that Adjusted EBITDA is an
important indicator of the operational strength and performance of our business. In addition, this measure is used by management to evaluate operating results and perform
analytical comparisons and identify strategies to improve performance. Adjusted EBITDA is also a measure that is customarily used by financial analysts to evaluate the
financial performance of companies in the security alarm monitoring industry and is one of the financial measures, subject to certain adjustments, by which our covenants are
calculated under the agreements governing our debt obligations. Adjusted EBITDA does not represent cash flow from operations as defined by generally accepted accounting
principles in the United States ("GAAP"), should not be construed as an alternative to net income or loss and is indicative neither of our results of operations nor of cash flows
available to fund all of our cash needs. It is, however, a measurement that we believe is useful to investors in analyzing our operating performance. Accordingly, Adjusted
EBITDA should be considered in addition to, but not as a substitute for, net income, cash flow provided by operating activities and other measures of financial performance
prepared in accordance with GAAP. Adjusted EBITDA is a non-GAAP financial measure. As companies often define non-GAAP financial measures differently, Adjusted
EBITDA as calculated by Monitronics should not be compared to any similarly titled measures reported by other companies.
30

Table of Contents
Results of Operations
Three Months Ended September 30, 2019 Compared to Three Months Ended September 30, 2018
The following table sets forth selected data from the accompanying condensed consolidated statements of operations and comprehensive income (loss) for the periods indicated
(dollar amounts in thousands).
Fresh Start Accounting Adjustments. With the exception of interest expense, the Company's operating results and key operating performance measures on a
consolidated basis were not materially impacted by the reorganization. We believe that certain of our consolidated operating results for the period from July 1, 2019 through
August 31, 2019 when combined with our consolidated operating results for the period from September 1, 2019 through September 30, 2019 is comparable to certain operating
results from the comparable prior year period. Accordingly, we believe that discussing the non-GAAP combined results of operations and cash flows of the Predecessor
Company and the Successor Company for the three month period ended September 30, 2019 is useful when analyzing certain performance measures.
Successor Company
Non-GAAP
Combined Three
Months Ended
September 30,

Period from
September 1, 2019
through September
30,

2019

Net revenue
$
Cost of services
Selling, general and administrative, including stock-based and longterm incentive compensation
Amortization of subscriber accounts, deferred contract acquisition costs
and other intangible assets
Interest expense
Income (loss) before income taxes
Income tax expense
Net income (loss)
Adjusted EBITDA (a)
Adjusted EBITDA as a percentage of Net revenue
Expensed Subscriber acquisition costs, net
Gross subscriber acquisition costs
Revenue associated with subscriber acquisition costs
Expensed Subscriber acquisition costs, net

Predecessor Company
Period from July 1,
2019 through August
31,

Three Months Ended
September 30,

2019

2018

2019

120,878
28,962

$

36,289
8,976

$

84,589
19,986

137,156
35,059

32,370

11,390

20,980

34,266

49,810
34,586
674,220
642
673,578

17,302
7,474
(10,603 )
204
(10,807 )

32,508
27,112
684,823
438
684,385

52,671
39,077
(32,494 )
1,346
(33,840 )

62,502
51.7 %

17,144
47.2 %

45,358
53.6 %

71,282
52.0 %

$

9,710
(1,925 )

$

2,958
(534 )

$

6,752
(1,391 )

14,098
(722 )

$

7,785

$

2,424

$

5,361

13,376

(a) See reconciliation of Net income (loss) to Adjusted EBITDA
below.
Net revenue. Net revenue decreased $16,278,000, or 11.9%, for the three months ended September 30, 2019, as compared to the corresponding prior year period. The
decrease in net revenue is attributable to the lower average number of subscribers in the third quarter of 2019 as compared to the corresponding prior year period. Net revenue
also reflects the negative impact of a $5,277,000 fair value adjustment that reduced deferred revenue upon the Company's emergence from bankruptcy in accordance with ASC
852. Due to recent strategy changes in our product pricing, these decreases were partially offset by increases in product sales revenue to both our new customers in our Direct to
Consumer Channel and to our existing customers as part of upgrade retention offers. Furthermore, revenue was favorably impacted by increases in average RMR per subscriber
for the third quarter of 2019, as compared to the corresponding prior year period.
Cost of services. Cost of services decreased $6,097,000, or 17.4%, for the three months ended September 30, 2019, as compared to the corresponding prior year
period. The decrease for the three months ended September 30, 2019 is primarily attributable to the impact of lower product sales volume (subscriber acquisition costs) seen in
the Company's Direct to
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Consumer Channel, as discussed "Accounts Acquired" above. Subscriber acquisition costs, which include expensed equipment and labor costs associated with the creation of
new subscribers, decreased to $2,241,000 for the three months ended September 30, 2019 as compared to $4,591,000 for the three months ended September 30, 2018. Also
contributing to the decrease are lower field service costs and decreased headcount. Cost of services as a percentage of net revenue, excluding the effect of the fair value
adjustment, decreased from 25.6% for the three months ended September 30, 2018 to 23.0% for the three months ended September 30, 2019.
Selling, general and administrative. Selling, general and administrative costs ("SG&A") decreased $1,896,000, or 5.5%, for the three months ended September 30,
2019, as compared to the corresponding prior year period. The decrease is attributable to reduced subscriber acquisition selling and marketing costs associated with the creation
of new subscribers and $3,060,000 of the Company's rebranding expense recognized in the three months endedSeptember 30, 2018 that was not incurred in the current period.
Subscriber acquisition costs included in SG&A decreased to $7,469,000 for the three months ended September 30, 2019 as compared to $9,507,000 for the three months ended
September 30, 2018. These decreases are partially offset by increased consulting fees relating to integration and implementation of various company initiatives and increased
Topic 606 contract asset impairment costs incurred during the three months ended September 30, 2019. SG&A as a percentage of net revenue, excluding the effect of the fair
value adjustment, increased from 25.0% for the three months ended September 30, 2018 to 25.7% for the three months ended September 30, 2019.
Amortization of subscriber accounts, deferred contract acquisition costs and other intangible assets. Amortization of subscriber accounts, deferred contract
acquisition costs and other intangible assets decreased $2,861,000, or 5.4%, for the three months ended September 30, 2019, as compared to the corresponding prior year period.
The decrease is related to a lower number of subscriber accounts purchased in the last twelve months ended September 30, 2019 compared to the prior corresponding period.
This decrease is being offset by the impact of the fresh start adjustments, in which the existing subscriber accounts as of August 31, 2019 were stated at fair value and set up on
the 14-year 235% double-declining curve. This curve is shorter than the methodology utilized on newly generated subscriber accounts, due to the various aged vintages of the
Company's subscriber base at August 31, 2019. The shorter amortization curve results in higher amortization expense per period. Additionally contributing to the offset is
amortization on the newly established Dealer Network asset recognized upon the Company's emergence from bankruptcy.
Interest expense. Interest expense decreased $4,491,000, or 11.5%, for the three months ended September 30, 2019, as compared to the corresponding prior year
period. The decrease in interest expense is attributable to the Company's decreased outstanding debt balances upon the reorganization, primarily related to the retirement of the
Company's 9.125% Senior Notes.
Income tax expense. The Company had pre-tax income of $674,220,000 and income tax expense of $642,000 for the three months ended September 30, 2019. The
driver behind the pre-tax income for the three months ended September 30, 2019 is the gain on restructuring and reorganization of $702,824,000 recognized during the three
months ended September 30, 2019, primarily due to gains recognized on the conversion from debt to equity and discounted cash settlement of the Predecessor Company's high
yield senior notes in accordance with the Company's bankruptcy Plan. There are no income tax impacts from this gain due to net operating loss carryforwards available for the
2019 tax year. Income tax expense for the three months ended September 30, 2019 is attributable to the Company's state tax expense incurred from Texas margin tax. The
Company had pre-tax loss of $32,494,000 and income tax expense of $1,346,000 for the three months ended September 30, 2018. Income tax expense for the three months
ended September 30, 2018 is attributable to the Company's state tax expense incurred from Texas margin tax and the deferred tax impact from amortization of deductible
goodwill related to the Company's business acquisitions.
Net income (loss). The Company had net income of $673,578,000 for the three months ended September 30, 2019, as compared to a net loss of 33,840,000 for the three
months ended September 30, 2018. The driver behind the net income for the three months ended September 30, 2019 is the gain on restructuring and reorganization of
$702,824,000 recognized during the three months ended September 30, 2019, primarily due to gains recognized on the conversion from debt to equity and discounted cash
settlement of the Predecessor Company's high yield senior notes in accordance with the Company's bankruptcy plan.
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Nine Months Ended September 30, 2019 Compared to Nine Months Ended September 30, 2018
The following table sets forth selected data from the accompanying condensed consolidated statements of operations and comprehensive income (loss) for the periods indicated
(dollar amounts in thousands).
Fresh Start Accounting Adjustments. With the exception of interest expense, the Company's operating results and key operating performance measures on a
consolidated basis were not materially impacted by the reorganization. We believe that certain of our consolidated operating results for the period from January 1, 2019 through
August 31, 2019 when combined with our consolidated operating results for the period from September 1, 2019 through September 30, 2019 is comparable to certain operating
results from the comparable prior year period. Accordingly, we believe that discussing the non-GAAP combined results of operations and cash flows of the Predecessor
Company and the Successor Company for the nine month period ended September 30, 2019 is useful when analyzing certain performance measures.
Successor Company
Non-GAAP
Combined Nine
Months Ended
September 30,

Period from
September 1, 2019
through September
30,

2019

Period from January
1, 2019 through
August 31,

Nine Months Ended
September 30,

2019

2018

2019

Net revenue
$
Cost of services
Selling, general and administrative, including stock-based and long-term
incentive compensation
Amortization of subscriber accounts, deferred contract acquisition costs
and other intangible assets
Interest expense
Income (loss) before income taxes
Income tax expense
Net income (loss)

91,755
148,093
112,555
589,585
1,979
587,606

Adjusted EBITDA (a)
Adjusted EBITDA as a percentage of Net revenue

$

204,517
54.0 %

$

17,144
47.2 %

$

187,373
54.7 %

213,480
52.6 %

$

27,902
(6,021 )

$

2,958
(534 )

$

24,944
(5,487 )

38,923
(3,489 )

$

21,881

$

2,424

$

19,457

35,434

Expensed Subscriber acquisition costs, net
Gross subscriber acquisition costs
Revenue associated with subscriber acquisition costs
Expensed Subscriber acquisition costs, net

378,575
84,262

Predecessor Company

$

36,289
8,976

$

342,286
75,286

405,922
100,807

11,390

80,365

98,935

17,302
7,474
(10,603 )
204
(10,807 )

130,791
105,081
600,188
1,775
598,413

160,973
114,550
(297,800 )
4,039
(301,839 )

(a) See reconciliation of Net income (loss) to Adjusted EBITDA
below.
Net revenue. Net revenue decreased $27,347,000, or 6.7%, for the nine months ended September 30, 2019, as compared to the corresponding prior year period. The
decrease in net revenue is attributable to the lower average number of subscribers in 2019. Net revenue also reflects the negative impact of a $5,277,000 fair value adjustment
that reduced deferred revenue upon the Company's emergence from bankruptcy in accordance with ASC 852. In addition, the Company recognized a decrease in revenue of
$4,503,000 for the nine months ended September 30, 2019 as compared to an increase in revenue of $6,986,000 for the nine months ended September 30, 2018, related to
changes in Topic 606 contract assets. These decreases were partially offset by an increase in average RMR per subscriber due to certain price increases enacted during the past
twelve months and increased product sales revenue to both our new customers in our Direct to Consumer Channel and to our existing customers as part of upgrade retention
offers. Average RMR per subscriber increased from $45.12 as of September 30, 2018 to $45.29 as of September 30, 2019.
Cost of services. Cost of services decreased $16,545,000, or 16.4%, for the nine months ended September 30, 2019, as compared to the corresponding prior year
period. The decrease for the nine months ended September 30, 2019 is primarily attributable to decreased field service costs and a decrease in expensed subscriber acquisition
costs. Subscriber acquisition
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costs, which include expensed equipment and labor costs associated with the creation of new subscribers, decreased to $7,085,000 for thenine months ended September 30,
2019, as compared to $12,521,000 for the nine months ended September 30, 2018 due to lower product sales volume in the Company's Direct to Consumer Channel as discussed
above. Cost of services as a percentage of net revenue, excluding the effect of the fair value adjustment, decreased from 24.8% for the nine months ended September 30, 2018 to
22.0% for the nine months ended September 30, 2019.
Selling, general and administrative. Selling, general and administrative costs ("SG&A") decreased $7,180,000, or 7.3%, for the nine months ended September 30,
2019, as compared to the corresponding prior year period. Subscriber acquisition costs included in SG&A decreased to $20,817,000 for the nine months ended September 30,
2019, as compared to $26,402,000 for the nine months ended September 30, 2018 due to reduced subscriber acquisition selling and marketing costs associated with the creation
of new subscribers. Also contributing to the year to date decreases in SG&A was the Company receiving a $4,800,000 insurance receivable settlement in April 2019 from an
insurance carrier that provided coverage related to the 2017 class action litigation of alleged violation of telemarketing laws and rebrand expenses recognized in the nine months
ended September 30, 2018 of $6,355,000. These decreases are partially offset by a legal settlement received in the second quarter of 2018 for $983,000, increased consulting
fees on integration and implementation of various company initiatives and increased Topic 606 contract asset impairment costs incurred during the nine months ended
September 30, 2019. SG&A as a percentage of net revenue, excluding the effect of the fair value adjustment, decreased from 24.4% for the nine months ended September 30,
2018 to 23.9% for the nine months ended September 30, 2019.
Amortization of subscriber accounts, deferred contract acquisition costs and other intangible assets. Amortization of subscriber accounts, deferred contract
acquisition costs and other intangible assets decreased $12,880,000, or 8.0%, for the nine months ended September 30, 2019, as compared to the corresponding prior year
period. The decrease is related to a lower number of subscriber accounts purchased in the last twelve months ended September 30, 2019 compared to the prior corresponding
period. This decrease is being offset by the impact of the fresh start adjustments, in which the existing subscriber accounts as of August 31, 2019 were stated at fair value and
set up on the 14-year 235% double-declining curve. This curve is shorter than the methodology utilized on newly generated subscriber accounts, due to the various aged
vintages of the Company's subscriber base at August 31, 2019. The shorter amortization curve results in higher amortization expense per period. Additionally contributing to the
offset is amortization on the newly established Dealer Network asset recognized upon the Company's emergence from bankruptcy.
Interest expense. Interest expense decreased $1,995,000, or 1.7%, for the nine months ended September 30, 2019, as compared to the corresponding prior year period.
The decrease in interest expense is attributable to the Company's decreased outstanding debt balances upon the reorganization, primarily related to the retirement of the
Company's 9.125% Senior Notes. Offsetting the decreases seen in the third quarter of 2019, were increases in interest expense prior to and in the bankruptcy, due to higher debt
outstanding and higher interest rates.
Income tax expense. The Company had pre-tax income of $589,585,000 and income tax expense of $1,979,000 for the nine months ended September 30, 2019. The
driver behind the pre-tax income for the nine months ended September 30, 2019 is the gain on restructuring and reorganization of $669,722,000 recognized during the nine
months ended September 30, 2019, primarily due to gains recognized on the conversion from debt to equity and discounted cash settlement of the Predecessor Company's high
yield senior notes in accordance with the Company's bankruptcy Plan. There are no income tax impacts from this gain due to net operating loss carryforwards available for the
2019 tax year. Income tax expense for the nine months ended September 30, 2019 is attributable to the Company's state tax expense incurred from Texas margin tax. The
Company had pre-tax loss of $297,800,000 and income tax expense of $4,039,000 for the nine months ended September 30, 2018. Income tax expense for the nine months
ended September 30, 2018 is attributable to the Company's state tax expense incurred from Texas margin tax and the deferred tax impact from amortization of deductible
goodwill related to the Company's business acquisitions.
Net income (loss). The Company had net income of $587,606,000 for the nine months ended September 30, 2019, as compared to a net loss of $301,839,000 for the
nine months ended September 30, 2018. The driver behind the net income for the nine months ended September 30, 2019 is the gain on restructuring and reorganization of
$669,722,000 recognized during the nine months ended September 30, 2019, primarily due to gains recognized on the conversion from debt to equity and discounted cash
settlement of the Predecessor Company's high yield senior notes in accordance with the Company's bankruptcy plan. This gain was offset by net loss generated from normal
operations as discussed above. The net loss for the nine months ended September 30, 2018 was caused largely by the goodwill impairment of $214,400,000 recognized in the
second quarter of 2018 and net losses generated from normal operations.
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Adjusted EBITDA
Three Months Ended September 30, 2019 Compared to Three Months Ended September 30, 2018
The following table provide a reconciliation of Net loss to total Adjusted EBITDA for the periods indicated (amounts in thousands):
Successor Company
Non-GAAP
Combined Three
Months Ended
September 30,

Period from
September 1, 2019
through September
30,

2019

Net income (loss)
Amortization of subscriber accounts, deferred contract acquisition costs
and other intangible assets
Depreciation
Radio conversion costs
Stock-based compensation
Long-term incentive compensation
LiveWatch acquisition contingent bonus charges
Rebranding marketing program
Integration / implementation of company initiatives
Gain on revaluation of acquisition dealer liabilities
Gain on restructuring and reorganization, net
Interest expense
Refinancing expense
Income tax expense
Adjusted EBITDA

$

Period from July 1,
2019 through August
31,

Three Months Ended
September 30,

2019

2018

2019

673,578

$

49,810
1,998
1,756
266
107
—
—
2,583
—
(702,824 )
34,586
—
642
$

Predecessor Company

62,502

(10,807)

$

17,302
925
825
—
67
—
—
1,154
—
—
7,474
—
204
$

17,144

$

684,385

(33,840 )

32,508
1,073
931
266
40
—
—
1,429
—
(702,824 )
27,112
—
438

52,671
2,880
—
373
—
63
3,060
195
(240 )
—
39,077
5,697
1,346

45,358

71,282

Adjusted EBITDA decreased $8,780,000, or 12.3%, for the three months ended September 30, 2019, as compared to the corresponding prior year period. Thedecrease for the
three months ended September 30, 2019 is primarily the result of decreases in net revenue, including the effect of the $5,277,000 fair value adjustment, offset by favorable
decreases in cost of services and SG&A, including subscriber acquisition costs.
Expensed Subscriber acquisition costs, net. Subscriber acquisition costs, net decreased to $7,785,000 for the three months ended September 30, 2019 as compared to
$13,376,000 for the three months ended September 30, 2018. The decrease in subscriber acquisition costs, net is primarily attributable to decreased production volume in the
Company's Direct to Consumer Channel year over year.
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Nine Months Ended September 30, 2019 Compared to Nine Months Ended September 30, 2018
The following table provide a reconciliation of Net loss to total Adjusted EBITDA for the periods indicated (amounts in thousands):
Successor Company
Non-GAAP
Combined Nine
Months Ended
September 30,

Period from
September 1, 2019
through September
30,

2019

Net income (loss)

$

Amortization of subscriber accounts, deferred contract acquisition costs
and other intangible assets
Depreciation
Radio conversion costs
Stock-based compensation
Long-term incentive compensation
LiveWatch acquisition contingent bonus charges
Legal settlement reserve (related insurance recovery)
Rebranding marketing program
Integration / implementation of company initiatives
Gain on revaluation of acquisition dealer liabilities
Loss on goodwill impairment
Gain on restructuring and reorganization, net
Interest expense
Realized and unrealized (gain) loss, net on derivative financial
instruments
Refinancing expense
Income tax expense
Adjusted EBITDA

Period from January
1, 2019 through
August 31,

Nine Months Ended
September 30,

2019

2018

2019

587,606

$

148,093
8,273
1,756
42
657
63
(4,800 )
—
5,997
—

$

—

17,144

(301,839 )

130,791
7,348
931
42
590
63
(4,800 )
—
4,843
—

160,973
8,360
—
803
—
187
—
6,355
195
(240 )

(669,722 )
105,081

—
—
204
$

598,413

—

—
7,474

6,804
5,214
1,979
204,517

(10,807)
17,302
925
825
—
67
—
—
—
1,154
—

—
(669,722 )
112,555

$

Predecessor Company

$

214,400
—
114,550

6,804
5,214
1,775

—
5,697
4,039

187,373

213,480

Adjusted EBITDA decreased $8,963,000, or 4.2%, for the nine months ended September 30, 2019 as compared to the corresponding prior year period. Thedecrease for the nine
months ended September 30, 2019 is primarily the result of decreases in net revenue, including the effect of the $5,277,000 fair value adjustment, offset by favorable decreases
in cost of services and SG&A, including subscriber acquisition costs.
Expensed Subscriber acquisition costs, net. Subscriber acquisition costs, net decreased to $21,881,000 for the nine months ended September 30, 2019 as compared to
$35,434,000 for the nine months ended September 30, 2018. The decrease in subscriber acquisition costs, net is primarily attributable to decreased production volume in the
Company's Direct to Consumer Channel year over year.
Liquidity and Capital Resources
At September 30, 2019, we had $28,589,000 of cash and cash equivalents. Our primary sources of funds is our cash flows from operating activities which are generated from
alarm monitoring and related service revenues. During the nine months ended September 30, 2019 and 2018, our cash flow from operating activities was$128,785,000 and
$74,458,000, respectively. The primary drivers of our cash flow from operating activities are the fluctuations in revenues and operating expenses as discussed in "Results of
Operations" above. In addition, our cash flow from operating activities may be significantly impacted by changes in working capital.
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During the nine months ended September 30, 2019 and 2018, we used cash of $91,826,000 and $111,531,000, respectively, to fund subscriber account acquisitions, net of
holdback and guarantee obligations. In addition, during the nine months ended September 30, 2019 and 2018, we used cash of $8,223,000 and $11,513,000, respectively, to
fund our capital expenditures.
Our existing long-term debt at September 30, 2019 includes the aggregate principal balance of $994,000,000 under the Successor Takeback Loan Facility, Successor Term Loan
Facility and the Successor Revolving Credit Facility. The Successor Takeback Loan Facility has an outstanding principal balance of $822,500,000 as of September 30, 2019
and requires principal payments of $2,056,250 per quarter, beginning December 31, 2019, with the remaining amount becoming due on March 29, 2024. The Successor Term
Loan Facility has an outstanding principal balance of $150,000,000 as of September 30, 2019 and becomes due on July 3, 2024. The Successor Revolving Credit Facility has an
outstanding balance of $21,500,000 as of September 30, 2019 and becomes due on July 3, 2024.
Radio Conversion Costs
Certain cellular carriers of 3G and CDMA cellular networks have announced that they will be retiring these networks by the end of 2022. As of September 30, 2019, we have
approximately 450,000 subscribers with 3G or CDMA equipment which may have to be upgraded as a result of these retirements. Additionally, in the month of September of
2019, other certain cellular carriers of 2G cellular networks have announced that the 2G cellular networks will be sunsetting as of December 31, 2020. As of September 30,
2019, we have approximately 26,000 subscribers with 2G cellular equipment which may have to be upgraded as a result of this retirement. We currently expect that we will
incur between $70,000,000 to $90,000,000 during the remainder of 2019 until the second half of 2022 to complete the required upgrades. For the three and nine months ended
September 30, 2019, the Company incurred radio conversion costs of $1,756,000. Total costs for the conversion of such customers are subject to numerous variables, including
our ability to work with our partners and subscribers on cost sharing initiatives, and the costs that we actually incur could be materially higher than our current estimates.
Liquidity Outlook
In considering our liquidity requirements for the next twelve months, we evaluated our known future commitments and obligations. We will require the availability of funds to
finance our strategy to grow through the acquisition of subscriber accounts. We considered our expected operating cash flows as well as the borrowing capacity of our
Successor Revolving Credit Facility, under which we could borrow an additional $123,500,000 as of September 30, 2019. Based on this analysis, we expect that cash on hand,
cash flow generated from operations and available borrowings under the Successor Revolving Credit Facility will provide sufficient liquidity for the next twelve months, given
our anticipated current and future requirements.
Subject to our credit agreements, we may seek debt financing in the event of any new investment opportunities, additional capital expenditures or our operations requiring
additional funds, but there can be no assurance that we will be able to obtain debt financing on terms that would be acceptable to us or at all. Our ability to seek additional
sources of funding depends on our future financial position and results of operations, which are subject to general conditions in or affecting our industry and our customers and
to general economic, political, financial, competitive, legislative and regulatory factors beyond our control.
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Item 3. Quantitative and Qualitative Disclosure about Market Risk
Interest Rate Risk
We have exposure to changes in interest rates related to the terms of our debt obligations.
Tabular Presentation of Interest Rate Risk
The table below provides information about our outstanding debt obligations that are sensitive to changes in interest rates. Debt amounts represent principal payments by
maturity date as of September 30, 2019.
Year of Maturity

Variable Rate Debt

Remainder of 2019
2020
2021
2022
2023
2024
Thereafter

$

2,056
8,225
8,225
8,225
8,225
959,044
—

Total

$

994,000

Item 4. Controls and Procedures
In accordance with Rules 13a-15 and 15d-15 under the Securities Exchange Act of 1934, as amended (the "Exchange Act"), the Company carried out an evaluation, under the
supervision and with the participation of management, including its chief executive officer and chief financial officer (the "Executives"), of the effectiveness of its disclosure
controls and procedures as of the end of the period covered by this report. Based on that evaluation, the Executives concluded that the Company’s disclosure controls and
procedures were effective as of September 30, 2019 to provide reasonable assurance that information required to be disclosed in its reports filed or submitted under the
Exchange Act is recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange Commission’s rules and forms.
There has been no change in the Company’s internal controls over financial reporting that occurred during the three months endedSeptember 30, 2019 that has materially
affected, or is reasonably likely to materially affect, its internal controls over financial reporting.
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PART II - OTHER INFORMATION
Item 1. Legal Proceedings
Bankruptcy
On June 30, 2019 (the "Petition Date"), to implement the financial restructuring contemplated in the RSA, Monitronics and certain of its domestic subsidiaries (collectively, the
"Debtors"), filed voluntary reorganization cases (the "Chapter 11 Cases") in the U.S. Bankruptcy Court for the Southern District of Texas, Houston Division (the "Bankruptcy
Court") to implement a restructuring pursuant to a partial prepackaged plan of reorganization (the "Plan") and the various related transactions. The Debtors' Chapter 11 Cases
are being jointly administered under the caption In re Monitronics International, Inc., et al., Case No. 19-33650.
On the Petition Date, the Debtors filed certain motions and applications intended to limit the disruption of the bankruptcy proceedings on its operations (the "First Day
Motions"), which were subsequently approved by the Bankruptcy Court. Pursuant to the First Day Motions, and subject to certain terms and dollar limits included therein, the
Debtors were authorized to continue to use their unrestricted cash on hand, as well as all cash generated from daily operations, to continue their operations without interruption
during the course of the Chapter 11 Cases. Also pursuant to the First Day Motions, the Debtors received Bankruptcy Court authorization to, among other things and subject to
the terms and conditions set forth in the applicable orders, pay certain pre-petition employee wages, salaries, health benefits and other employee obligations during their Chapter
11 Cases, pay certain pre-petition claims of their dealers, creditors in the normal course and taxes, continue their cash management programs and insurance policies, as well as
continue to honor their dealer program post-petition. The Debtors are authorized under the Bankruptcy Code to pay post-petition expenses incurred in the ordinary course of
business without seeking Bankruptcy Court approval. Until the Plan is effective, the Debtors will continue to manage their properties and operate their businesses as a “debtorin-possession” under the jurisdiction of the Bankruptcy Court and in accordance with the applicable provisions of the Bankruptcy Code and the orders of the Bankruptcy Court.
On August 7, 2019, the Bankruptcy Court entered an order, Docket No. 199 (the "Confirmation Order"), confirming and approving the Debtors' Joint Partial Prepackaged Plan
of Reorganization (including all exhibits thereto, and a modified by the Confirmation order, the "Plan") that was previously filed with the Bankruptcy Court on June 30, 2019.
On August 30, 2019 (the "Effective Date"), the conditions to the effectiveness of the Plan were satisfied and the Company emerged from Chapter 11 after completing a series of
transactions through which the Company and its former parent, Ascent Capital Group, Inc. ("Ascent Capital") merged (the "Merger") in accordance with the terms of the
Agreement and Plan of Merger, dated as of May 24, 2019 (the "Merger Agreement"). Monitronics was the surviving corporation and, immediately following the Merger, was
redomiciled in Delaware in accordance with the terms of the Merger Agreement.
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Item 1A. Risk Factors
Except as discussed below, there have been no material changes in our risk factors from those disclosed in Part I, Item 1A of our Annual Report on Form 10-K for the year
ended December 31, 2018.
Risks Related to Monitronics' Business
Monitronics is subject to the risks below and additional risks described in the section entitled "Risk Factors" in Part I. Item 1A. in Monitronics' Annual Report on Form 10-K for
the year ended December 31, 2018.
Shifts in customer choice of, or telecommunications providers' support for, telecommunications services and equipment will require significant capital expenditures
and could adversely impact Monitronics' business.
Substantially all of Monitronics' subscriber alarm systems use either cellular service or traditional land-lines to communicate alarm signals from the subscribers' locations to
Monitronics' monitoring facilities. The number of land-line customers has continued to decline as fewer new customers utilize land-lines and consumers give up their land-line
and exclusively use cellular and IP communication technology in their homes and businesses. As land-line and cellular network service is discontinued or disconnected,
subscribers with alarm systems that communicate over these networks may need to have certain equipment in their security system replaced to maintain their monitoring service.
The process of changing out this equipment may require Monitronics to subsidize the replacement of subscribers' outdated equipment and is likely to cause an increase in
subscriber attrition. For example, certain cellular carriers recently announced that they plan to retire their 3G and CDMA networks by the end of 2022. As of September 30,
2019, Monitronics has approximately 450,000 subscribers with 3G or CDMA equipment which may have to be upgraded as a result of these retirements. Additionally, in the
month of September of 2019, other certain cellular carriers of 2G cellular networks have announced that the 2G cellular networks will be sunsetting as of December 31, 2020.
As of September 30, 2019, Monitronics has approximately 26,000 subscribers with 2G cellular equipment which may have to be upgraded as a result of this retirement.
Monitronics is working on plans to identify and offer equipment upgrades to this population of subscribers. Monitronics does expect to incur significant incremental costs over
the next three years related to the retirement of 2G, 3G and CDMA networks. While Monitronics is currently unable to provide a more precise estimate for such retirement
costs, it currently estimates that it will incur between $70,000,000 and $90,000,000 during the remainder of 2019 until the second half of 2022 to complete the required
upgrades. Total costs for the conversion of such customers are subject to numerous variables, including Monitronics' ability to work with its partners and subscribers on cost
sharing initiatives, and the costs that it actually incurs could be materially higher than its current estimates. If Monitronics is unable to adapt timely to changing technologies,
market conditions, customer preferences, or convert a substantial portion of its current 2G subscribers before the 2020 retirement of the 2G network and its current 3G and
CDMA subscribers before the 2022 retirement of these networks, its business, financial condition, results of operations and cash flows could be materially and adversely
affected.
In the absence of regulation, certain providers of Internet access may block Monitronics' services or charge their customers more for using Monitronics' services, or
government regulations relating to the Internet could change, which could materially adversely affect Monitronics' revenue and growth.
Monitronics' interactive and home automation services are primarily accessed through the Internet and Monitronics' security monitoring services are increasingly delivered
using Internet technologies. Users who access Monitronics' services through mobile devices, such as smart phones, laptops, and tablet computers must have a high-speed
Internet connection, such as Wi-Fi, 3G, or 4G, to use such services. Currently, this access is provided by telecommunications companies and Internet access service providers
that have significant and increasing market power in the broadband and Internet access marketplace. In the absence of government regulation, these providers could take
measures that affect their customers' ability to use Monitronics' products and services, such as degrading the quality of the data packets Monitronics transmits over their lines,
giving Monitronics' packets low priority, giving other packets higher priority than Monitronics', blocking Monitronics' packets entirely, or attempting to charge their customers
more for using Monitronics' products and services. To the extent that Internet service providers implement usage-based pricing, including meaningful bandwidth caps, or
otherwise try to monetize access to their networks, Monitronics could incur greater operating expenses and customer acquisition and retention could be negatively impacted.
Furthermore, to the extent network operators were to create tiers of Internet access service and either charge Monitronics for or prohibit Monitronics' services from being
available to Monitronics' customers through these tiers, Monitronics' business could be negatively impacted. Some of these providers also offer products and services that
directly compete with Monitronics' own offerings, which could potentially give them a competitive advantage.
In addition, the elimination of net neutrality rules and any changes to the rules could affect the market for broadband Internet access service in a way that impacts our business,
for example, if Internet access providers provide better Internet access for
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their own alarm monitoring or interactive services that compete with Monitronics' services or limit the bandwidth and speed for the transmission of data from Monitronics'
equipment, thereby depressing demand for our services or increasing the costs of services we provide.
Reorganized Monitronics has a substantial amount of indebtedness and the costs of servicing that debt may materially affect its business.
Monitronics has a significant amount of indebtedness. After the restructuring, Reorganized Monitronics' indebtedness includes a $145 million revolving credit facility, a
$150 million term loan facility and a $822.5 million takeback term loan facility. That substantial indebtedness, combined with its other financial obligations and contractual
commitments, could have important consequences to us. For example, it could:
•
•
•
•
•
•
•
•
•

make it more difficult for Reorganized Monitronics to satisfy its obligations with respect to its existing and future indebtedness, and any failure to comply with the
obligations under any of the agreements governing its indebtedness could result in an event of default under such agreements;
require Reorganized Monitronics to dedicate a substantial portion of any cash flow from operations (which also constitutes substantially all of our cash flow) to the
payment of interest and principal due under its indebtedness, which will reduce funds available to fund future subscriber account acquisitions, working capital, capital
expenditures and other general corporate requirements;
increase its vulnerability to general adverse economic and industry
conditions;
limit its flexibility in planning for, or reacting to, changes in its business and the markets in which it
operates;
limit Reorganized Monitronics' ability to obtain additional financing required to fund future subscriber account acquisitions, working capital, capital expenditures and
other general corporate requirements;
expose Reorganized Monitronics to market fluctuations in interest
rates;
place Reorganized Monitronics at a competitive disadvantage compared to some of its competitors that are less
leveraged;
reduce or delay investments and capital expenditures;
and
cause any refinancing of Reorganized Monitronics' indebtedness to be at higher interest rates and require Reorganized Monitronics to comply with more onerous
covenants, which could further restrict its business operations.

The agreements that will govern Reorganized Monitronics' various debt obligations after the restructuring impose restrictions on its business and the business of its
subsidiaries and such restrictions could adversely affect Reorganized Monitronics' ability to undertake certain corporate actions.
The agreements that will govern Reorganized Monitronics' indebtedness after the restructuring restricts its ability to, among other things:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

incur additional
indebtedness;
make certain dividends or distributions with respect to any of its capital
stock;
make certain loans and
investments;
create
liens;
enter into transactions with affiliates, including Ascent
Capital;
restrict subsidiary
distributions;
dissolve, merge or
consolidate;
make capital expenditures in excess of certain annual
limits;
transfer, sell or dispose of
assets;
enter into or acquire certain types of
AMAs;
make certain amendments to its organizational
documents;
make changes in the nature of its
business;
enter into certain burdensome
agreements;
make accounting changes;
and
use proceeds of loans to purchase or carry margin
stock.

In addition, Reorganized Monitronics will be required to comply with certain financial covenants that will require it to, among other things, maintain a maximum senior secured
debt to RMR ratio of 30.00:1.00 and a consolidated total leverage ratio of not more than (i) 4.50 to 1.00 on or prior to December 31, 2020, (ii) 4.25 to 1.00 from on and after
January 1, 2021 through and including December 31, 2021 and (iii) 4.00 to 1.00 thereafter. If Reorganized Monitronics fails to comply with any of the financial covenants, or if
Reorganized Monitronics or any of its subsidiaries fails to comply with the restrictions contained in the credit facilities, such failure could lead to an event of default and
Reorganized Monitronics may not be able to make
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additional drawdowns under the revolving portion of the credit facility, which would limit its ability to manage its working capital requirements, and could result in the
acceleration of a substantial amount of Reorganized Monitronics' indebtedness.
Reorganized Monitronics' Amended and Restated Certificate of Incorporation will designate the Court of Chancery of the State of Delaware as the sole and exclusive
forum for certain types of actions and proceedings that may be initiated by Reorganized Monitronics' stockholders, which could limit Reorganized Monitronics'
stockholders' ability to obtain a favorable judicial forum for disputes with Reorganized Monitronics or its directors, officers, employees or agents.
Reorganized Monitronics' Amended and Restated Certificate of Incorporation provides that, unless Reorganized Monitronics consents in writing to the selection of an
alternative forum, the Court of Chancery of the State of Delaware will, to the fullest extent permitted by applicable law, be the sole and exclusive forum for any stockholder of
Reorganized Monitronics (including beneficial owners) to bring (i) any derivative action or proceeding brought on behalf of Reorganized Monitronics, (ii) any action asserting a
claim of breach of a fiduciary duty owed by any of Reorganized Monitronics' directors, officers, or other employees to Reorganized Monitronics or its stockholders, (iii) any
action asserting a claim against Reorganized Monitronics, or its directors, officers or other employees arising pursuant to any provision of the General Corporation Law of the
State of Delaware, Reorganized Monitronics' Amended and Restated Certificate of Incorporation or Reorganized Monitronics' Amended and Restated Bylaws, or (iv) any action
asserting a claim against Reorganized Monitronics or any of its directors or officers or other employees that is governed by the internal affairs doctrine, except as to each of
(i) through (iv) above, subject to such Court of Chancery having personal jurisdiction over the indispensable parties named as defendants therein. Any person or entity
purchasing or otherwise holding any interest in shares of Reorganized Monitronics' capital stock will be deemed to have notice of, and consented to, the provisions of
Reorganized Monitronics' Amended and Restated Certificate of Incorporation described in the preceding sentence. This choice of forum provision may limit a stockholder's
ability to bring a claim in a judicial forum that it finds favorable for disputes with Reorganized Monitronics' directors, officers, employees or agents, which may discourage such
lawsuits against Reorganized Monitronics and such persons. Alternatively, if a court were to find these provisions of Reorganized Monitronics' Amended and Restated
Certificate of Incorporation inapplicable to, or unenforceable in respect of, one or more of the specified types of actions or proceedings, Reorganized Monitronics may incur
additional costs associated with resolving such matters in other jurisdictions, which could adversely affect its business, financial condition or results of operations.
Reorganized Monitronics' Amended and Restated Certificate of Incorporation provides that the exclusive forum provision will be applicable to the fullest extent permitted by
applicable law. Section 27 of the Exchange Act creates exclusive federal jurisdiction over all suits brought to enforce any duty or liability created by the Exchange Act or the
rules and regulations thereunder. Accordingly, Reorganized Monitronics' Amended and Restated Certificate of Incorporation will provide that the exclusive forum provision will
not apply to suits brought to enforce any liability or duty created by the Exchange Act, the Securities Act, or any other claim for which the federal courts have exclusive
jurisdiction.
Item 2. Unregistered Sales of Equity Securities
In connection with the Company’s emergence from Chapter 11 and in reliance upon the exemption from the registration requirements of the Securities Act of 1933, as amended
(the "Securities Act"), pursuant to Section 1145 of the Bankruptcy Code, the Company issued a total of 22,500,000 shares of Common Stock on August 30, 2019.
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Item 6. Exhibits
Listed below are the exhibits which are included as a part of this Report (according to the number assigned to them in Item 601 of Regulation S-K):
2.1
2.2
2.3
3.1
3.2
10.1
31.1
31.2
32
101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE
*
**

Agreement and Plan of Merger, dated as of May 24, 2019, by and between Ascent and Monitronics International, Inc. (incorporated by reference to Exhibit
2.1 to the Registrant’s Current Report on Form 8-K filed with the SEC on May 31, 2019).
Joint Partial Prepackaged Plan of Reorganization of Monitronics International, Inc. and its Affiliated Debtors, dated June 3, 2019 (incorporated by reference
to Exhibit 2.1 to the Registrant’s Current Report on Form 8-K filed with the SEC on August 13, 2019).
Amended Plan Supplement of Monitronics International, Inc. and its Affiliated Debtors, dated September 3, 2019 (incorporated by reference to Exhibit 2.1
to the Registrant’s Current Report on Form 8-K filed with the SEC on September 4, 2019).
Certificate of Incorporation of Monitronics International, Inc. (incorporated by reference to Exhibit 3.1 to the Registrant’s Current Report on Form 8-K filed
with the SEC on September 4, 2019).
Bylaws of Monitronics International, Inc. (incorporated by reference to Exhibit 3.2 to the Registrant’s Current Report on Form 8-K filed with the SEC on
September 4, 2019).
Employment Agreement, dated September 13, 2019, by and between William E. Niles and Monitronics International, Inc.*
Rule 13a-14(a)/15d-14(a) Certification. *
Rule 13a-14(a)/15d-14(a) Certification. *
Section 1350 Certification. **
XBRL Instance Document. *
XBRL Taxonomy Extension Schema Document. *
XBRL Taxonomy Extension Calculation Linkbase Document. *
XBRL Taxonomy Extension Definition Linkbase Document. *
XBRL Taxonomy Extension Labels Linkbase Document. *
XBRL Taxonomy Extension Presentation Linkbase Document. *
Filed herewith.
Furnished herewith.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly
authorized.
MONITRONICS INTERNATIONAL, INC.

Date:

November 13, 2019

By:

/s/ Jeffery R. Gardner
Jeffery R. Gardner
President and Chief Executive Officer

Date:

November 13, 2019

By:

/s/ Fred A. Graffam
Fred A. Graffam
Chief Financial Officer, Executive Vice President and Assistant Secretary
(Principal Financial and Accounting Officer)
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Exhibit 10.1

September 9, 2019
William Niles
890 Race Street
Denver, CO 80209
Dear William,
We are pleased to offer you the position of Executive Vice President and General Counsel reporting to Jeff Gardner, President/Chief Executive Officer with a hire date effective
upon your acceptance of this offer. Below are the details of your position and compensation.
•
•
•
•
•
•
•

•
•
•

Position Title: Executive Vice President and General
Counsel
Pay Basis & FLSA Status: Salary
Exempt
Pay Rate: $385,000 ($14,807.70 per pay
period)
Pay Frequency: Biweekly (every other
Friday)
2019 MIP Target: 60% of payroll base
earnings
Equity/LTIP: Eligible to participate. Awards to be determined in good faith by the Compensation Committee of the Board, and treated no less favorably than similarly
situated senior executives (excluding the President/CEO).
Severance Eligibility: If terminated without cause by the Company or by you with Good Reason (as defined on Exhibit A), then you shall receive a lump sum payment
equal to base salary plus target bonus multiplied by 1.5, and 12 months of COBRA reimbursement for the full premium. If terminated after a change of control (without
cause or by you for Good Reason), then you shall receive a lump sum payment equal to base salary plus target bonus multiplied by 2.0, and 12 months of COBRA
reimbursement for the full premium. Any severance payment will be paid to you within 30 days following the termination date, and will be subject to your timely
execution and non-revocation of a general release of claims in a form prescribed by the Company.
Vacation: Accrue up to 160 hours per year, with the ability to carry over accrued and unused time up to a total maximum balance of 240
hours
Medical: Company subsidy for bi-weekly premiums for standard
plan
Work Location: Farmers Branch,
TX
◦ Farmers Branch Office Monday through Friday, unless travelling for business purposes. The company will provide an apartment lease in the DFW area as
needed through December 31, 2019. Reasonable air travel to and from Colorado during commuting time will also be reimbursed, as needed. Since the
apartment lease and air travel for commuting are taxable, the company will provide you with a tax gross up for these items. All meals and car needs while in
Farmers Branch will be at personal cost.
◦ By January 2020, relocation to DFW area will be required. The company will pay for any temporary living needed during transition, household packing and
transportation expense from Colorado residence to DFW residence. Normal and customary real estate sales commission for the sale of your Colorado
residence will be reimbursed.

The contents of this letter supersede all previous verbal and written employment and compensation arrangements. Any future salary increases will be based on your performance
and are at the discretion of the Company. MIP awards are based on the achievement of corporate and individual goals, and are contingent upon your continuous employment in
your current position throughout the year. MIP awards are at the discretion of the Company, including the amount, timing and form of payment. Your 2019 award is subject to
proration based on the start date of your employment.
All payments to you under this letter will be subject to any required withholding of federal, state and local taxes pursuant to any applicable law or regulation and the Company
and its affiliates are entitled to withholding any and all such taxes from mounts payable under this letter.
No amount that is deferred compensation subject to Section 409A of the Internal Revenue Code, as amended (the “Code”) will be payable pursuant to this letter unless your
termination of employment constitutes a “separation from service” from the Company within the meaning of Section 409A of the Code and the Department of Treasury
regulations and other guidance promulgated thereunder (“Section 409A”). For purposes of Section 409A, your right to receive any installment payments under this letter will be
treated as a right to receive a series of separate payments and, accordingly, each such installment payment will at all times be

considered a separate and distinct payment. Notwithstanding the foregoing, no compensation or benefits, including without limitation any severance payments or benefits
described above, will be paid to you during the six-month period following your “separation from service” from the Company if the Company determines that paying such
amounts at the time or times indicated in this letter would be a prohibited distribution under Section 409A(a)(2)(B)(i) of the Code. If the payment of any such amounts is
delayed as a result of the previous sentence, then on the first business day following the end of such 6-month period (or such earlier date upon which such amount can be paid
under Section 409A without resulting in a prohibited distribution, including as a result of your death), the Company will pay you a lump-sum amount equal to the cumulative
amount that would have otherwise been payable to you during such period.
By signing this letter, you also agree to the following policies:
•

Non-Solicitation of Employees: While actively employed and during the 12 months following your employment, you agree and covenant not to directly or indirectly
solicit, hire, recruit, or attempt to hire or recruit, any employee of Brinks Home Security or any employee who has been employed by Brinks Home Security.

•

Non-Solicitation of Authorized Dealers: The Company has expended and continues to expend significant time and expense in developing dealer relationships, dealer
information and goodwill, and that because of your experience with and relationship to the Company, you have access to and learned about much or all of the
Company’s information regarding its authorized dealers (“Dealer Information”). Dealer Information includes, but is not limited to, names, phone numbers, addresses,
e-mail addresses, account production, purchase multiples, dealer program requirements and other information identifying facts and circumstances specific to the dealer
and relevant to dealer’s sales/services. You hereby understand and acknowledge that loss of this dealer relationship and/or goodwill will cause significant and
irreparable harm to the Company. You also agree that during the term of two (2) years, to run consecutively, beginning on the last day of your employment with the
Company, not to directly or indirectly solicit, contact (including but not limited to e-mail, regular mail, express mail, telephone, fax, instant message or social media,
including but not limited to Facebook, LinkedIn, Instagram or Twitter, or any other social media platform, whether or not in existence at the time of entering into this
agreement), attempt to contact or meet with the Company’s current, former or prospective authorized dealers for purposes of offering, recruiting or accepting goods or
services similar to or competitive with those offered by the Company.

•

Non-Competition: While actively employed and during the 12 months following your employment, you agree and covenant not to directly a.) compete with the
Company; b.) have an interest in, be employed by, be engaged in or participate in the ownership, management, operation or control of, or act in an advisory or other
capacity for any competing entity (except for passive investments in which ownership is less than 1%); c.) solicit or divert any business or any customer from the
Company or assist any person, firm or corporation in doing so or attempting to do so; or d.) cause or seek to cause any person, firm or corporation to refrain from
dealing or doing business with the Company or assist any person, firm or corporation in doing so or attempting to do so.

•

Confidential Information: You understand that the nature of your position gives you access to and knowledge of Confidential Information and places you in a
position of trust and confidence with the Company. You understand and acknowledge that the intellectual or artistic services you provide are unique, special, or
extraordinary. You further understand and acknowledge that the Company’s ability to reserve these for the exclusive knowledge and use of the Company is of great
competitive importance and commercial value to the Company, and that improper use or disclosure by you is likely to result in unfair or unlawful competitive activity.

Should you have any questions, feel free to contact me. Please indicate your acceptance by signing below and e-mailing a copy to me at kharris@brinkshome.com.
Sincerely,

Kelly Harris
Chief People Officer

Employee Signature: /s/ William E. Niles

Acceptance Date: 9/10/19

Exhibit A
Good Reason Definition
“Good Reason” means any of the following, without your prior written consent: (a) a reduction in your then current annual base salary; (b) the relocation by the Company of
your principal place of employment to a location more than 35 miles from your principal place of employment prior to such relocation; or (c) a breach by the Company of any
material provision of this letter.
Notwithstanding the foregoing, you will not be deemed to have resigned for Good Reason unless all of the following provisions shall have been complied with: (i) the Company
shall be given written notice by your of the intention to effect a resignation for Good Reason, such notice to state in detail the particular circumstances that constitute the
grounds on which the proposed resignation for Good Reason is based and to be given no later than 90 days after the initial occurrence of such circumstances; (ii) the Company
shall have 30 days after receiving such notice in which to cure such grounds, to the extent such cure is possible and (iii) if the Company fails to cure such grounds within such
30-day period, you terminate your employment hereunder on the last day of such 30-day period.

Exhibit 31.1
CERTIFICATION
I, Jeffery R. Gardner, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of Monitronics International, Inc.;

2.
Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this quarterly report;
3.
Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this quarterly report;
4.
The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and we have:
a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
quarterly report is being prepared;
b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this quarterly report our conclusions about the effectiveness of
the disclosure controls and procedures, as of the end of the period covered by this quarterly report based on such evaluation; and
d) disclosed in this quarterly report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and
5.
The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and
b)
reporting.
Date:

any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial

November 13, 2019

/s/ Jeffery R. Gardner
Jeffery R. Gardner
President and Chief Executive Officer

Exhibit 31.2
CERTIFICATION
I, Fred A. Graffam, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of Monitronics International, Inc.;

2.
Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this quarterly report;
3.
Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this quarterly report;
4.
The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and we have:
a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
quarterly report is being prepared;
b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this quarterly report our conclusions about the effectiveness of
the disclosure controls and procedures, as of the end of the period covered by this quarterly report based on such evaluation; and
d) disclosed in this quarterly report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and
5.
The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and
b)
reporting.
Date:

any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial

November 13, 2019

/s/ Fred A. Graffam
Fred A. Graffam
Chief Financial Officer, Executive Vice President and Assistant Secretary

Exhibit 32
Certification
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
(Subsections (a) and (b) of Section 1350, Chapter 63 of Title 18, United States Code)
Pursuant to section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of section 1350, chapter 63 of title 18, United States Code), each of the undersigned
officers of Monitronics International, Inc., a Texas corporation (the “Company”), does hereby certify, to such officer’s knowledge, that:
The Quarterly Report on Form 10-Q for the period endedSeptember 30, 2019 (the “Form 10-Q”) of the Company fully complies with the requirements of section
13(a) or 15(d) of the Securities Exchange Act of 1934 and information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and results of
operations of the Company as of September 30, 2019 and December 31, 2018 and for the three and nine months ended September 30, 2019 and 2018.

Dated:

November 13, 2019

/s/ Jeffery R. Gardner
Jeffery R. Gardner
President and Chief Executive Officer

Dated:

November 13, 2019

/s/ Fred A. Graffam
Fred A. Graffam
Chief Financial Officer, Executive Vice President and Assistant Secretary
(Principal Financial and Accounting Officer)

The foregoing certification is being furnished solely pursuant to section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of section 1350, chapter 63 of
title 18, United States Code) and is not being filed as part of the Form 10-Q or as a separate disclosure document.

