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Avaya Emerges from Ch 11  
February 2018, Dave Michels  

1. Overview 
1. Avaya is one of the oldest vendors in UC, with a lineage that goes back to Bell’s Western 

Electric. It has gone through many major transitions over its 100-year history, and 2017 was a 

big one.  

2. Avaya started 2017 by voluntarily entering Chapter 11, which it exited in December 2017.  

3. Avaya was cash-flow positive and profitable before Chapter 11, and now has more than $200 

million in annual cash interest savings compared to FY 2016.  

4. Chapter 11 is hell. Avaya saw competitors swoop, customers defer and/or flee, and employees 

leave. Management was consumed by the process, and the company was unable to make any 

major commitments or investments during 2017. 

5. After exiting Chapter 11, Avaya becomes somewhat of a new company with new leadership, 

new shareholders, and a new board of directors. It reduced its debt by half, and starts 2018 

profitable and (without its networking business) more focused. Its previous owners, SilverLake 

and TPG, are no longer owners or advisors.  

6. Avaya reduced its debt in three ways: Converted many debtholders to shareholders (debt to 

equity swaps), refinanced remaining debt, and sold off significant pension liabilities. 

7. Avaya is now a public company listed on the NYSE (January 2018).  

2. Leadership Changes 
1. Almost the entire leadership team at Avaya has changed in the past several months. Only three 

executives (Jim Chirico, Laurent Philonenko, and Jerry Glembocki) remain on the leadership 

team from last summer.  

2. Current Leadership Team 

a) Jim Chirico, CEO 

b) Mercer Rowe, SVP and GM Cloud 

c) Nidal Abou-Ltaif, President, Avaya International.  

d) Laurent Philonenko, SVP and GM of Solutions and Technology 

e) James Geary, GM, Americas Sales and Services 

f) Jerry Glembocki, SVP, Quality Program Office 

g) Nikos Nikolopoulos, SVP, Strategy and Corporate Development 

h) Patrick O’Malley, SVP and CFO  

i) Shefali Shah, SVP, Chief Administrative Officer and General Counsel  

3. Jim Chirico joined Avaya in 2008. Prior to becoming CEO, he was the COO and Global Sales 

Leader, and was responsible for Operations, Global Sales, Sales Operations, Human Resources 

and Quality. Prior to Avaya, he was EVP, Global Operations, Development and Manufacturing at 

Seagate Technology. Before joining Seagate, Chirico spent 17 years as an executive with IBM, 

including leadership of the Networking Division. 
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4. Laurent Philonenko joined Avaya in 2013, with prior stints at Cisco and Genesys. With Chirico’s 

appointment, Philonenko’s role expanded from CTO to SVP Solutions and Technology.  

5. A more comprehensive cloud strategy is critical to Avaya moving forward. Mercer Rowe heads 

this new function as SVP and GM of Avaya Cloud. Rowe previously worked as VP of Strategic 

Partners for IBM’s Cloud and Watson platforms. He was the founder and CEO of VMware 

vCloud Service, where he formed a partnership with Avaya. Rowe was also an early member of 

Voxeo Labs, which became Tropo and was subsequently acquired by Cisco.  

6. Nidal Abou-Ltaif is the GM of Avaya International which includes the EMEA and APAC regions. 

He joined Avaya in 2003. Promoted in 2015 to head the region’s operations. Before working for 

Avaya, Abou-Ltaif held leadership roles with NCR and ATT.  

7. Recently departed from the company: Kevin Kennedy (CEO), Amy Fliegelman Olli (General 

Counsel), David Gudmundson (Segment Leadership Groups), Morag Lucey (CMO), Marc Randall 

(GM Networking), Dave Vellequette (CFO), and Gary Barnett (SVP GM Engagement Solutions).  

3. The New Board of Directors 
As a result of the Chapter 11 process, the ownership of the company dramatically changed. A new 

seven-member Board of Directors became active in December 2017.  

1. Jim Chirico: Current President and CEO and former COO.  

2. William Watkins: Most recently Chairman and CEO of Imergy Power Systems. Also a board 

member of Bridgelux, FLEX LTD, and Maxim Integrated Products. He served as Seagate 

Technology's CEO from 2004 through January 2009, and as Seagate's President and COO from 

2000 until 2004. 

3. Ronald Rittenmeyer: Executive Chairman and CEO at Tenet Healthcare. Prior leadership 

experience with EDS, and board member of American International Group, QuintilesIMS and 

Tenet Healthcare. 

4. Stephan Scholl: President at Infor with leadership experience from Lawson and Oracle.  

5. Susan Spradley: Partner in the Tap Growth Group, a senior executive consulting firm. Prior 

management experience with Viavi Solutions. Also, a board member of Qorvo.  

6. Stanley Sutula III: EVP and CFO of Pitney Bowes. Prior management experience with IBM.  

7. Scott Vogel: Managing Member of Vogel Partners. Also a board member of Arch Coal, Key 

Energy Services, and Bonanza Creek Energy. Previously a Managing Director at Davidson-

Kempner-Kempner Capital Management.  

4. Announcements at Engage 
1. Avaya Engage is Avaya’s largest conference. Attendees include partners, customers (coincides 

with user group), and analysts. This year, Engage took place less than two months after Avaya’s 

emergence from bankruptcy. This created an awkward challenge as most of the leadership 

team was new in their roles.  
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2. Avaya has committed to more agile development cycles with ongoing announcements and 

releases throughout the year. The company is aiming for a regular cadence of announcements 

or releases every 6-8 weeks.  

3. Several themes are emerging from announcements and presentations. The priority appears to 

be on cloud and mobile technologies. The company is also working to simplify migration paths 

to newer technologies.  

4. The major announcements at Avaya Engage were:  

a) Acquisition of Spoken Communications. This gives Avaya a significant jumpstart to a more 

modern cloud infrastructure.  

b) CS1000 Upgrade Incentives. Avaya acquired a large base of CS1000 users when it acquired 

the assets of Nortel enterprise in 2009. Avaya estimates there are 10’s of million of lines 

still in service. Avaya intends to retain and upgrade these customers by creating an easier 

migration path. Avaya is adding CS1000 features to its Aura platform coupled with 

aggressive financial incentives. 

c) Endpoints. Last year Avaya introduced the Vantage (tablet-based) IP phone family. At 

Engage this year it extended the Vantage family with an additional model, introduced four 

new “J Series” IP phones, and presented a new huddle room solution for conferencing.  

d) Avaya re-architected its IP Office-powered UCaaS. Previously, the solution was virtualized. 

Now, it works with Kubernetes containers in the Google Cloud. The new service offers 

increased scalability and management benefits. The service is exclusively available through 

Avaya channel partners.  

e) Avaya expanded its unified client, Equinox, to work with IP Office platforms.  

f) Avaya introduced Equinox attendant as a Snap-In built on Breeze. This follows the recently 

announced Avaya Equinox conferencing service.  

g) Avaya is making its Oceana workspace desktop available to Aura Elite, AIC, and AACC 

customers.  

h) Avaya expanded/refreshed Ava, a chatbot with a new AI framework for contact centers.  

5. Post-11 Finances  
1. Avaya’s post-emergence capital structure consists of: 

a) $300 M asset based loan (ABL) Facility (undrawn) 

b) $2,425 M first lien term loan 

c) $500 M second lien Notes (from existing first lien creditors) 

2. Pro forma net first lien leverage and net total leverage is 2.5x and 3.1x, respectively. 

3. The restructuring reduced Avaya’s total liabilities by over $4 B. 

4. FY17 Results (reported in December 2017). 

a) Revenue of $3.2 B, Software and services were 78% of total revenue, up 3%. Recurring 

revenue was 56% of total revenue, up 5%. Q4 was down 18% YoY. 

b) Operating income of $137 M ($669 M Non-GAAP) or 20.4% of revenue. 

c) Adj. EBITDA of $866 M or 27% of revenue 

d) Net income of -$182 M (+$448 M Non-GAAP) or 13.7% of revenue.  
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5. The debtholders that received stock were given ownership of about 90% of the company.  

6. The terms of Avaya’s new capital loan of $2.925 billion are:  

a) The loan will mature in 2024.  

b) The interest rate is LIBOR plus 4.75% per year, with a 1% LIBOR floor.  

c) Arranged by Goldman Sachs Bank and Citigroup Global Markets, Barclays Bank, Credit 

Suisse Securities, and Deutsche Bank Securities. Centerview Partners LLC, Zolfo Cooper 

LLC, and Kirkland & Ellis LLP were advisors and counsel.  

5 Dave’s Thoughts 

General  
1. Team Avaya was busier than we realized during 2017. Avaya is quickly rolling out new products 

from its labs (such as the IP Office Cloud) and managed to pull off a strategic acquisition within 

a month of its exit from Chapter 11.  

2. Avaya is moving away from major releases (Oceana) toward ongoing, incremental releases. The 

company’s revised and forecasted cash-flow enables more investment, and additional 

acquisitions are expected.  

3. Even after restructuring, Avaya is still carrying over $3 B in debt. That’s a very large number, but 

not daunting. It is a leverage ratio of about 3.4x EBITDA, and the company is generating 

significant cash.  

4. The forced sale of the networking division was a deal for Extreme Networks. It was a “stalking 

horse bid” without additional bidders. Extreme said the acquisition would be accretive within a 

year. The most logical competitive bidders would have been Alcatel-Lucent Enterprise and 

Huawei, but technology sales to Chinese interests are complex.  

5. The financial proceeds from selling the network division didn’t make a dent in the debt, and it 

weakened the company’s portfolio. It also interrupted the momentum Avaya was building with 

a UC-Networking combined solution. For example, the Olympics, “The Big Game” (Super Bowl), 

and Avaya Stadium were all combined voice and networking references. It leaves Cisco, NEC, 

and ALE as the only UC-savvy networking vendors.  

6. Ideally, companies undergoing significant changes become publicly traded near the end of the 

transformation. Avaya finds itself as a newly public company right as it accelerates its 

transition. However, Avaya really never enjoyed its privacy as it was required it to post its 

financials.  

On the Acquisition of Spoken Communications  
7. Avaya has “cloud-washed” its portfolio in the past, and stretched the boundaries of the vague 

term. It will take some time for some people to realize things have changed.  

8. The acquisition of Spoken was a rabbit-out-of-the-hat trick. Overnight the company’s flagship 

Aura platform for UC and contact center is multi-tenant and cloud-ready.  

9. Spoken was known as an Avaya partner. Few realized how much IP the company had and how 

closely it was working with Avaya.  
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10. Avaya is now in the enviable position of having a single platform and feature set for premises-

based and cloud implementations. The more likely scenario was an acquisition of a competitive 

UCaaS and/or CCaaS Provider with an entirely different platform. This would have forced Avaya 

to manage multiple, incompatible platforms and develop a migration strategy.  

11. Avaya and Spoken co-engineered the multi-tenant solution at the database level; however, 

Spoken performed the development (and assumed the risk). If Spoken’s founders had quit 

Avaya to do this, it would be a page out of Cisco’s playbook.  

12. The Spoken solution was built for contact centers. Avaya now needs to adapt it for UC. Avaya 

downplays this effort as Aura powers both use cases.  

13. It is not clear how scalable Aura is. Modern cloud solutions should scale into the hundreds of 

millions of users. Avaya assuredly points to Aura’s architecture that treats media services as a 

separate layer (effectively a microservice).  

14. Aura is also an IMS capable platform. As a cloud-delivered service, Avaya may be positioned to 

enable mobile-first, UCaaS services such as Verizon has done (Verizon OneTalk) with an IMS 

platform from Cisco/BroadSoft.  

15. Spoken also brings to Avaya some new transcription services (Intelligent Wire), AI skills, and its 

own OSS/BSS that Avaya intends to expand for its IP Office-powered UCaaS offer.  

On Avaya Cloud 
16. Avaya the [new] cloud company is claiming over 3 M seats. This combines several of its services 

(Zang, its Avaya Powered private cloud services, Spoken’s BPO services, and Avaya managed 

services).  

17. Avaya Cloud is currently US-focused. Avaya has not indicated if/when it intends to expand 

globally or how it would do so. Expanding directly (as opposed to partnerships) will take years 

due to regulatory approvals.   

18. Although IP Office remains a single-tenant solution, the adaptation to Kubernetes containers 

mitigates many of the associated limitations. Kubernetes is an open-source system for 

automating deployment, scaling, and management of containerized applications. It is designed 

and optimized for production workloads in the Google Cloud and mimics the benefits of a 

microservices architecture. This is a unique, unproven approach for UCaaS.  

19. Avaya is going to go through some predictable challenges as it transitions to cloud. The 

advantage of being late is it can adopt some best practices. The cloud business model poses 

some significant challenges for traditional premises-oriented vendors and their channels.  

20. Avaya has experienced declines in revenues for multiple reasons including its shift away from 

hardware toward software and services. While it has reduced its reliance on hardware (to 22% 

of revenue), it will likely still experience declining revenue as it transitions from software 

licenses to software services.  

21. Avaya’s transformation from hardware to software is largely complete, but it still needs to 

transform its revenue from software licenses to cloud-delivered services. This will likely cause 

an ongoing decline in revenue. Though strategic, it is often in conflict with being a public 

company.  
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22. At this time, Avaya is exclusively offering cloud services via partners, but that will probably 

change due to competitive pressures or acquisitions.  

23. Zang had four services: Zang Office (UCaaS), Zang Spaces (workstream collaboration), Zang 

Cloud (CPaaS), and Zang Connect (former Esna solutions). What happens to each of these 

services is ambiguous.  

On the Portfolio 
24. Avaya and competitors have been targeting the CS1000 base with financial incentives for some 

time, but the platform’s unique feature-set has stymied migrations. Avaya is now committed to 

a more seamless technical migration path, coupled with strong promotions. Overdue, but still a 

good move.  

25. New endpoints are critical for several reasons. Avaya is using its endpoint experience as a 

differentiator, particular from open-SIP competitors. It’s also an important revenue enabler for 

its channel as it migrates to cloud sales. Customized endpoints for verticals are also part of the 

strategy, such as its recently launched hospitality phones.  

26. The new Vantage phone offers an interesting marriage between tablet style and traditional 

endpoints. It has a smaller display (720x1280) combined with hard-keys for telephony that 

should eliminate the missing-buttons-panic with full-screen applications.  

27. The Ava chatbot and AI solution competes with the newly launched AI Connect developer 

ecosystem. Avaya has provided few details on the underlying AI engine. It is unclear if Ava is in 

conflict with AI Connect or complementary. An ecosystem is typically the fastest path to 

market.  

On Portfolio Gaps 
28. The big gap in the portfolio is workstream collaboration. Avaya launched Zang Spaces in 2016, 

but that service has not evolved as quickly as competitive services, nor has it integrated with 

Avaya’s core UC offer. Workstream collaboration has become central for many competitors 

including Microsoft, Cisco, Unify, RingCentral, and more. That said, it is still early, and the 

demand for UC enabled workstream collaboration is difficult to quantify. 

29. Equinox conferencing was a necessary as UCaaS services are replacing separate conferencing 

services. The concern is whether Avaya can catch up or keep up with far more mature 

conferencing services. Microsoft, Cisco, Zoom, and others have very comprehensive services 

(global, integrated with other apps, and hardware). This is a competitive space. Acquisitions 

may bolster this service.  

30. Avaya has not been innovating in video technologies like Cisco, Microsoft, Vidyo, and Zoom. 

The video portfolio is not competitive regarding equipment, partnerships, features, APIs, and 

interop. There is potential benefit in Avaya partnering with Polycom and/or Vidyo.  

31. Avaya did not significantly raise the contact center bar at Engage, though there were 

indications that more is coming.  
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On Leadership 
32. Officially, Kevin Kennedy retired, and that is plausible. However, the timing is very suspicious as 

he departed just two months before exiting Chapter 11. His retirement was announced 

simultaneously with the achievement of Avaya’s gaining over 50% of its first lien holders to 

agree to its Plan Support Agreement.  

33. Chirico is clearly comfortable with numbers and operational details. He tends to defer technical 

vision and roadmap to Laurent Philonenko.  

34. Philonenko has impressive qualifications to lead Avaya’s technical vision and strategy.  I first 

met him as CTO Collaboration at Cisco. Prior to that, he held CEO, COO, and CTO positions at 

Genesys. He has already held several leadership positions at Avaya, and his newly expanded 

role spans CTO and R&D leader.  

35. The new Avaya is attracting former employees. Several of the new leaders at Avaya are 

returning executives. SVP Nikos Nikolopoulos, VP Greg Pelton, and Chief of Staff David Austin 

all returned in the past few months.  

36. There are two obvious gaps in the current leadership team: CMO and Global Sales Leader. 

Chirico intends to fill both positions, but not urgently.  

37. Chirico is opposed to a centralized marketing function, and believes distributing the 

responsibility will provide an improvement for now.  

38. Chirico was the acting Global Sales Leader in his previous role as Avaya COO. For now, he wants 

to retain the Global Sales Leader role.  

39. Chirico has streamlined the organization. He has fewer people reporting to him than his 

predecessor and he claims the company has 50% fewer vice presidents.  

Conclusions and Concerns 
40. Avaya changed more in the past few months than the past decade. The company has been 

saddled with debt, stuck in a premises-mindset, and a laggard in innovation (with the 

overcompensated exception of Oceana). However, enterprise tech swings are slow – as 

illustrated by the estimated 10s of millions of active lines on CS1000s. For Avaya to reclaim its 

leadership glory, it must implement widespread changes – which is what it’s doing.  

41. That is not to imply cause and effect. Changing everything carries with it extreme risk.  

a) The customers, partners, and employees that stuck with Avaya presumably like Avaya the 

way it was. They have not moved to competitive solutions, nor to cloud-delivered services. 

The larger contact centers have not moved to the cloud.   

b) A first-time CEO is leading a new team (of experienced individuals) that has never worked 

together.  

c) Cloud initiatives come with a big price tag.  

d) Many providers are on their third iteration of cloud-delivered services.  

42. Despite its claims, Avaya 2018 is not a cloud company. At best, the changes earn it a “cloud-

first” designation. It will take time yet to build out its portfolio and transition its channels and 

customers. This appears to be understood internally: Chirico said, “In 2018, it's about investing 

to win. This means expanding on, investing in, and focusing on technologies that position the 
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company for future growth. It's all about investing in R&D and innovation with a lens toward 

long-term revenue creation.”  

43. Avaya is in a decent position to pull this off. A huge, evidently loyal, global, customer base; cash 

flow, profitability, manageable debt, an active lab, 100s of patents, acquisition capable and 

ready, and a new energized management team. The primary risks to its success are its unknown 

ability to execute and competitive forces.  

44. With the acquisition of Spoken, it appears Avaya significantly accelerated its cloud journey, but 

didn’t yet complete it. Avaya’s near-term challenge is to fully integrate Spoken and deliver on 

its cloud commitment.  

45. There are still a lot of unanswered questions about the new Avaya. The messaging, vision, and 

portfolio will all become clearer in the 1H-18.  

46. The positive energy was palpable at Engage.  

47. The future of Oceana is unclear. Previously, Avaya signaled Oceana as its flagship contact center 

solution. Now the company is making parts of Oceana available as upgrades for Aura Elite, AIC, 

and AACC. Immediately after Engage, the Snapp Store was rebranded the Breeze Marketplace. 

Realistically, it makes much more sense for Avaya to leverage its base with incremental 

upgrades. 


