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When a debtor seeks debtor-in-possession (“DIP”) financing under Section 364 of the Bankruptcy Code, the Court may authorize the incurrence of debt with priming liens - i.e., liens senior
to existing secured creditors - if certain conditions are met. These “priming fights” often become key inflection points in the Chapter 11 case

What is a Priming Fight?

A priming fight occurs when a debtor seeks Court approval to raise DIP financing that would be secured by liens senior to, or pari passu with, existing secured creditors’ liens on already encumbered
collateral - directly challenging the priority and recoveries of existing lenders

— Priming DIP financing is typically pursued when (i) the debtor’s assets are already fully encumbered and (ii) no lender will provide capital on a junior or administrative basis

Existing lenders typically resist priming unless they are adequately protected, which often leads to litigation around collateral value and forecasted recoveries

To authorize priming, the Court must find:

i The DIP financing is necessary to preserve the estate

ii.  The existing secured parties are adequately protected (e.g., through equity cushions, replacement liens, or paydowns)
Why It Matters for Valuation

*  Priming di are i The crux of a priming fight is whether the value of the collateral exceeds the claims of the existing secured creditors

— Debtors and DIP lenders argue that there is sufficient collateral value to support a new senior lien
— Incumbent creditors may argue that collateral is fully encumbered an any priming would impair their position - forcing a direct challenge to valuation assumptions
* These disputes often lead to dueling valuation expert reports, litigation, and even evidentiary hearings
Implications for the Case
+ Valuations set at this stage may become a de facto reference point for future plan negotiations or cramdown scenarios
+ Sets tone for leverage in the restructuring process - if the Court sides with the debtor and approves the priming DIP, incumbent lenders may lose control over the process

+ Ifthe Court sides with the objecting creditors, it may constrain the debtor's liquidity runway or force alternative financing structures
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Once a priming DIP is proposed, the burden shifts to the debtor to demonstrate that existing secured creditors are adequately protected against a decline in the value of their collateral. This
becomes the first major valuation inflection point in a Chapter 11 case and often triggers contested hearings over asset value, future cash flows, and collateral sufficiency

Whether a creditor is “adequately protected” hinges on a valuation of a collateral package as of the petition date

Key question: Does sufficient value exist above the priming DIP to leave the existing lienholders no worse off?

Valuation as the Cor: Requires real-time views on:

Issue ~ The value of the busine: ially in going-concern collateral packages)
— The netorderly liquidation value (NOLV) of hard assets

— The projected burn rate and collateral erosion over the DIP period

Equity Cushion Disputes: equity cushion is the excess value of collateral / valuation buffer over the amount of a secured creditor’s claim protecting them from
impairment when priming is proposed

— Creditors often argue that even minor overvaluations wipe out their cushion — undermining their protection

Where Valuation
Drives Outcomes

Cash Collateral Use: when a debtor seeks to use pr ition lenders’ cash (e.g. A/IR i customer its, etc.) it must prove such use will not
diminish the creditor’s secured position without adequate protection

~ Forecasts of liquidity runway and cash generation become direct valuation proxies in adequate protection debates

Replacement Lien Disputes: The Court must decide whether replacement liens truly offset usage — i requiring t-b) t

Strategic
Consequences

Afavorable ruling gives the debtor momentum and DIP access; an unfavorable ruling can constrain liquidity, trigger stay relief, or tee up competing plan scenarios

Valuation credibility is established early - winning the adequate protection fight can shape creditor behavior and influence the capital structure reset

Lack of third-party DIPs versus Incumbent DIPs

Decreased Frequency
of Priming Fights

Cost and risk associated with priming fights at the start of the case
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Whatis a Cram-Up? Valuation is the foundation of plan structure:

Occurs when a Chapter 11 plan is confirmed without the consent of a secured creditor class,

typically because the debtor proposes to leave them unimpaired or reinstate their prepetition

claims

~ Unlike a cramdown (which imposes terms on dissenting impaired classes), a cram-up « Drives the classification of claims, treatment of stakeholders, and feasibility arguments
says: “You’re unimpaired—so you don’t get a vote”

+ Determines who is in-the-money, who receives consideration, and the form of consideration
(cash, debt, equity)

Typical Valuation Disputes at Confirmation

Valuation is critical because cram-up feasibility hinges on whether the creditor is truly

q q q 8 A P q = Isthe enterprise worth more than the secured debt?
unimpaired—i.e., whether its collateral is worth enough to justify full reinstatement P

Where Valuation Becomes the Fight — Determines whether unsecureds are entitled to any recovery
« Creditors argue their claims are under-secured or that their collateral is overvalued, thus - Isthe plan feasible under Section 1129(a)(11)?
entitling them to a say in the plan process while debtors push back with valuations that
support reinstating the debt without modification — Courts test whether the reorganized business can actually deliver the forecasted value

R i.e. not be followed by a liquidation or further restructuring
+ Asuccessful cram-up requires:

~ Precision in collateral appraisals *  Whatis the appropriate capital structure? (not just valuation but debt capacity as well)
— Evidence of ongoing business value preservation — Creditors may argue the business is being over-levered post-emergence or that equity
~ Legal positioning that the creditor’s rights are not being altered value is understated.
Strategic Implications
« Cram-ups are a control strategy, often used to neutralize a holdout lender or prevent a
fulcrum creditor from dictating plan terms

+ Ifvaluation is trending against the debtor (e.g., declining asset values, weaker operations),
cram-up risks increase

ALCON

ASONS \S VEC) !

Unequal Access to Information Sale Process

+ Management, the DIP lender, and plan sponsors
typically have real-time access to budgets, KPIs, and
operationalinsights

A Court-supervised marketing process becomes an
external check on valuation assertions

Sale processes can both support or undermine the
Debtor’s valuation assumptions

Valuation materials in Chapter
11 are shaped not just by

Creditors and other stakeholders often rely on lagging
disclosures, redacted documents, or heavily

conditioned diligence access financial fundamentals, but by Key valuation intersections:
. . ) ) who controls the information,
* Thisinformationalimbalance drives: how and if the enterprise is Go-shop periods shape the “market test” argument

~ Credibility attacks on the debtor’s projections marketed, and how case

dynamics change over time —
making timing, transparency,
and process as critical as the

analysis

Bid structure (cash vs. credit bid) affects how

— Disputes over methodology (e.g., DCF inputs, recoveries map across the various claims

discount rates, cash burn forecasts)

Motions to compel or Rule 2004 discovery as
valuation fights escalate

+ Ability of the Debtor with the prudent exercise of their
business ju 1t to revise their projt

Burn rate, operational shocks, or missed milestones may deteriorate the valuation story that justified DIP or early-plan terms

Conversely, positive business momentum or third-party interest can create valuation uplift, supporting reorganized equity arguments
Parties often use timing tactically:

— Debtors may accelerate confirmation while projections still hold

~ Junior creditors may delay proceedings to see if things improve
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% Very expensive

v Forum to “Force the Issue” after negotiations fail

% Depending on vantage point = not a level playing
field

v Initial stages of the fight can lead to successful
mediation once bookends have been established

x  Distraction for the business and management
team

v Rigorously tests plan feasibility

v Potentially draws attention to hidden and/or
intrinsic value and discourages lowball bids from x  Difficult to be successful on appeal

opportunistic investors / buyers
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