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PRELIMINARY STATEMENT?!

‘6

dNQ

an d glrgumstanggs in the g;hgpter 11 g;gses, The Amendgd Plgn 1s the outcome of extenswe
negotiations among the Debtors and certain of their key stakeholders—including an ad hoc group
representing more than 70% in aggregate amount of the debt held by the Debtors’ prepetition and
post-petition lenders (the “Ad Hoc Group”)—that began severalmenthsalmost a year ago. The
Amended Plan contemplates a restructuring that will deleverage the Debtors’ balance sheet,

dispesedistribute the proceeds of the Debtors’ MS/AL Assets and CCPN Assets (as-defined-
herein)-in-exchangefor-valuable-consideration;to the Debtors’ creditors,> and enable the Debtors

to reorganize around their South Texas assets, and leave the Debtors positioned to succeed in the
highly competitive natural gas midstream industry.

Jllan—)Amcndﬁ_d_Elanﬂr_ths_Dlsslgsum_Sl&tﬂmem provzded that capltahzed terms used herem that are not
defined herein or in the Amended Plan_or the Disclosure Statement, but are defined in the title 11 of the United Sta
tes Code (the “Bankruptcy Code”) or the Federal Rules of Bankruptcy Procedure (the “Bankruptcy Rules”), sha
1l have the meanmgs ascribed to such terms in the Bankruptcy Code or the Bankruptcy Rules, as apphcable
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STATEMENT”) BECAUSE YOU ARE A CREDITOR THAT IS ENTITLED TO VOTE ON.
THE AMENDED PLAN.

THIS DISCLOSURE STATEMENT_SUPPLEMENT CONTAINS A SUMMARY OF
CERTAIN PROVISIONS OF THE AMENDED PLAN AND CERTAIN OTHER
DOCUMENTS AND INFORMATION. THE FINANCIAL INFORMATION INCLUDED
HEREIN IS FOR PURPOSES OF SOLICITING ACCEPTANCES OF THE AMENDED PLAN
AND SHOULD NOT BE RELIED UPON FOR ANY PURPOSE OTHER THAN TO
DETERMINE HOW AND WHETHER TO VOTE ON THE AMENDED PLAN. THE
DEBTORS BELIEVE THAT THESETHE SUMMARIES__HEREIN ARE FAIR AND
ACCURATE. HOWEVER, THE SUMMARIES HEREIN, INCLUDING THE SUMMARIES
OF THE FINANCIAL INFORMATION AND THE DOCUMENTS THAT ARE ATTACHED
HERETO, ARE QUALIFIED IN THEIR ENTIRETY BY REFERENCE TO SUCH
INFORMATION AND DOCUMENTS. IN THE EVENT OF ANY INCONSISTENCY OR
DISCREPANCY BETWEEN A DESCRIPTION IN THIS DISCLOSURE STATEMENT
SUPPLEMENT AND THE TERMS AND PROVISIONS OF THE AMENDED PLAN OR
SUCH OTHER PLAN-RELATED DOCUMENTS AND INFORMATION, THE_AMENDED
PLAN OR SUCH OTHER PLAN-RELATED DOCUMENTS AND INFORMATION, AS THE
CASE MAY BE, SHALL GOVERN FOR ALL PURPOSES.

THE STATEMENTS AND INFORMATION CONTAINED HEREIN HAVE BEEN
MADE AS OF THE DATE HEREOF UNLESS OTHERWISE SPECIFIED. HOLDERS OF
CLAIMS REVIEWING THIS DISCLOSURE STATEMENT SUPPLEMENT SHOULD NOT
INFER AT THE TIME OF SUCH REVIEW THAT THERE HAVE BEEN NO CHANGES IN
THE FACTS SET FORTH HEREIN SINCE THE DATE HEREOF. EACH HOLDER OF A
CLAIM ENTITLED TO VOTE ON THE AMENDED PLAN SHOULD CAREFULLY
REVIEW THE AMENDED PLAN, THE DISCLOSURE STATEMENT, AND THIS
DISCLOSURE STATEMENT SUPPLEMENT IN THEIR ENTIRETY BEFORE CASTING A
BALLOT (AS DEFINED HEREIN). NEITHER THE DISCLOSURE STATEMENT NOR
THIS DISCLOSURE STATEMENT DOES— NOT —CONSTITUTESUPPLEMENT
CONSTITUTES LEGAL, BUSINESS, FINANCIAL, OR TAX ADVICE. ANY PERSONS
DESIRING ANY SUCH ADVICE OR OTHER ADVICE SHOULD CONSULT WITH THEIR
OWN ADVISORS.

ALTHOUGH THE DEBTORS HAVE ATTEMPTED TO ENSURE THE ACCURACY
OF THE FINANCIAL INFORMATION PROVIDED IN THIS DISCLOSURE STATEMENT.
SUPPLEMENT, EXCEPT WHERE SPECIFICALLY NOTED, THE FINANCIAL
INFORMATION CONTAINED IN THIS DISCLOSURE STATEMENT SUPPLEMENT HAS
NOT BEEN AUDITED.

THE FINANCIAL PROJECTIONS (AS DEFINED HEREIN) PROVIDED IN THIS
DISCLOSURE STATEMENT__SUPPLEMENT HAVE BEEN PREPARED BY THE
MANAGEMENT OF THE DEBTORS AND THEIR FINANCIAL ADVISORS. THESE
FINANCIAL PROJECTIONS, WHILE PRESENTED WITH NUMERICAL SPECIFICITY,
ARE NECESSARILY BASED ON A VARIETY OF ESTIMATES AND ASSUMPTIONS
THAT, ALTHOUGH CONSIDERED REASONABLE BY MANAGEMENT, MAY NOT BE
REALIZED AND ARE INHERENTLY SUBJECT TO SIGNIFICANT BUSINESS,

+l
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ECONOMIC, COMPETITIVE, INDUSTRY, REGULATORY, MARKET, AND FINANCIAL
UNCERTAINTIES AND CONTINGENCIES, MANY OF WHICH ARE BEYOND THE
DEBTORS’ CONTROL. THE DEBTORS CAUTION THAT NO REPRESENTATIONS CAN
BE MADE AS TO THE ACCURACY OF THESE FINANCIAL PROJECTIONS OR THE
ABILITY TO ACHIEVE THE PROJECTED RESULTS. SOME ASSUMPTIONS
INEVITABLY WILL NOT MATERIALIZE. FURTHER, EVENTS AND CIRCUMSTANCES
OCCURRING SUBSEQUENT TO THE DATE ON WHICH THESE FINANCIAL
PROJECTIONS WERE PREPARED MAY BE DIFFERENT FROM THOSE ASSUMED
AND/OR MAY HAVE BEEN UNANTICIPATED AND, THUS, THE OCCURRENCE OF
THESE EVENTS MAY AFFECT FINANCIAL RESULTS IN A MATERIALLY ADVERSE
OR MATERIALLY BENEFICIAL MANNER. THE FINANCIAL PROJECTIONS,
THEREFORE, MAY NOT BE RELIED UPON AS A GUARANTEE OR OTHER
ASSURANCE OF THE ACTUAL RESULTS THAT WILL OCCUR.

NO PARTY IS AUTHORIZED TO GIVE ANY INFORMATION WITH RESPECT TO
THE AMENDED PLAN OTHER THAN THAT WHICH IS CONTAINED IN THE
DISCLOSURE STATEMENT AND THIS DISCLOSURE STATEMENT_SUPPLEMENT. NO
REPRESENTATIONS CONCERNING THE DEBTORS OR THE VALUE OF THEIR
PROPERTY HAVE BEEN AUTHORIZED BY THE DEBTORS OTHER THAN AS SET
FORTH IN THE DISCILOSURE STATEMENT AND THIS DISCLOSURE STATEMENT.
SUPPLEMENT. ANY INFORMATION, REPRESENTATIONS, OR INDUCEMENTS MADE
TO OBTAIN AN ACCEPTANCE OF THE_AMENDED PLAN OTHER THAN, OR
INCONSISTENT WITH, THE INFORMATION CONTAINED HEREIN OR IN THE

DISCLOSURE STATEMENT (AS APPLICABLE) AND IN THE AMENDED PLAN SHOULD
NOT BE RELIED UPON BY ANY HOLDER OF A CLAIM.

WITH RESPECT TO CONTESTED MATTERS, ADVERSARY PROCEEDINGS,
AND OTHER PENDING, THREATENED, OR POTENTIAL LITIGATION OR ACTIONS,
NEITHER THE DISCLOSURE STATEMENT NOR THIS DISCLOSURE STATEMENT
DOES—NOT—CONSTHIFUFESUPPLEMENT CONSTITUTES, AND MAY NOT BE
CONSTRUED BY ANY PARTY AS, AN ADMISSION OF FACT, LIABILITY,
STIPULATION, OR WAIVER, BUT RATHER AS—A—STATEMENTSHOULD BE
CONSTRUED AS STATEMENTS MADE IN SETTLEMENT NEGOTIATIONS. NEITHER_
THE DISCLOSURE STATEMENT NOR THIS DISCLOSURE STATEMENT SUPPLEMENT
WILL-NOF BE ADMISSIBLE IN ANY NON-BANKRUPTCY PROCEEDING NOR WILL IT
BE CONSTRUED TO CONSTITUTE ADVICE ON THE TAX, SECURITIES, OR OTHER
LEGAL EFFECTS OF THE_AMENDED PLAN AS IT RELATES TO THE HOLDERS OF
CLAIMS AGAINST, OR INTERESTS IN, THE DEBTORS.

THE SECURITIES DESCRIBED HEREIN WILL BE ISSUED WITHOUT
REGISTRATION UNDER THE UNITED STATES SECURITIES ACT OF 1933, AS
AMENDED (THE “SECURITIES ACT”), OR ANY SIMILAR FEDERAL, STATE, OR
LOCAL LAW, IN RELIANCE ON THE EXEMPTIONS SET FORTH IN SECTION 1145 OF
THE BANKRUPTCY CODE. IN ACCORDANCE WITH SECTION 1125(E) OF THE
BANKRUPTCY CODE, A DEBTOR OR ANY OF ITS AGENTS THAT PARTICIPATES, IN
GOOD FAITH AND IN COMPLIANCE WITH THE APPLICABLE PROVISIONS OF THE
BANKRUPTCY CODE, IN THE OFFER, ISSUANCE, SALE, OR PURCHASE OF A
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SECURITY, OFFERED OR SOLD UNDER THE_ AMENDED PLAN, OF THE DEBTOR, OF
AN AFFILIATE PARTICIPATING IN A JOINT PLAN WITH THE DEBTOR, OR OF A
NEWLY ORGANIZED SUCCESSOR TO THE DEBTOR UNDER THE AMENDED PLAN, IS
NOT LIABLE, ON ACCOUNT OF SUCH PARTICIPATION, FOR VIOLATION OF ANY
APPLICABLE LAW, RULE, OR REGULATION GOVERNING THE OFFER, ISSUANCE,
SALE, OR PURCHASE OF SECURITIES.

THE DISCILOSURE STATEMENT AND THIS DISCLOSURE STATEMENT
HASSUPPLEMENT HAVE BEEN PREPARED IN ACCORDANCE WITH SECTION 1125
OF THE BANKRUPTCY CODE AND BANKRUPTCY RULE 3016(B) AND NOT IN
ACCORDANCE WITH FEDERAL OR STATE SECURITIES LAWS OR OTHER
NON-APPLICABLE BANKRUPTCY LAWS. NEITHER THE DISCLOSURE STATEMENT
NOR THIS DISCLOSURE STATEMENT HAS—NOTSUPPLEMENT HAVE BEEN
APPROVED OR DISAPPROVED BY THE UNITED STATES SECURITIES AND
EXCHANGE COMMISSION (THE “SEC”), NOR HAS THE SEC PASSED UPON THE
ACCURACY OR ADEQUACY OF THE STATEMENTS CONTAINED HEREIN.

SEE ARTICLE IX OF THIS DISCLOSURE STATEMENT_SUPPLEMENT, ENTITLED
“CERTAIN RISK FACTORS TO BE CONSIDERED PRIOR TO VOTING,”
(NCORPORATING BY REFERENCE ARTICLE X OF THE DISCLOSURE STATEMENT
(AS APPLICABLE)) FOR A DISCUSSION OF CERTAIN CONSIDERATIONS IN
CONNECTION WITH A DECISION BY A HOLDER OF AN IMPAIRED CLAIM TO
ACCEPT THE AMENDED PLAN.
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ARTICLE I
INTRODUCTION

A. Purpose of the Disclosure Statement_Supplement

On April 1, 2019 (the “Petition Date”), each of Southcross Energy Partners, L.P.
(“Southcross” or the “Partnership”), Southcross Energy Partners GP, LLC, (“Southcross GP”),
and Southcross’s wholly owned direct and indirect subsidiaries (collectively, the “Debtors™)
filed a voluntary petition for relief under chapter 11 of title 11 of the United States Code (the
“Bankruptcy Code”) in the United States Bankruptcy Court for the District of Delaware (the
“Bankruptcy Court”). The Debtors’ chapter 11 cases are being jointly administered under the
caption In re Southcross Energy Partners, L.P., Case No. 19-10702 (the “Chapter 11 Cases™).
The Debtors have continued in possession of their property and have continued to operate and
manage their businesses as debtors in possessmn pursuant to sections 1 107(a) and 1108 of the
Bankruptcy Code e mtth e 3 m

Amended Plan;-attached-hereto-as ExhibitA; is the outcome of extensive negotiations
betweenmg the Debtors and certain of their key stakeholders—mcludlng an—ael—hec—gfeu&
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monthsalmost a year ago. The Amended Plan contemplates a restructuring that will deleverage
the Debtors’ balance sheet, dispesedistribute the proceeds of the Debtors” MS/AL Assets and
CCPN Assets WWMMMWMQ enable the
Debtors to reorganize around their South Texas assets_(incl rsuant to th it Bi
Transaction, as applicable), and leave the Debtors positioned to succeed in the hlghly competitive
natural gas midstream industry. The_Amended Plan contemplates the resolution of all
outstanding Claims against, and Interests in, the Debtors.

Deb%e#s—ﬂ%d—He&Gre&p—&neLeeﬂamﬂ%heFm%eres%eeLpames—The Debtors beheve the
Amended Plan is reflective of these-good faith negotiations and will treat holders of Claims and

Interests in an economic and fair manner. As-diseussedfurtherinArticle IV-A-ofthis Diselosure-
Statement-inln developing the_Amended Plan, the Debtors considered various issues relating to
how the distributable value should be allocated among the creditors of the various Debtors,
including, without limitation, (i) the value of the Estates on a consolidated and entity-by-entity
basis and the proper method of determining such value, (i1) the value of any unencumbered assets
after giving effect to a fair allocation of all Administrative Expense Claims, Priority Tax-Claims,
Priority Non-Tax Claims, and Secured Claims, (iii) the projected recoveries of holders of Claims
on a consolidated and entity-by-entity basis, and (iv) the nature and treatment of Intercompany
Claims. The Debtors believe that the Amended Plan strikes a fair and equitable balance between
these competing factors and appropriately distributes value among their stakeholders in
accordance with the Bankruptcy Code’s priority scheme.

The Debtors submit this Disclosure Statement Supplement pursuant to section 1125 of
the Bankruptcy Code to holders of Claims against the Debtors in connection with (i) the
continuing solicitation of acceptances of the Amended Plan and (ii) a hearing to consider
confirmation of the_Amended Plan.

The purpose of this Disclosure Statement Supplement is to describe the Amended Plan

and how its provisions_differ from the Original Plan and to provide adequate information, as
required under section 1125 of the Bankruptcy Code, to holders of Claims against-the Debtors-

3 See note 3, supra.
22
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whe-wil-have therichttovote-onthe Planin th ti la so they can make informed

decisions in doing 50. Holders entitled to vote to accept or reject the Amended Plan will receive

This Disclosure Statement_Supplement (including by reference to certain provisions of
the Disclosure Statement) includes, among other things, (i) information pertaining to the
Debtors’ prepetition business operations and financial history and (ii) the events leading up to the
Chapter 11 Cases. In addition, this Disclosure Statement Supplement (including by reference to

certain provisions of the Disclosure Statement) includes an overview of the Amended Plan
(which overview sets forth certain terms and provisions of the Amended Plan), the effects of

confirmation of the Amended Plan, certain risk factors associated with the Amended Plan,-and
the manner in which distributions will be made under the Amended Plan, and how the Amended
Plan differs from the Original Plan. This Disclosure Statement Supplement also discusses the

confirmation process and the procedures for voting, which procedures must be followed by the
holders of Clalms entltled to vote under the Amende_d_Plan in order for thelr votes to be counted;_

B. Disclosure Statement_Supplement Enclosures

Accompanying this Disclosure Statement Supplement (along with the rest of the

Supplemental Solicitation Package) is a ballot (the “Ballot”) for voting to accept or reject the
Amended Plan if you are the record holder of a Claim in a-Class-entitled-to-vote-on-the Plan-

teach;a—the Voting €lass™)Classes.
C. Confirmation of the Amended Plan
1. Requirements

The requirements for confirmation of the Amended Plan are set forth in section 1129 of
the Bankruptcy Code. The requirements for approval of the Disclosure Statement (as

supplemented herein by this Disclosure Statement Supplement) are set forth in section 1125 of
the Bankruptcy Code.

2. Approval of the Amended Plan and Confirmation Hearing
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To confirm the Amended Plan, the Bankruptcy Court must hold a hearing to determine
whether the Amended Plan meets the requirements of section 1129 of the Bankruptcy Code.

3. Only Impaired Classes Vote

Pursuant to the provisions of the Bankruptcy Code, only classes of claims or interests that
are “impaired” (as defined in section 1124 of the Bankruptcy Code) under a plan may vote to
accept or reject such plan. Generally, a claim or interest is impaired under a plan if the
applicable holder’s legal, equitable, or contractual rights are modified under such plan. In
addition, if the holders of claims or interests in an impaired class do not receive or retain any
property under a plan on account of such claims or interests, such impaired class is deemed to
have rejected such plan under section 1126(g) of the Bankruptcy Code and, therefore, such
holders are not entitled to vote on such plan.

Under the_ Amended Plan, holders of Claims in Classes 3 and 4 are impaired and are
entitled to vote on the Amended Plan.

Under the_ Amended Plan, holders of Claims and Interests in Classes 5, 6, 7, and 8 are
impaired and will not receive or retain any property under the_Amended Plan on account of their

Claims or Interests in such classes and, therefore, are (i) not entitled to vote on the Amended Plan
and (ii) deemed to reject the Amended Plan.

Under the_ Amended Plan, holders of Claims and Interests in Classes 1 and 2 are
unimpaired and therefore, deemed to accept the_ Amended Plan.

ACCORDINGLY, A BALLOT FOR ACCEPTANCE OR REJECTION OF THE_
AMENDED PLAN IS BEING PROVIDED ONLY TO HOLDERS OF CLAIMS IN CLASSES 3
AND 4.

D. Treatment and Classification of Claims and Interests; Impairment

Pursuant to sections 1122 and 1123 of the Bankruptcy Code, Claims and Interests are
classified for all purposes, including, without express or implied limitation, voting, confirmation,
and distribution pursuant to the_ Amended Plan, as set forth herein. A Claim or Interest shall be
deemed classified in a particular Class only to the extent that the Claim or Interest qualifies
within the description of that Class, and shall be deemed classified in a different Class to the
extent that any remainder of such Claim or Interest qualifies within the description of such
different Class. A Claim or Interest is in a particular Class only to the extent that such Claim or
Interest is Allowed in that Class and has not been paid or otherwise satisfied prior to the
Effective Date. Any Claim or Interest that has been paid or satisfied, or any Claim or Interest
that has been amended or superseded, may be adjusted or expunged on the official claims register
without a claims objection having to be filed and without any further notice to or action, order, or
approval of the Bankruptcy Court.

Except as otherwise specifically provided for in the Amended Plan, the Confirmation
Order, or other order of the Bankruptcy Court, or as required by applicable non-bankruptcy law,
in no event shall any holder of an Allowed Claim be entitled to receive payments that in the
aggregate exceed the Allowed amount of such holder’s Claim. For the purpose of classification

44
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and treatment under the_Amended Plan, any Claim in respect of which multiple Debtors are
jointly liable shall be treated as a separate Claim against each of the jointly liable Debtors.

Summary of Classification and Treatment of
Claims and Interests in the Debtors

THE PROJECTED RECOVERIES SET FORTH IN THE TABLE BELOW ARE
ESTIMATES ONLY AND ARE SUBJECT TO CHANGE.

The Amended Plan is being proposed as a joint plan of reorganization of the Debtors for
administrative purposes only and constitutes a separate chapter 11 plan of reorganization for each
Debtor. The Amended Plan groups the Debtors together solely for purposes of describing
treatment under the Amended Plan, confirmation of the_ Amended Plan and making distributions
(“Plan Distributions™) in respect of Claims against and/or Interests in the Debtors under the_
Amended Plan. Such groupings shall not affect any Debtor’s status as a separate legal entity,
change the organizational structure of the Debtors’ business enterprise, constitute a change of
control of any Debtor for any purpose, cause a merger or consolidation of any legal entities, nor
cause the transfer of any assets or the assumption of any liabilities; and, except as otherwise
provided by or permitted in the_Amended Plan, all Debtors shall continue to exist as separate
legal entities.

The information in the table below is provided in summary form for illustrative purposes
only and is subject to material change based on certain contingencies, including those related to
the claims reconciliation process. Actual recoveries may widely vary within these ranges, and
any changes to any of the assumptions underlying these amounts could result in material
adjustments to recovery estimates provided herein and/or the actual distribution received by
holders of Allowed Claims. The projected recoveries are based on information available to the
Debtors as of the date hereof and reflect the Debtors’ estimates as of the date hereof only. In
addition to the cautionary notes contained elsewhere_herein and in the Disclosure Statement, it is
underscored that the Debtors make no representation as to the accuracy of these recovery
estimates. The Debtors expressly disclaim any obligation to update any estimates or assumptions
after the date hereof on any basis (including new or different information received and/or errors
discovered).

The categories of Claims and Interests listed below classify Claims and Interests for all
purposes, including voting, confirmation, and distribution pursuant to the Amended Plan and
pursuant to sections 1122 and 1123(a)(1) of the Bankruptcy Code.—For-asummary-ofthe-

faVaNWA
O O Cl D) 5
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Class Designation Amended Plan | Entitled | Projected Estimated
Treatment of | to Vote Recovery | Allowed Claims
Allowed Claims Under the
and Interests Amended Plar
1 |Priority Non-Tax Unimpaired No 100% $0.00
Claims
7 | Other Secured Claims Unimpaired No 100% $0.00
3 |Prepetition Impaired Yes 47.738.1%  [$81,293,201.51
Revolving Credit
Facility Claims
4 |Prepetition Term | Impaired Yes 26:012.4%  |$309,418,355.97
Loan Claims
5 |General Unsecured | impaired No 0% $215,150.00
Claims
6 | Sponsor Note Claims| ympaired No 0% $17,382,775.47
7 | Subordinated Claims Impaired No 0% $0.00
g |Existing Interests | [mpaired No 0% N/A

E.

If a controversy arises regarding whether any Claim is properly classified under the_
Amended Plan, the Bankruptcy Court shall, upon proper motion and notice, determine such
controversy at the Confirmation Hearing. If the Bankruptcy Court finds that the classification of
any Claim is improper, then such Claim shall be reclassified and the Ballot previously cast by the
holder of such Claim shall be counted in, and the Claim shall receive the treatment prescribed in,
the Class in which the Bankruptcy Court determines such Claim should have been classified,
without the necessity of resoliciting any votes on the_ Amended Plan.

Voting Procedures and Voting Deadline

If you arewere entitled to vote to accept or reject the Original Plan, a Ballot iswas
enclosed w%for the purpose of Votlng on the Plan—

your vote is counted you must complete date sign, and promptly mail the Ballot enclosed with
the neticeSupplemental Solicitation Package you have received or complete your Ballot using the
online portal maintained by the Seleitation-and-Claims Agent, so your vote is actually received
by the Claims Agent prior to the Voting Deadline, in each case indicating your decision to accept
or reject the Amﬁnde_d_Plan 1n the boxes prov1ded w
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any Ballot mitted in connection with the Amen Plan will I any Ballot previousl

cast by such party.

The Ballot also contains an election to opt out of the release provisions contained in
Seetion12-6(b)Article XII of the Amended Plan. Holders of Claims who are deemed to accept or
deemed to reject the Amended Plan will not receive Ballots and will not be deemed to have
granted the releases in seetreﬂ—l—2—6€b)Ar_t1Ql§_XII of the_Amcnd_e_d Plan If you vote to accept the

M but do not ggr did 1_]gt QL§¥JQQ§!¥) opt out of the release pr0V1510ns of the Amend_e_d_Plan

you will be deemed to have granted the releases in seetion12-6(b)-ofthe PlanArticle XII of the
Amended Plan. See Article V.D.3 herein for additional details.

TO BE COUNTED, YOUR BALLOT INDICATING YOUR ACCEPTANCE OR
REJECTION OF THE PEANAMENDED PLAN (TO THE EXTENT YOU HAVE EITHER
NOT PREVIOUSLY SUBMITTED A BALLOT OR CHOOSE TO SUBMIT A NEW BALLOT
CHANGING YOUR VOTE) MUST BE RECEIVED BY THE SOHCHATHON-AND-CLAIMS
AGENT-FHE=SOHCITATHON-AND-CEAIMS-AGENT" NO LATER THAN 6:00 P.M.
(PREVAILING EASTERN TIME) ON Nevember—27—2019JANUARY 21, 2020 (THE
“VOTING DEADLINE”).

In order for the Amended Plan to be accepted by an impaired Class of Claims, a majority
in number and two-thirds in dollar amount of the Claims voting in such Class must vote to accept
the_Amended Plan. At least one Voting Class, excluding the votes of insiders, must actually vote
to accept the_ Amended Plan.

YOU ARE URGED TO COMPLETE, DATE, SIGN, AND PROMPTLY MAIL THE
BALLOT ENCLOSED WITH THE NOTICE OR COMPLETE YOUR BALLOT USING THE
ONLINE PORTAL MAINTAINED BY THESOHSTAHON-AND CLAIMS AGENT.
PLEASE BE SURE TO COMPLETE THE BALLOT PROPERLY AND LEGIBLY AND TO
IDENTIFY THE EXACT AMOUNT OF YOUR CLAIM AND THE NAME OF THE
HOLDER. IF YOU ARE A HOLDER OF A CLAIM ENTITLED TO VOTE ON THE_
AMENDED PLAN AND YOU DID NOT RECEIVE A BALLOT, YOU RECEIVED A
DAMAGED BALLOT, ©R—YOU LOST YOUR BALLOT, OR_YOU PREVIOUSLY

SUBMITTED A BALLOT BUT CHOOSE TO CHANGE YOUR VOTE, OR IF YOU HAVE
ANY QUESTIONS CONCERNING THE DISCLOSURE STATEMENT, FHETHIS

DISCLOSURE STATEMENT SUPPLEMENT, THE AMENDED PLAN, OR PROCEDURES
FOR VOTING ON THE AMENDED PLAN, PLEASE CONTACT THE-SOHCITATHON-AND
CLAIMS AGENT AT (866) 967-0671 (TOLL-FREE) OR (310) 751-2671 (IF CALLING FROM
OUTSIDE THE U.S. OR CANADA) OR AT SouthcrossInfo@kccllc.com. THE-
SOEICHATON-AND CLAIMS AGENT IS NOT AUTHORIZED TO PROVIDE LEGAL
ADVICE AND WILL NOT PROVIDE ANY SUCH ADVICE.

F. Continued Solicitation Hearing and Confirmation Hearing

M&Banh@tcy Court has scheduled a hearmg to cons1der conﬁrmatlon

—1
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of the_ Amended Plan (the “Confirmation Hearing”). The Confirmation Hearing will take place
on Deeember 92049 January 27, 2020 at 2:060-p10:30 a.m. (prevailing Eastern Time). Parties in
interest will have the opportumty to Ob_] ect to the conﬁrmatlon of the Amende_d_Plan at the
Confirmation Hearing. The dea 2

is January 21, 2020 at m.

THE DEBTORS URGE ALL HOLDERS OF CLAIMS ENTITLED TO VOTE ON THE
AMENDED PLAN TO VOTE TO ACCEPT THE AMENDED PLAN.

I » ith r t to th Arnn Plan

Deadline Proposed Date

Deadline To File Rule 3018 Motions® £:00 ; iling E
Time) on the fifth day after

. .

MM . "
MMW f notice of
objection. if any, to such Clai

Debtors’ Deadline To File Plan Supplement January 9, 2020

Del > Deadline To File A led Schedule of Rejected J 13, 2020

Contracts and Leases

Deadline To Obi Rule 3018 Moi y 21, 2020

Deadline for Repli : led Plan Obiecti W 23, 2020
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ARTICLE 11

GENERAL INFORMATION REGARDING THE DEBTORS
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ARTICLE III

THE-CHAPTER H-CASES

4818
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n October 22, 2019, the B t rt entered th P le Order
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B. H-Executory Contracts and Unexpired Leases
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2 case from the Schedule of Rejected Contracts a eases u
until the commencement of the Confirmation Hearing. To the extent that
any of the executory contracts and unexpired leases of the Debtors are not
listed he Schedule of Rej 1 C {1 5 |
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fined in the Final DIP Order) that h. r m fter November
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dated December 12, 2019 (the “Cooperation Agreement”), which provides, among other things,
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consummation of the Original Plan, including by filing any motion or pleading
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in the Debtors establishing the terms for obtaining commitments for approximately $65 million
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the Debtors an th M rity Ad H the Credit Bid Transaction will rri t in th

the Amen Plan and th nfirmation Order;

set forth in Section 3.1 of the Amended Plan, the Plan-shall-have no-force-oreffectunlessand the
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Bankruptcy Court shalidoes not

enter the Confirmation Order—Nene-of the-filing-of the Planany-
in-the Plan—orthe incof anmv-actionbv-the Debtors-or-the-Ad
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ARTICLE V

VOTING REQUIREMENTS; ACCEPTANCE AND CONFIRMATION OF THE_
AMENDED PLAN

A. General

The following is a brief summary of the_Amended Plan confirmation process. Holders of
Claims and Interests are encouraged to review the relevant provisions of the Bankruptcy Code
and/or consult their own attorneys.

Section 1128(a) of the Bankruptcy Code requires the Bankruptcy Court, after notice, to
hold a confirmation hearing. Section 1128(b) of the Bankruptcy Code provides that any party in
interest may object to confirmation of the_ Amended Plan.

Section 1129 of the Bankruptcy Code requires that, in order to confirm the Amended
Plan, the Bankruptcy Court must make a series of findings concerning the Amended Plan and the
Debtors, including that (i) the Amended Plan has classified Claims in a permissible manner, (i)
the Amended Plan complies with applicable provisions of the Bankruptcy Code, (iii) the_
Amended Plan has been proposed in good faith and not by any means forbidden by law, (iv) the
disclosure required by section 1125 of the Bankruptcy Code has been made, (v) the Amended
Plan has been accepted by the requisite votes of holders of Claims (except to the extent that
cramdown is available under section 1129(b) of the Bankruptcy Code), (vi) the Amended Plan is
feasible and confirmation is not likely to be followed by the liquidation or the need for further
financial reorganization of the Debtors unless such liquidation or reorganization is proposed in
the Amended Plan; (vii) the_Amended Plan is in the “best interests” of all holders of Claims in an
impaired Class by providing to such holders on account of their Claims property of a value, as of
the Effective Date, that is not less than the amount that such holders would receive or retain in a
chapter 7 liquidation, unless each holder of a Claim in such Class has accepted the_Amended
Plan, and (viii) all fees and expenses payable under 28 U.S.C. § 1930, as determined by the
Bankruptcy Court at the Confirmation Hearing, have been paid or the Amended Plan provides for
the payment of such fees on the Effective Date. The Debtors believe that the Amended Plan
satisfies section 1129 of the Bankruptcy Code.
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B. Parties in Interest Entitled To Vote

Pursuant to the Bankruptcy Code, only Classes of Claims that are “impaired” (as defined
in section 1124 of the Bankruptcy Code) under the Amended Plan are entitled to vote to accept or
reject the_ Amended Plan. A Class is impaired if the legal, equitable, or contractual rights to
which the Claims of that Class entitled the holders of such Claims are modified, other than by
curing defaults and reinstating the Claims. Classes that are not impaired are not entitled to vote
on the Amended Plan and are conclusively presumed to have accepted the Amended Plan. In
addition, Classes that receive no distributions under the Amended Plan are not entitled to vote on
the Amended Plan and are deemed to have rejected the Amended Plan.

C. Classes Impaired and Entitled To Vote Under the Amended Plan

The following Classes are impaired under the Amended Plan and entitled to vote on the_
Amended Plan:

Class Designation Status Voting Rights
3 Prepetition Revolving Impaired Entitled to Vote
Credit Facility Claims
4 Prepetition Term Loan Impaired Entitled to Vote
Claims

In general, if a Claim or Interest is unimpaired under a plan, section 1126(f) of the
Bankruptcy Code deems the holder of such Claim or Interest to have accepted the plan, and thus,
the holders of Claims in such unimpaired Classes are not entitled to vote on the plan. Because
Classes 1 and 2 are unimpaired under the_Amended Plan, the holders of Claims and Interests in
these Classes are not entitled to vote.

In general, if the holder of an impaired Claim or impaired Interest will not receive any
distribution under a plan in respect of such Claim or Interest, section 1126(g) of the Bankruptcy
Code deems the holder of such Claim or Interest to have rejected the plan, and thus, the holders
of Claims in such Classes are not entitled to vote on the_ Amended Plan. The holders of Claims
and Interests in Classes 5, 6, 7 and 8 are conclusively presumed to have rejected the Amended
Plan and are therefore not entitled to VoteM%ewePheldeF&eﬁGLaﬂ%&aﬂd—MeresthasseH—

D. Voting Procedures and Requirements

The Bankruptcy Court can confirm the Amended Plan only if it determines that the_
Amended Plan complies with the technical requirements of chapter 11 of the Bankruptcy Code.
One of these technical requirements is that the Bankruptcy Court find, among other things, that
the_Amended Plan has been accepted by the requisite votes of all Classes of impaired Claims and
Interests unless approval will be sought under section 1129(b) of the Bankruptcy Code in spite of
the nonacceptance by one or more such Classes.

$+81



Case 19-10702-MFW Doc 767 Filed 12/16/19 Page 92 of 189

If you have any questions about (i) the procedures for voting your Claim or with respect
to the packet-efmaterialsSupplemental Solicitation Package that you have received or (ii) the
amount of your Claim, please contact the Debtors’-Selieitation-and Claims Agent at (866)
967-0671 (toll-free) or (310) 751-2671 (if calling from outside the U.S. or Canada). If you wish
to obtain (at no charge) an additional copy of the Amended Plan, the Disclosure Statement, this
Disclosure Statement_Supplement, or other solicitation documents, you can obtain them from the
Debtors’ Case Information Website (located at http://www.kccllc.net/southcrossenergy) or by
requesting a copy from the Debtors’-Sehieitationand Claims Agent, which can be reached at
877-709-4750.

1. Ballots

Pursuant to Bankruptcy Rule 3017(c), November 6, 2019, the date of the Disclosure
Statement Hearing, shall be the record date for purposes of determining which holders of Claims
are entitled to receive solicitation packages and, where applicable, vote on the Amended Plan
(the “Record Date”). Accordingly, only holders of record as of the Record Date that are
otherwise entitled to vote under the Amended Plan will receive a Supplemental Solicitation_
Package including a Ballot, and may vote on the Amended Plan.

In voting for or against the Amended Plan, please use (i) only the Ballot sent to you with
the Disclosure Statement or this Disclosure Statement_Supplement or (ii) the online electronic
ballot portal. If you are a holder of a Claim in Class 3 or 4 and did not receive a Ballot, if your
Ballot is damaged or lost or if you have any questions concerning voting procedures, please
contact the-Selieitation-and Claims Agent at (866) 967-0671 (toll-free) or (310) 751-2671 (if
calling from outside the U.S. or Canada) or by email at Southcrossinfo@kccllc.com.

2. Submitting Ballots

If you are entitled to vote to accept or reject the_ Amended Plan, you should read carefully,
complete, and submit your Ballot in accordance with the instructions below_(if applicable).
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mitted in connection with the Amen Plan will I any Ballot previously cast

such party.

For your vote to be counted, your Ballot must be properly completed, signed, and
returned so that it is actually received by the-Selieitation-and Claims Agent, Kurtzman Carson
Consultants LLC, by no later than the Voting Deadline, unless such time is extended in writing
by the Debtors. If your Ballot is not received by the-Seleitation-and Claims Agent on or before
the Voting Deadline, and such Voting Deadline is not extended by the Debtors as noted above,
your vote will not be counted. If you are submitting a Ballot via first-class mail, overnight
courier, or personal delivery, it should be sent to: Southcross Ballot Processing, c/o KCC, 222 N.
Pacific Coast Highway, Suite 300, EI Segundo, CA 90245. Delivery of a Ballot to the-
Selieitationand Claims Agent by facsimile or any other electronic means (other than as expressly
provide herein) shall not be valid.

Except as otherwise ordered by the Bankruptcy Court, any Ballots received after the
Voting Deadline will not be counted absent the consent of the Debtors (in their sole discretion).
The method of delivery of Ballots to the-Seheitation-and Claims Agent is at the risk of each
holder of a Claim, and such delivery will be deemed made only when the original Ballot is
actually received by the-Sekeitation-and Claims Agent. In all cases, sufficient time should be
allowed to assure timely delivery. An original executed Ballot is required to be submitted by the
entity submitting any written Ballot. Delivery of a Ballot by facsimile, telecopy, or any other
electronic means shall not be valid; provided, however, that Ballots submitted through the online
voting portal will be counted. No Ballot should be sent to the Debtors, their agents (other than
the-Seheitationand Claims Agent), any administrative agent (unless specifically instructed to do
s0), or the Debtors’ financial or legal advisors, and if so sent will not be counted. If no holders of
Claims in a particular Class that is entitled to vote on the Amended Plan vote to accept or reject
the Amended Plan, then such Class shall be deemed to accept the Amended Plan.

3. 4-Releases and Exculpation and Injunction Provisions Under the Amended
Plan

Each Ballot advises the recipient in bold and capitalized print that holders of Claims may
opt out of the release provisions in the Amended Plan if such holder votes to accept the
planAmended Plan. Each Ballot further advises the recipient in bold and capitalized print that if
such holder votes to accept the Amended Plan but does not opt out of the release provisions of
the Amended Plan, such holder will be deemed to have granted the releases in seetion-
12-6(b)Article XII of the planAmended Plan. Holders who do not grant the releases and consent
to the exculpation and injunction provisions contained in Article 12 of the Amended Plan will
not receive the benefit of the releases set forth in Article 12 of the Amended Plan.
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The Debtors-shall-mail-ereause, in connection with solicitation of the Original Plan and
Disclosure Statement, have mailed or caused to be mailed by first-class mail to holders of Claims
in Classes 1, 2, 5, 6, 7, and 8 a copy of a notice of non-voting status_and such notice remains

alid with r t to the Amended Plan. In addition, all parties in interest may obtain copies of
the Disclosure Statement, this Disclosure Statement Supplement, and the Amended Plan free of
charge upon request to the-Seheitation-and Claims Agent via email at
SouthcrossInfo@kcclle.com or via telephone at (866) 967-0671 (toll-free) or at (310) 751-2671,
for international callers.

E. Acceptance of Amended Plan

As a condition to confirmation of thePlara chapter 11 plan, the Bankruptcy Code
requires that each class of impaired claims vote to accept a plan, except under certain
circumstances. See “Confirmation Without Necessary Acceptances; Cramdown” below. A class
of claims or interests that is unimpaired under a plan is deemed to have accepted the plan and,
therefore, solicitation of acceptances with respect to such class is not required. A class is
impaired unless the plan (i) leaves unaltered the legal, equitable, and contractual rights to which
the claim or interest entitles the holder of such claim or interest or (i1) cures any default,
reinstates the original terms of the obligation, and does not otherwise alter the legal, equitable, or
contractual rights to which the claim or interest entitles the holder of such claim or interest.

Section 1126(c) of the Bankruptcy Code defines acceptance of a plan by an impaired
class as acceptance by holders of at least two-thirds in dollar amount and more than one-half in
number of claims in that class; only those holders that are eligible to vote and that actually vote
to accept or reject the plan are counted for purposes of determining whether these dollar and
number thresholds are met. Thus, a class of claims will have voted to accept a plan only if
two-thirds in amount and a majority in number that actually-vete cast their ballots in favor of
acceptance. Under section 1126(d) of the Bankruptcy Code, a class of interests has accepted a
plan if holders of such interests holding at least two-thirds in amount that actually vote have
voted to accept the plan. Holders of claims or interests who fail to vote are not counted as either
accepting or rejecting a plan.

In addition to this voting requirement, section 1129 of the Bankruptcy Code requires that
a plan be accepted by each holder of a claim or interest in an impaired class or that the plan
otherwise be found by a court to be in the best interests of each holder of a claim or interest in
such class. See “Best Interests Test” below. Moreover, each impaired class must accept the plan
for the plan to be confirmed without application of the “fair and equitable” and “unfair
discrimination” tests set forth in section 1129(b) of the Bankruptcy Code discussed below. See
“Confirmation Without Necessary Acceptances; Cramdown” below.

F. Confirmation Without Necessary Acceptances; Cramdown

In the event that any impaired class of claims or interests does not accept a plan, a debtor
nevertheless may move for confirmation of the plan. A plan may be confirmed, even if it is not
accepted by all impaired classes, if the plan has been accepted by at least one impaired class of
claims and the plan meets the “cramdown” requirements set forth in section 1129(b) of the
Bankruptcy Code. Section 1129(b) of the Bankruptcy Code requires that a court find that a plan

8484
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(1) “does not discriminate unfairly” and (ii) is “fair and equitable,” with respect to each
non-accepting impaired class of claims or interests. Here, because holders of Claims in Classes
5,6, 7, and 8 are deemed to reject the Amended Plan, the Debtors will seek confirmation of the_
Amended Plan from the Bankruptcy Court by satisfying the “cramdown” requirements set forth
in section 1129(b) of the Bankruptcy Code. The Debtors believe that such requirements are
satisfied, as no holder of a Claim or Interest junior to those in Classes 5, 6, 7 or 8 will receive any
property under the_Amended Plan.

A plan “does not discriminate unfairly” if (i) the legal rights of a nonaccepting class are
treated in a manner that is consistent with the treatment of other classes whose legal rights are
similar to those of the nonaccepting class and (ii) no class receives payments in excess of that
which it is legally entitled to receive for its claims or interests. The Debtors believe that, under
the_Amended Plan, all impaired Classes of Claims and Interests are treated in a manner that is
consistent with the treatment of other Classes of Claims and Interests that are similarly situated,
if any, and no class of Claims or Interests will receive payments or property with an aggregate
value greater than the aggregate value of the Allowed Claims or Allowed Interests in such Class.
Accordingly, the Debtors believe that the Amended Plan does not discriminate unfairly as to any
impaired Class of Claims or Interests.

The Bankruptcy Code provides a non-exclusive definition of the phrase “fair and
equitable.” In order to determine whether a plan is “fair and equitable,” the Bankruptcy Code
establishes “cram down” tests for secured creditors, unsecured creditors, and equity holders, as
follows:

9—Secured Creditors. Either (A) each impaired secured creditor retains its
liens securing its secured claim and receives on account of its secured
claim deferred Cash payments having a present value equal to the amount
of its allowed secured claim, (B) each impaired secured creditor realizes
the “indubitable equivalent” of its allowed secured claim, or (C) subject to
section 363(k) of the Bankruptcy Code, the property securing the claim is
sold free and clear of liens, with such liens to attach to the proceeds of the
sale and the treatment of such liens on proceeds to be as provided in clause
(A) or (B) above.

—Unsecured Creditors. Either (A) each impaired unsecured creditor
receives or retains under the plan property of a value equal to the amount
of its allowed claim or (B) the holders of claims and interests that are
junior to the claims of the dissenting class will not receive any property
under the plan.

¢i)-Equity Interests. Either (A) each holder of an equity interest will receive
or retain under the plan property of a value equal to the greatest of the
fixed liquidation preference to which such holder is entitled, the fixed
redemption price to which such holder is entitled or the value of the
interest or (B) the holder of an interest that is junior to the nonaccepting
class will not receive or retain any property under the plan.

8585
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As discussed above, the Debtors believe that the distributions provided under the_
Amended Plan satisfy the “fair and equitable” standard, where required.

G. Classification

The Bankruptcy Code requires that, for purposes of treatment and voting, a chapter 11
plan divide the different claims (excluding administrative claims) against, and equity interests in,
a debtor into separate classes based upon their legal nature. Pursuant to section 1122 of the
Bankruptcy Code, a plan may place a claim or an interest in a particular class only if such claim
or interest is substantially similar to the other claims or interests of such class. The Debtors
believe that the_ Amended Plan classifies all Claims and Interests in compliance with the
provisions of the Bankruptcy Code because valid business, factual, and legal reasons exist for
separately classifying the various Classes of Claims and Interests created under the_ Amended
Plan. Accordingly, the classification of Claims and Interests in the_ Amended Plan complies with
section 1122 of the Bankruptcy Code.

ARTICLE VI

FEASIBILITY AND BEST INTERESTS OF CREDITORS
A. Best Interests Test

As noted above, even if a plan is accepted by the holders of each class of claims and
interests, the Bankruptcy Code requires a court to determine that such plan is in the best interests
of all holders of claims or interests that are impaired by that plan and that have not accepted the
plan. The “best interests” test, as set forth in section 1129(a)(7) of the Bankruptcy Code, requires
a court to find either that all members of an impaired class of claims or interests have accepted
the plan or that the plan will provide a member who has not accepted the plan with a recovery of
property of a value, as of the effective date of the plan, that is not less than the amount that such
holder would recover if the debtor were liquidated under chapter 7 of the Bankruptcy Code (the
“Best Interests Test™).

To calculate the probable distribution to holders of each impaired class of claims and
interests if the debtor were liquidated under chapter 7, a court must first determine the aggregate
dollar amount that would be generated from a debtor’s assets if its chapter 11 cases were
converted to chapter 7 cases under the Bankruptcy Code. To determine if a plan is in the best
interests of each impaired class, the present value of the distributions from the proceeds of a
liquidation of the debtor’s unencumbered assets and properties, after subtracting the amounts
attributable to the costs, expenses, and administrative claims associated with a chapter 7
liquidation, must be compared with the value offered to such impaired classes under the plan. If
the hypothetical liquidation distribution to holders of claims or interests in any impaired class is
greater than the distributions to be received by such parties under the plan, then such plan is not
in the best interests of the holders of claims or interests in such impaired class.
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B. Liquidation Analysis

Amounts that a holder of Claims and Interests in Impaired Classes would receive in a
hypothetical chapter 7 liquidation are discussed in the liquidation analysis of the Debtors
prepared by the Debtors’ management with the assistance of its advisors (the “Liquidation
Analysis”), which is attached hereto as AppendixExhibit B.

As described in AppendixExhibit B, the Debtors developed the Liquidation Analysis
based on forecasted values as of BeeemberJanuary 31, 2649;2020, unless otherwise noted in the
Liquidation Analysis. The recoveries may change based on further refinements of Allowed
Claims and as the Debtors’ claims objection and reconciliation process begins following the
Petition Date.

As described in the Liquidation Analysis, underlying the analysis is a number of estimates
and assumptions that, although developed and considered reasonable by the Debtors’
management and advisors, are inherently subject to significant economic and competitive
uncertainties and contingencies beyond the control of the Debtors and their management. The
Liquidation Analysis is based on assumptions with regard to liquidation decisions that are subject
to change. Accordingly, the values reflected in the Liquidation Analysis might not be realized if
the Debtors were, in fact, to undergo a liquidation.

This Liquidation Analysis is solely for the purposes of (i) providing “adequate
information” under section 1125 of the Bankruptcy Code to enable the holders of Claims and
Interests entitled to vote under the Amended Plan to make an informed judgment about the_
Amended Plan and (ii) providing the Bankruptcy Court with appropriate support for the
satisfaction of the “Best Interests Test” pursuant to section 1129(a)(7) of the Bankruptcy Code,
and should not be used or relied upon for any other purpose, including the purchase or sale of
securities of, or Claims or Interests in, the Debtors or any of their Affiliates.

Events and circumstances occurring subsequent to the date on which the Liquidation
Analysis was prepared may be different from those assumed, or, alternatively, may have been
unanticipated, and thus the occurrence of these events may affect financial results in a materially
adverse or materially beneficial manner. The Debtors and Reorganized Debtors do not intend to
and do not undertake any obligation to update or otherwise revise the Liquidation Analysis to
reflect events or circumstances existing or arising after the date the Liquidation Analysis is
initially filed or to reflect the occurrence of unanticipated events. Therefore, the Liquidation
Analysis may not be relied upon as a guarantee or other assurance of the actual results that will
occur.

In deciding whether to vote to accept or reject the_ Amended Plan, holders of Claims must
make their own determinations as to the reasonableness of any assumptions underlying the
Liquidation Analysis and the reliability of the Liquidation Analysis.

C. Application of the Best Interests Test

The Debtors believe that the continued operation of the Debtors as a going concern
satisfies the Best Interests Test for the Impaired Classes. Notwithstanding the difficulties in
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quantifying recoveries to holders of Claims and Interests with precision, the Debtors believe that,
based on the Liquidation Analysis, the Amended Plan meets the Best Interests Test. As the
Amended Plan and AppendixExhibit B indicate, Confirmation of the_Amended Plan will provide
each holder of an Allowed Claim in an Impaired Class with an equal or greater recovery than the
value of any distributions if the Chapter 11 Cases were converted to cases under chapter 7 of the
Bankruptcy Code.

D. Feasibility

Section 1129(a)(11) of the Bankruptcy Code requires, as a condition to Confirmation, that
the Bankruptcy Court find that Confirmation is not likely to be followed by the liquidation of the
Debtors or the need for further financial reorganization, unless such liquidation is contemplated
by the Amended Plan. For purposes of demonstrating that the_Amended Plan meets this
“feasibility” standard, the Debtors, with the assistance of Alvarez and Marsal North America,
LLC have analyzed the ability of the Reorganized Debtors and NewCo (as applicable) to meet
their obligations under the Amended Plan and to retain sufficient liquidity and capital resources

to conduct their businesses. As part of this analysis, the Debtors have prepared the financial
projections, as set forth in ixExhibit C (the “Financial Projections”).

As noted in AppendixExhibit C, the Financial Projections present information with
respect to all the Reorganized Debtors. These Financial Projections do not reflect the full impact
of “fresh start reporting” in accordance with American Institute of Certified Public Accountants
Statement of Position 90-7 “Financial Reporting by Entities in Reorganization under the
Bankruptcy Code.” Fresh start reporting may have a material impact on the analysis.

The Debtors have prepared the Financial Projections solely for the purpose of providing
“adequate information” under section 1125 of the Bankruptcy Code to enable the holders of
Claims entitled to vote under the Amended Plan to make an informed judgment about the_
Amended Plan and should not be used or relied upon for any other purpose, including the
purchase or sale of securities of, or Claims or Interests in, the Debtors.

In addition to the cautionary notes contained the Disclosure Statement, elsewhere in this
Disclosure Statement_Supplement, and in the Financial Projections, it is underscored that the
Debtors make no representation as to the accuracy of the Financial Projections or their ability to
achieve the projected results. Many of the assumptions on which the Financial Projections are
based are subject to significant uncertainties. Inevitably, some assumptions will not materialize,
and unanticipated events and circumstances may affect the financial results. Therefore, the actual
results achieved throughout the Projection Period (as defined in the Financial Projections) may
vary from the Financial Projections, and the variations may be material. Also as noted above, the
Financial Projections currently do not reflect the full impact of any “fresh start reporting,” and its
impact on the Reorganized Debtors’ “Consolidated Balance Sheets” and prospective “Results of
Operations” may be material. All holders of Claims in the impaired Classes are urged to
examine carefully all of the assumptions on which the Financial Projections are based in
connection with their evaluation of, and voting on, the_Amended Plan.

Based upon the Financial Projections, the Debtors believe that they will be able to make
all distributions and payments under the Amended Plan and that confirmation of the_Amended
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Plan is not likely to be followed by liquidation of the Debtors or the need for further
restructuring.

E. Valuation of the Debtors

In conjunction with formulating the_ Amended Plan and satisfying its obligations under
section 1129 of the Bankruptcy Code, the Debtors determined that it was necessary to estimate
the post-confirmation going concern value of the Debtors. Accordingly, the Debtors, with the
assistance of Evercore, produced the valuation analysis (the “Valuation Analysis™) that is set
forth in Exhibit D attached hereto and incorporated herein by reference.

ARTICLE VII

EFFECT OF CONFIRMATION
A. Binding Effect of Confirmation

Confirmation will bind the Debtors and all holders of Claims and Interests to the
provisions of the Amended Plan, whether or not the Claim or Interest of any such Holder is
impaired under the Amended Plan and whether or not any such holder of a Claim or Interest has
accepted the Amended Plan. Confirmation will have the effect of converting all Claims into
rights to receive the treatment specified in Article IV of the_Amended Plan and cancelling all
Interests in the Debtors.

B. Good Faith

Confirmation of the Amended Plan will constitute a finding that: (i) the Amended Plan
has been proposed in good faith and in compliance with applicable provisions of the Bankruptcy
Code and (ii) all solicitations of acceptances or rejections of the_Amended Plan have been in
good faith and in compliance with applicable provisions of the Bankruptcy Code.

ARTICLE VIII

SECURITIES LAW MATTERS
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ARTICLE IX

CERTAIN RISK FACTORS TO BE CONSIDERED PRIOR TO VOTING

THE_AMENDED PLAN AND ITS IMPLEMENTATION ARE SUBJECT TO
CERTAIN RISKS, INCLUDING, BUT NOT LIMITED TO, THE RISK FACTORS SET

FORTH BEEOWIN _ARTICLE IX OF THE DISCLOSURE STATEMENT, WHICH ARE

INCORPORATED HEREIN BY REFERENCE (AS APPLICABLE). HOLDERS OF CLAIMS
WHO ARE ENTITLED TO VOTE ON THE AMENDED PLAN SHOULD READ AND

CAREFULLY CONSIDER THE RISK FACTORS_SET FORTH IN THE DISCLOSURE
STATEMENT, AS WELL AS THE OTHER INFORMATION SET FORTH THEREIN AND IN
THIS DISCLOSURE STATEMENT SUPPLEMENT AND THEANY DOCUMENTS
DELIVERED TOGETHER HEREWITH OR THEREWITH AND REFERRED TO OR
INCORPORATED BY REFERENCE HEREIN_OR THEREIN, BEFORE DECIDING
WHETHER TO VOTE TO ACCEPT OR REJECT THE AMENDED PLAN. FHESESUCH
FACTORS SHOULD NOT, HOWEVER, BE REGARDED AS CONSTITUTING THE ONLY
RISKS INVOLVED IN CONNECTION WITH THE AMENDED PLAN AND ITS
IMPLEMENTATION.
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b. 3—The Debtors expect to have a substantial customer concentration, with a
limited number of customers accounting for a substantial portion of
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ARTICLE X

CERTAIN U.S. FEDERAL INCOME TAX CONSEQUENCES OF THE AMENDED
PLAN

The following discussion summarizes certain U.S. federal income tax consequences
expected to result from the consummation of the Amended Plan to the Debtors and U.S. Holders
(defined below) of Roll-Up DIP claims, Prepetition Revolving Credit Facility Claims and
Prepetition Term Loan Claims_(each, a “Loan”), but it does not purport to be a comprehensive
description of all tax considerations that may be relevant to a particular person. This discussion
applies only to U.S. Holders that hold Prepetition Revelving Credit Haeility Claims-er Prepetition-
FermteanClaimsLoans as “capital assets” within the meaning of Section 1221 of the Internal
Revenue Code (as defined herein) (generally, property held for investment) and that-will hold
NewLoans{(as-defined-below)andfer-equity interests in Reerganized-SeutherossNewCo (“New
Units™) as capital assets. This discussion assumes that any New Preferred Units issued as a
result of the consummation of the Amended Plan are treated as equity interests in Reerganized-
SeutheressNewCo for U.S. federal income tax purposes and are therefore considered New Units
for purposes of this discussion. However, it is possible that any New Preferred Units that are
issued are treated as debt for U.S. federal income tax purposes. This discussion does not address
all U.S. federal income tax considerations that may be relevant to a Debtor or a particular holder
of any ElaimLoan in light of its particular circumstances, and it does not deal with tax issues
with respect to taxpayers subject to special treatment under the U.S. federal income tax laws
(including, for example, broker dealers, insurance companies, financial institutions, real estate
investment trusts, tax-exempt organizations, small business investment companies, regulated
investment companies, U.S. persons whose functional currency is not the U.S. dollar, persons
subject to the alternative minimum tax, or the Medicare contribution tax and persons holding
ClaimsLoans as part of a “straddle,” “hedge,” “constructive sale” or “conversion transaction”
with other investments). No aspect of non-U.S., state, local, or estate and gift taxation is
addressed herein. This discussion also does not address the U.S. federal income tax
consequences to U.S. Holders (a) whose ClatmsLoans are unimpaired or otherwise entitled to
payment in full under the Amended Plan or (b) that are deemed to accept or deemed to reject the_
Amended Plan (other than U.S. Holders of Existing Interests in Southcross Energy Partners, L.P.
(the “Old-LP Unitholders™)). Additionally, this discussion does not address the treatment of the
receipt of any consideration other than in a person’s capacity as a U.S. Holder of a Prepetition-

Pomobme Dol b L b ce e e Lo Lo D] oan.

This discussion is not a complete analysis of all potential U.S. federal income tax
consequences and does not address any tax consequences arising under any state, local or
non-U.S. tax laws or U.S. federal estate or gift tax laws. This discussion is based on the Internal
Revenue Code of 1986, as amended (the “Internal Revenue Code”), Treasury Regulations
promulgated thereunder (the “Treasury Regulations™), judicial decisions, and published rulings
and administrative pronouncements of the Internal Revenue Service (the “IRS”), all as in effect
on the date of this Disclosure Statement. These authorities may change, possibly retroactively,
resulting in U.S. federal income tax consequences different from those discussed below. No
ruling has been or will be sought from the IRS, and no legal opinion of counsel will be rendered,
with respect to the matters discussed below. There can be no assurance that the IRS will not take
a contrary position regarding the U.S. federal income tax consequences resulting from the
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consummation of the_Amended Plan or that any contrary position would not be sustained by a
court.

U.S. HOLDERS SHOULD CONSULT THEIR TAX ADVISORS REGARDING
THE U.S. FEDERAL INCOME TAX CONSEQUENCES TO THEM OF THE
CONSUMMATION OF THE AMENDED PLAN AND THE OWNERSHIP AND
DISPOSITION OF NEW UNITS ANDNEW—LEOANS—PURSUANT TO THE.
AMENDED PLAN, AS WELL AS ANY TAX CONSEQUENCES ARISING UNDER
ANY STATE, LOCAL, OR NON-U.S. TAX LAWS, OR ANY OTHER U.S. FEDERAL
TAX LAWS. THE DEBTORS AND THE REORGANIZED DEBTORS SHALL NOT
BE LIABLE TO ANY PERSON FOR ANY TAX LIABILITY WITH RESPECT TO
SUCH U.S. HOLDERS’ TAX LIABILITY IN ANY MANNER.

A. Partnership Status

99 ¢

We (as used in this Article, references to “ us,” or “our” are references to
Southcrosser—Ree#g&mzeéSeu—tlme&s—a&ﬂ%ea&%ma{yLbe) believe that we are, and have been
since our initial public offering, properly classified as a partnership for U.S. federal income tax
purposes, and each of the other Debtors (all of whom are subsidiaries of Southcross) are treated
as disregarded entities for U.S. federal income tax purposes. As a partnership or a disregarded
entity, Southcross and each other Debtor are not themselves subject to U.S. federal income tax.
Instead, each-Otd LP Unitholder is required to report on its U.S. federal income tax return, and is
subject to tax in respect of, its distributive share of each item of income, gain, loss, deduction,
and credit of such Debtors. Accordingly, the U.S. federal income tax consequences of the
transactions contemplated by the Amended Plan generally will not be borne by the Debtors, but
instead will be borne by the-Old LP Unitholders.

However, the IRS has made no determination as to our status or the status of our
subsidiaries for U.S. federal income tax purposes. If we fail to qualify as a partnership for U.S.
federal income tax purposes, we will be treated as if we had transferred all of our assets, subject
to liabilities, to a newly formed corporation, on the first day of the year in which we fail to
qualify as a partnership, in return for stock in that corporation, and then distributed that stock to
the-Old LP Unitholders et ) : 5 in
liquidation of their interests in us. This deemed contribution and liquidation should be tax free
to Newus and the LP Unitholders-and-us so long as we, at that time, do not have liabilities in
excess of the tax basis of our assets. Thereafter, we would be treated as an association taxable as
a corporation for U.S. federal income tax purposes.

THE DISCUSSION BELOW ASSUMES THAT WE ARE CURRENTLY AND,
EFOLELOWING—CONSUMMAHON—OF—THEPEANUNTIL OUR _LIQUIDATION,
WILL CONTINUE TO BE, CLASSIFIED AS A PARTNERSHIP FOR U.S. FEDERAL
INCOME TAX PURPOSES._THE DISCUSSION BELOW FURTHER ASSUMES
THAT AS OF THE EXCHANGE (AS DEFINED BELOW), NEWCO WILL BE
CLASSIFIED AS A PARTNERSHIP FOR U.S. FEDERAL INCOME TAX PURPOSES,
AND THAT NEWCO WILL CONTINUE TO BE CLASSIFIED AS A PARTNERSHIP
FOR U.S. FEDERAL INCOME TAX PURPOSES FOLLOWING THE EXCHANGE.
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B. Definition of “U.S. Holder”

A “U.S. Holder” is a beneficial owner of a-Prepetition Revelving CreditFaeility Claim-

er—PrepeHHeﬂ—Tefm—I:eaanl-ai—m Lga Ex1st1ng Interests in Southcross (“Old—LP Unlts”) or
New Units-er+igh i g

Eean™) for U.S. federal income tax purposes, as the case may be, that is or is treated as:

¢ an individual who is a citizen or resident of the United States;

e a corporation created or organized under the laws of the United States, any state
thereof, or the District of Columbia; or

e an estate or trust the income of which is subject to U.S. federal income tax
regardless of its source.

If a partnership or other entity or arrangement classified as a partnership for U.S.
federal income tax purposes holds Prepetition Revebring Credit Faeility- Clatms-er Prepetition
Fermboan-Claims-Olda Loan, LP Units, or New Units;-orNew-Loans, the tax treatment of a
partner in such partnership generally will depend upon the status of the partner and the

activities of the partnership. Beneficial owners of PrepetitionRevobring Credit Faetity

Claims-or PrepetitionFerm-Loan-Claims; Olda Loan, LP Units, NewUnits;-and/or New
EeansUnits, who are partners in a partnership holding any of such instruments should consult
their tax advisors.

C. Certain U.S. Federal Income Tax Consequences to the Debtors and-Old LP
Unitholders

1.

0 ahlo any 7
i (A0 fi
B. l Z .

The Debtors will recognize gain or loss on the sale of the MS/AALand CECPN-
AssetsDebtors’ assets pursuant to the Credit Bid Transaction. As described above, because
each of the Debtors is a partnership or disregarded entity for U.S. federal income tax purposes,
such gain or loss will be allocated to the-Otd LP Unitholders. The amount of gain or loss
allocable to any particular-©4d LP Unitholder depends, in part, on the price the-Otd LP
Unitholder paid for its ©4d-LP Units and the extent to which it has previously been allocated
income or amortization or depreciation deductions with respect to the transferred assets.
Accordingly, each-Otd LP Unitholder is urged to consult its tax advisors regarding the
allocation of gain and loss and the deductibility of any losses recognized as a result of the
transfer of the Debtors’ assets-eftheDebters.

2. Cancellation of Debt
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In connection with the implementation of the Amended Plan;irrespeetive-ofwhether
the Debters™assets-are Hauidated-or-the restructuring oceurs, we likely will recognize

cancellation of debt (“COD”) income for U.S. federal income tax purposes. COD income is
generally the amount by which indebtedness that is discharged (reduced by any unamortized
discount) exceeds any consideration given in exchange therefor.

As described above, because we are a partnership for U.S. federal income tax purposes,
such COD income and any other income recognized by us upon implementation of the
Amended Plan will be allocated to the ©1d-LP Unitholders. Certain statutory or judicial
exceptions potentially can apply to limit the amount of COD income required to be included in
income by the ©1d-LP Unitholders, depending on the ©1&-LP Unitholders’ circumstances. In
particular, exceptions are available that would allow COD income to be excluded from gross
income if the COD income is taken into account by a taxpayer that is insolvent (but only to the
extent of insolvency) or in bankruptcy. These exceptions apply at the “partner” level and thus
depend on whether the partner (i.e., the-Otd LP Unitholder to whom the COD income is
allocated) is itself insolvent or in bankruptcy. The fact that we or any other Debtors are
insolvent and in bankruptcy is not relevant for this purpose. For purposes of determining an
Old-LP Unitholder’s insolvency (measured immediately prior to the Effective Date), the Old-
LP Unitholder would be treated as if it were individually liable for an amount of partnership
debt equal to the allocated amount of the COD income. To the extent any amount of COD
income is excludable by an ©1d-LP Unitholder by reason of the insolvency or bankruptcy
exception, the-Gld LP Unitholder generally would be required to reduce certain tax attributes
(such as net operating losses, tax credits, possibly tax basis in assets and passive losses) after
the determination of its tax liability for the taxable year.

An-Old LP Unitholder’s adjusted tax basis in ©4&-LP Units will be increased to the
extent of any income or gain allocated to such ©1d-LP Unitholder and decreased (but not
below zero) to the extent of any loss or deduction allocated to such-©1d LP Unitholder, whether
or not such loss is disallowed and thus not deductible.

To the extent an-O1d LP Unitholder was allocated losses in taxable years ending prior
to the Effective Date, such losses may have been suspended by reason of certain provisions of
the Internal Revenue Code (in particular, those relating to so-called “passive activity losses” or
the “at risk” rules). As a result of the transaction, all or part of such losses may become
deductible.

For U.S. federal income tax purposes, the discharge of our indebtedness pursuant to the
Amended Plan will result in a deemed cash distribution to each ©1d-LP Unitholder based on
the amount of the indebtedness allocable to such ©1d-LP Unitholder’s-O1d LP Units. To the
extent that any such deemed cash distribution exceeds the ©1d-LP Unitholder’s adjusted tax
basis in its-O4d LP Units (after adjustment for net gain or loss allocable to the Otd-LP
Unitholder as described above), such ©1d-LP Unitholder will recognize capital gain. Any such
capital gain generally should be long-term if the ©1d-LP Unitholder’s holding period in its Sld-
LP Units is more than one year and otherwise should be short-term. An ©4&-LP Unitholder’s
adjusted tax basis in its-Otd LP Units will be decreased (but not below zero) to the extent of
any such deemed cash distribution.

25125



Case 19-10702-MFW Doc 767 Filed 12/16/19 Page 136 of 189

3. Liguidation of the Debtors and Cancellation of Old-LP Units

H-pursuant-to—the Plan—the restrueturingoeceurs;each-OldWe will not recognize any
gain or loss on the liquidation of the Debtors. Each LP Unitholder will recognize a loss with

respect to the cancellation of its equlty 1nterest in Southcross to the extent of its basis m
Southcross. The : C

The U.S. federal income tax consequences of the Amended Plan are complex, and
may be particularly adverse for-Old LP Unitholders. Accordingly, all-Old LP Unitholders
are urged to consult their tax advisors regarding the U.S. federal income tax consequences
to them (taking into account their personal circumstances), including the potential for
substantial allocations of taxable income without the receipt of cash distributions.

D. Certain U.S. Federal Income Tax Consequences to Holders of Certain-ClaimsLoans
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recelved in exchange for accrued but unpald mterest (which Wlll be taxable as interest to the

xXtent n reviously incl In_incom Th Hol initial is in th
Units received in exchange for a Loan §bg;;lg be equal to the !1,5! Holder’s adjusted tax basis
in h Loan to the extent exchan nt to the Exchange. The U.S. Holder’s holdin
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3. Information Reporting and Backup Withholding

The Debtors and applicable withholding agents will withhold all amounts required by
law to be withheld from payments in connection with distributions under the Amended Plan or
in connection with payments made on account of consideration received pursuant to the_
Amended Plan, and will comply with all applicable information reporting requirements. A
U.S. Holder may be subject to backup withholding, unless (i) the U.S. Holder is a corporation
or other exempt recipient or (i) in the case of backup withholding, the U.S. Holder provides a
correct taxpayer identification number and certifies that it is not subject to backup withholding.
The amount of any backup withholding from a payment to a U.S. Holder will be allowed as a
credit against the holder’s U.S. federal income tax liability and may entitle it to a refund,
provided that the required information is timely furnished to the IRS. In addition, from an
information reporting perspective, the Treasury Regulations generally require disclosure by a
taxpayer on its U.S. federal income tax return of certain types of transactions in which the
taxpayer participated, including, among other types of transactions, certain transactions that
result in the taxpayer’s claiming a loss in excess of specified thresholds. U.S. Holders are
urged to consult their tax advisors regarding these regulations and whether the transactions
contemplated by the_Amended Plan would be subject to these regulations and require
disclosure on the U.S. Holders’ tax returns.
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1s “pavable in kind”). To the extent that a Term Loan’s stated redemption at maturit
its issue price by more than a statutonlx defined de minimis amount, the debt instrument is

E. E+~Certain U.S. Federal Income Tax Consequences of Ownership of New Units
1. Limited PartnerMember Status

New Unitholders generally will be treated as partners of Reerganized-
SeutheressNewCo for U.S. federal income tax purposes.

2. Tax Consequences of New Unit Ownership
a. {i-Flow-Through of Taxable Income

Subject to the discussion below under “
pay any U.S. federal income tax. Instead, each New Unitholder will be required to report on
its income tax return its share of esxNewCo’s income, gains, losses, and deductions without
regard to whether we-makeNewCo makes cash distributions to it. Consequently, weNewCo
may allocate income to a New Unitholder even if it has not received a cash distribution. Each
New Unitholder will be required to include in income its allocable share of esrNewCo’s
income, gains, losses, and deductions for esrNewCo’s taxable year ending with or within its
taxable year.

b.  GiyAllocations

In general-eur, NewCo’s items of income, gain, loss, and deduction will be allocated

among the New Unltholders as set forth in the Reefg&mzedrSeH{here&s—EEA—\%ﬂ%W%

While the s
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should be respected for U.S. federal income tax purposes, the IRS could challenge such
allocations, possibly resulting in less favorable allocations to a particular New Unitholder for
U.S. federal income tax purposes.

c. @i-Limitations on the Deductibility of Losses and Expenses

Various limitations may apply to restrict the deductibility of losses realized, and
expenses incurred, by usNewCo. The principal limitations include the limitation on the
deductibility of interest under Section 163(j), the limitations on the deductibility of
“investment interest” under Section 163(d), the limitations under Section 469 on the
deductibility of losses from “passive activities”, the “excess business loss” limitation, the
limitations under the “at risk” rules, limitations on the deductibility of capital losses, and
capitalization requirements. However, it is possible that other limitations will apply. U.S.
Holders should consult their tax advisors concerning the application of these and other
limitations on the deductibility of losses and expenses.

d. ¢-Passthrough Deduction

For taxable years before January 1, 2026, a non-corporate New Unitholder may claim a
deduction equal to a portion of the net business income it derives from “qualified trades or
businesses” conducted in the United States. Prospective New Unitholders should consult their
tax advisors regarding the application of this deduction.

e. {»-Treatment of Distributions

In general, a New Unitholder will not recognize taxable income as a consequence of
receiving a distribution (whether in cash or in kind) from Reerganized-SeutheressNewCo,
except to the extent that any cash distributed exceeds the New Unitholder’s adjusted tax basis
in its New Units. Any such excess will be treated as gain from the sale of the New
Unitholder’s New Units and generally will result in capital gain or loss, except to the extent
attributable to assets described in Section 751 of the Internal Revenue Code.” See
“—Disposition of New Units” below. Because the basis of a New Unitholder’s New Units
will be increased by the New Unitholder’s share of es¥xNewCo’s net income, a distribution
corresponding to the New Unitholder’s share of esrNewCo’s net income will generally not be
taxable. A New Unitholder generally will not recognize a loss for U.S. federal income tax
purposes as a consequence of receiving a distribution from usNewCo, except that if a New
Unitholder receives a distribution solely of cash in complete liquidation of its interest, the New
Unitholder will recognize a loss equal to the excess, if any, of its adjusted tax basis in its New
Units over the amount of such cash.

3. Disposition of New Units

Upon a sale or other taxable disposition of all or any portion of a New Unitholder’s
New Units, a New Unitholder will generally recognize gain or loss in an amount equal to the
difference between the amount realized and the adjusted tax basis of the New Units or the
transferred portion thereof. The amount realized will be equal to the amount of cash and the
fair market value of other property received by the New Unitholder, plus the portion of the
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New Unitholder’s share (if any) of esrNewCo’s liabilities that is attributable to the transferred
New Units.

In general, gain or loss recognized by a New Unitholder on the disposition of all or any
portion of its New Units will be capital gain or loss, but a New Unitholder may recognize
ordinary income or loss on the disposition in respect of its share of assets that are described in
Section 751 of the Internal Revenue Code. Under certain circumstances, a New Unitholder
could recognize ordinary income in respect of Section 751 assets on the disposition of all or
any portion of its New Units even though the New Unitholder recognizes an overall loss on the
disposition.

If a New Unitholder transfers less than all of its New Units, the New Unitholder will
take into account the percentage of its adjusted tax basis in its New Units that is equal to the
percentage of the New Units that are transferred, determined by comparing the relative fair
market values of the portion of the New Units that are transferred and the portion of the New
Units that are retained.

4. Administrative Matters
a. {irInformation Returns and Audit Procedures

We intendbelieve that NewCo intends to furnish to each New Unitholder, after the
close of each calendar year, specific tax information, including a Schedule K-1, which
describes New Unitholder’s share of-eur income, gain, loss and deduction for esrNewCo’s
preceding taxable year. In preparing this information, which will not be reviewed by counsel,
weNewCo will take various accounting and reporting positions to determine each New
Unitholder's share of income, gain, loss, and deduction. WeNewCo cannot provide assurances
that those positions will yield a result that conforms to the requirements of the Internal
Revenue Code, Treasury Regulations, or administrative interpretations of the IRS.
Furthermore, weNewCo cannot provide assurances that the IRS will not successfully contend
in court that those positions are impermissible. Any challenge by the IRS could negatively
affect the value of the New Units.

b.  @Gi)Partnership Representative

A partnership that files a U.S. federal income tax return is required to designate a
“partnership representative” with a substantial presence in the United States to act on its behalf
in tax-related proceedings. If the partnership representative is an entity, the partnership must
appoint an individual with a substantial presence in the United States to act on behalf of the
partnership representative. The partnership representative (and such individual, if any) will
have the authority to make all decisions with respect to any tax audit of, or other tax-related
administrative or judicial proceeding with respect to, the partnership. Actions taken, and
decisions made, by the partnership representative (and such individual) will be binding on the
partnership and its partners. WeNewCo will designate eura partnership representative and, if
the partnership representative is an entity, we-will designate an individual who will act on
behalf of the partnership representative.
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c.  i-Partnership Audits

Audits of the U.S. federal income tax treatment of esxNewCo’s income, gains, losses,
deductions and credits generally will be conducted at the entity level in a single proceeding,
which the partnership representative of the relevant entity will control, rather than by
individual audits of the partners’ tax returns. The legal and accounting costs incurred-by-s in
connection with any audit of such entity’s tax returns will be borne by usNewCo, but New
Unitholders will bear the cost of audits of their own returns.

Under the rules applicable to U.S. federal tax audits of partnership tax returns for
taxable years beginning after December 31, 2017, the partners in a partnership are not required
to receive notice of, and are not entitled to participate in, any such audit, and any adjustment
made in any such audit will be binding on all of the partners. Any tax arising from an audit of
a partnership tax return, as well as any resulting interest and penalties, will generally be
payable by the partnership in the year in which the determination becomes final unless the
partnership elects to send statements (“Adjustment Statements”) to its partners for the
audited year informing them of their shares of the adjustments made on audit. If a partnership
sends Adjustment Statements, the partners will generally be required to pay any tax, interest (at
a rate that is two percentage points higher than the interest rate generally applicable for tax
underpayments) and penalties arising from such adjustments as if the adjustments were made
in the audited year and any other affected year, as applicable, but will not be required to amend
their tax returns for any prior year. In general, if a partnership pays the tax resulting from an
audit adjustment, the amount will be determined by applying the highest rate of tax in effect
for the audited year to the net adjustment amount. The net adjustment amount may be reduced,
with the approval of the IRS, (i) to account for certain types of income and for the status of
certain partners, such as corporations or tax-exempt partners, and (ii) by the portion of such net
adjustment amount that is taken into account by partners that file amended returns for the
reviewed year (and any intervening year for which their tax attributes are adjusted) or that
participate in a “pull-in” procedure pursuant to which a partner may pay tax in the same
amount, and adjust its tax attributes, as if it had filed all applicable amended returns.

Although it is possible that sweNewCo will elect to send Adjustment Statements in the
event of an adjustment arising out of an audit, there can be no assurance in this regard. If we-
payNewCo pays any tax, interest and/or penalties arising from an audit of a tax return, each
current and former New Unitholder may be required to indemnify #sNewCo for the portion, if
any, of the payment that is attributable to such current or former New Unitholder. It is possible
that the amount of any such entity-level payment that is borne by a current New Unitholder or
former New Unitholder will exceed the amount of additional tax that would have been payable
by such current or former New Unitholder if weNewCo had elected to send Adjustment
Statements.

If a current or former New Unitholder fails to indemnify asNewCo for the payment of
any tax, interest and/or penalties attributable to such current or former New Unitholder, a
portion of the economic burden of such payment will be borne by each then-current New
Unitholder. Thus, there can be no assurance that the economic burden of any such payment
will not be borne by New Unitholders that would not have owed additional tax, or would have
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owed additional tax in a lesser amount than their shares of such payment, if weNewCo had
elected to send Adjustment Statements to the New Unitholders.

The partnership audit rules described above are new and partnerships do not yet have
any significant experience with them. New Unitholders should consult with their tax advisors
concerning the application of these rules.

THE FOREGOING DISCUSSION OF CERTAIN MATERIAL U.S. FEDERAL
INCOME TAX CONSIDERATIONS IS FOR GENERAL INFORMATION ONLY AND
IS NOT TAX ADVICE. HOLDERS SHOULD CONSULT THEIR OWN TAX
ADVISORS REGARDING THE U.S. FEDERAL INCOME TAX CONSEQUENCES
TO THEM OF THE CONSUMMATION OF THE AMENDED PLAN DESCRIBED
HEREIN, AS WELL AS ANY OTHER TAX CONSEQUENCES, INCLUDING ANY
TAX CONSEQUENCES ARISING UNDER STATE, LOCAL, OR NON-U.S. TAX
LAWS. NEITHER THE PROPONENTS OF THE AMENDED PLAN NOR THEIR
PROFESSIONALS WILL HAVE ANY LIABILITY TO ANY PERSON ARISING
FROM OR RELATED TO THE U.S. FEDERAL, STATE, LOCAL, NON-U.S. OR ANY
OTHER TAX CONSEQUENCES OF THE AMENDED PLAN OR THE FOREGOING
DISCUSSION.

ARTICLE XI

RECOMMENDATION

The Debtors believe that confirmation and consummation of the_Amended Plan are in the
best interests of the Debtors, their Estates, and their creditors. The Amended Plan provides for
an equitable distribution to holders of Claims. The Debtors believe that any alternative to
confirmation of the_Amended Plan, such as liquidation under chapter 7 of the Bankruptcy Code,
could result in significant delay, litigation and additional costs, as well as a reduction in the
distributions to holders of Claims in certain Classes. Consequently, the Debtors urge all
eligible holders of impaired Claims to vote to ACCEPT the Amended Plan and to complete
and submit their Ballots so that they will be RECEIVED by the Selicitation-and-Claims
Agent on or before the Voting Deadline.
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Southcross Energy Partners GP, LLC (for itself and on
behalf of all Debtors)

tsiMichael B—Heowe
Name: MichaelBJames W. HoweSwent 11
Title: Chief EinaneialExecutive Officer
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Liquidation Analysis
1) Introduction

The Debtors, with the assistance of their restructuring, legal, and financial advisors, have
prepared this hypothetical Liquidation Analysis in connection with the Debtors” Amended Plan
and Disclosure Statement_Supplement pursuant to chapter 11 of the Bankruptcy Code. The
Liquidation Analysis indicates the estimated recoveries that may be obtained by Classes of
Claims and Interests in a hypothetical liquidation pursuant to chapter 7 of the Bankruptcy Code
upon disposition of assets as an alternative to the_Amended Plan. Accordingly, asset values
discussed herein may be different than amounts referred to in the_Amended Plan. The
Liquidation Analysis is based upon the assumptions discussed herein.

Often called the “best interests™ test, section 1129(a)(7) of the Bankruptcy Code requires
that the Bankruptcy Court find, as a condition to confirmation of the Amended Plan, that each
holder of a Claim or Interest in each Impaired Class: (i) has accepted the Amended Plan; or (ii)
will receive or retain under the_Amended Plan property of a value, as of the Effective Date, that
is not less than the amount that such Person would receive if the Debtors were liquidated under
chapter 7 of the Bankruptcy Code. In order to make these findings, the Bankruptcy Court must:
(1) estimate the cash proceeds (the “Liquidation Proceeds”) that a chapter 7 trustee (the
“Trustee”) would generate if each Debtor’s chapter 11 cases were converted to a chapter 7 case
on the Effective Date and the assets of such Debtor’s estate were liquidated; (2) determine the
distribution (the “Liquidation Distribution™) that each holder of a Claim or Interest would
receive from the Liquidation Proceeds under the priority scheme dictated in chapter 7; and (3)
compare each holder’s Liquidation Distribution to the distribution under the Amended Plan (the
“Plan Distribution™) that such holder would receive if the_Amended Plan were confirmed and
consummated. Accordingly, asset values discussed herein may be different than amounts
referred to in the Amended Plan. The Liquidation Analysis is based upon certain assumptions

discussed herein and in the Disclosure Statement_and the Disclosure Statement Supplement.

THE DEBTORS MAKE NO REPRESENTATIONS OR WARRANTIES REGARDING
THE ACCURACY OF THE ESTIMATES AND ASSUMPTIONS CONTAINED HEREIN, OR
A TRUSTEE’S ABILITY TO ACHIEVE FORECASTED RESULTS. IN THE EVENT THAT
THE CHAPTER 11 CASES ARE CONVERTED TO A CHAPTER 7 LIQUIDATION,
ACTUAL RESULTS COULD VARY MATERIALLY FROM THE ESTIMATES AND
PROJECTIONS SET FORTH IN THIS LIQUIDATION ANALYSIS.

2) Basis of Presentation

The Liquidation Analysis has been prepared assuming that the Debtors’ chapter 7
liquidation would commence on or about Deeemberlanuary 31, 26492020 (the “Liquidation
Date”). The pro forma values referenced herein are projected as of Deeember]anuary 31,
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20149:2020. The Debtors assume DeeemberJanuary 31, 20492020 to be a reasonable proxy for
the anticipated Effective Date. The Liquidation Analysis was prepared on a legal entity basis
for each Debtor and summarized into a consolidated report.

The Liquidation Analysis represents an estimate of recovery values and percentages
based upon a hypothetical liquidation if a trustee were appointed by the Bankruptcy Court to
convert assets into cash. The determination of the hypothetical proceeds from the liquidation of
assets is a highly uncertain process involving the extensive use of estimates and assumptions
that, although considered reasonable by management and their advisors, are inherently subject
to significant business, economic, and competitive uncertainties and contingencies beyond the
control of the Debtors and their management team. The Liquidation Analysis should be read in
conjunction with the assumptions, qualifications, and explanations set forth in the Disclosure

Statement, the Disclosure Statement Supplement, and the_Amended Plan in their entirety as

well as the notes and assumptions set forth below.

The Liquidation Analysis assumes the Debtors and certain non-Debtor subsidiaries’,
enter chapter 7 on BeeemberJanuary 31, 2649;2020, a proxy for the assumed Effective Date of
the Debtors’ chapter 11 plan.

The Liquidation Analysis assumes-that-the-Debter’sincorporates the fact that that the
Debtors’ assets in the entities related to the Corpus Christi Plpehne Network (CCPN) aﬂdw_el;e_

: 0 the
MlSSlSSlppl and Alabama reglon a%&seld—ea—Nevemba%@%@@—aﬂd—Deeembel%J—%w—
respeetively-will be sold on January 31, 2020. Proceeds from these asset sales, net of
transaction fees, immediately pay down debt pursuant to the DIP Facility_terms. The
Deeember]anuary 31, 26492020, balances are adjusted to exclude all assets related to
Mississippi, Alabama, and Corpus Christi.

The Liquidation Analysis assumes that the Debtors’ equity interests in T2 Eagle Ford
Gathering Company LLC and T2 LaSalle Gathering Company LLC (the “Joint Venture
Entities”) are sold in a three-month period post-conversion to chapter 7.

For liquidating legal entities, the Liquidation Analysis assumes a timeline in which:

e on the conversion date, the Debtors’ operations cease as soon as is safely practicable;

e all assets are assumed to be sold and book-keeping is finalized by June36;May 31,
2020, over a 64-month period following the cessation of operations.

In preparing the Liquidation Analysis, the Debtors have estimated an amount of allowed
claims for each Class of claimants based upon a review of the Debtors’ balance sheets as of

! Non-debtor entities include recently acquired Southcross Holdings entities (Frio LaSalle Pipeline, LP, Frio LaSalle
GP, LLC, Southcross Midstream Utility, LP, and Southcross Midstream T/U GP, LLC), Southcross Energy
acquired all assets at each of these entities, excluding cash. The Debtors received a $60 million secured claim at
these entities and therefore it is assumed that all proceeds flow to the Debtors secured lenders.

o
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AngustOctober 31, 2019, adjusted for estimated balances as of the Liquidation Date where
needed. The estimate of all allowed claims in the Liquidation Analysis is based on the par value
of each of these Claims. The estimate of the amount of Allowed Claims set forth in the
Liquidation Analysis should not be relied upon for any other purpose, including, without
limitation, any determination of the value of any distribution to be made on account of Allowed
Claims under the_Amended Plan. The actual amount of Allowed Claims could be materially
different from the amount of Claims estimated in the Liquidation Analysis.

The cessation of business in a liquidation is likely to trigger certain claims that
otherwise would not exist under a Planchapter 11 plan absent a liquidation. Examples of these
kinds of claims included in this analysis are various potential employee claims (for such items
as severance), unpaid chapter 11 administrative claims and rejection_damages claims relating
to executory contracts or unexpired leases.

The Liquidation Analysis also does not include estimates for the tax consequences that
may be triggered upon the liquidation and sale of assets in the manner described above. Such tax
consequences may be material.

The Liquidation Analysis does not include recoveries resulting from any potential
preference, fraudulent transfer, or other litigation or avoidance actions.

3) Liquidation Process

For purposes of this analysis, the Debtors’ hypothetical liquidation would be conducted in
a chapter 7 environment with the Trustee managing the bankruptcy estate of each Debtor (each
an “Estate” or the “Estates”) to maximize recovery in an expedited process. The Trustee’s
initial step would be to develop a liquidation plan to generate proceeds from the sale of entity
specific assets for distribution to creditors. The three major components of the liquidation are as
follows:

e generation of cash proceeds from asset sales, largely sold on a piecemeal basis;

e costs related to the liquidation process, such as personnel retention costs, severance,
Estate wind-down costs and Trustee, professional, and other administrative fees; and

e distribution of net proceeds generated from asset sales to the holders of Claims and
Interests in accordance with the priority scheme under chapter 7 of the Bankruptcy
Code.?

4) Distribution of Net Proceeds to Claimants

Any available net proceeds would be allocated to the applicable holders of Claims and
Interests in strict priority in accordance with section 726 of the Bankruptcy Code:

2 The liquidation process would include a reconciliation of claims asserted against the Estates to determine the
allowed Claim amount per Class.

IS
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Debtors. Th -Out mean -out from the DIP riority Claims, th
DIP Li other than DIP Lj in the Cash Coll L held in the Cash Coll I

arising under or related to the DIP Credit Agreement or the Final DIP Order,
including any Claim for principal, interest, fees and expenses to the extent not
otherwise satisfied pursuant to an Order of the Court.
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mission credits sal nd other compr r t sal I Additionally, after

e Prepetition Revolving Credit Facility Claim means any Claim arising under the
Prepetition Revolving Credit Fac1hty and the Prepetition Revolvmg Credlt Facﬂlty

e Prepetition Term Loan Claims means any Claim arising under the Prepetition Term
Loan and the Prepetition Term Loan Agreement. As of the conversion date, the
bal ¢ the P ition Term “Jaims bal is $314.8 mill

I~
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e Chapter 11 Administrative Expense;—Priority; and Priority Fax—Claims:

Administrative Expense-Claims-includeexpense Claims not otherwise covered by the
Carve-Out include post-petition liabilities, post-petition severance for all employees

terminated as part of the liquidation of the company assets;—acerued—and—unpaid-
pfefess&eﬂal—fees—and restructurlng uansagﬂgn_fees—aﬁd—eeftaﬂa—bmseeufed—elaﬂﬁ&

e General Unsecured Claims: includes—trade—payables; contract rejection claims and
various other unsecured liabilities.

e Sponsor Notes: includes unsecured notes dated January 22, 2018.

o Existing Interests: to the cxtent any available net proceeds remain avatlable for

distribution afler satistaction in full of the forcgoing classes of Claims.includes any
equity security in a Debtor as defined in section 101(16) of the Bankruptcy Code,

including all common stock or units, preferred stock or units, or other instruments
evidencing an ownership interest in any of the Debtors.

5) Conclusion

The Debtors have determined, as summarized in the following analysis, upon the
Effective Date, the Amended Plan will provide all holders of Claims and Interests with a
recovery (if any) that is not less than what they would otherwise receive pursuant to a liquidation
of the Debtors under chapter 7 of the Bankruptcy Code, and as such believe that the Amended
Plan satisfies the requirement of 1129(a)(7) of the Bankruptcy Code.

I
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. Total Southcross Energy Debtors ;
s Low Midpoint High E
sGross Liquidation Proceeds S 61,228,077 § 74,217,161 S 94,560,3993
sLess: Liquidation Costs (5,969,761) (6,489,324) (7,303,054)3
* Net Liquidation Proceeds $ 55258316 $ 67,727,837 $ 87,257,345 «
;Summary of Recovery (%) .
. Claim Low Midpoint High .
E Less: Remaining DIP Claims (1) S 121,835,474 45% 56% 72%3
« Less: Pre-Petition Revolving Credit Facility Claims 81,293,202 0% 0% 0%
sLess: Pre-Petition Term Loan Claims 309,418,356 0% 0% O%E
sLess: Ch. 11 Administrative, Priority, and Priority Tax Claims 30,783,614 0% 0% 0%
: Less: General Unsecured Claims 8,273,062 0% 0% 0%3
s Less: Sponsor Notes 17,382,775 0% 0% 0%3
« Less: Equity Interests N/A 0% 0% 0%;

258.4M) are 74%, 79%, and 87% in the low, midpoint, and h

o

h scenarios, res,

.« . [$258,4M) are 74%,,79%, and 87%Jn the Jow, midpoint, and high,scenarios, res

pectivel
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The following Liquidation Analysis should be reviewed with the accompanying notes.

The

following tables reflect the rollup of the deconsolidated liquidation analysis for the Debtors.

©00000000000000000000000000000000000000000
.

©000000000000000000000000000000000000000000000000000000000000000000000038

. 12/31/2019 :
: i d Recovery % Recovery Estil $ :
. Notes Value Low id| High Low Mid, High .
.

:Assets E
: Cash [A] S 1,900,000 100% 100% 100% 1,900,000 1,900,000 1,900,000:
: Trade Accounts Receivable [B] 29,916,300 60% 70% 80% 17,949,780 20,941,410 23,933,040
¢ Prepaid Expenses [cl 1,162,400 0% 0% 0% - - -
: Property, plant and equipment, net [D] :
: Construction in Progress [E] 4,753,780 0% 0% 0% - - - .
: Pipeline [F] 147,083,069 0% 0% 5% - - 7,354,153:
. Plants [G] 135,401,477 13% 19% 24% 17,654,000 25,220,000 32,786,000:
: Compressors [H] 27,789,301 62% 67% 72% 17,275,700 18,604,600 19,933,500:
. Rights of Way mn 27,523,124 0% 0% 0% - - - .
: Capital Leases [ 860,818 0% 0% 0% - - - :
E Other [K] 6,551,143 3% 6% 9% 163,779 368,502 573,225:
: Investments in Joint Ventures [L] 90,118,829 7% 8% 9% 6,284,818 7,182,649 8,080,480:
: Other Assets [M] 6,637,361 0% 0% 0% - - - :
+ Total Assets / Gross Liquidation Proceeds $ 479,697,603 13% 15% 20% 61,228,077 $ 74,217,161 $ 94,560,3995
sLess Liquidation Adjustments :
. Chapter 7 Trustee Fee [N] (1,836,842) (2,226,515) (2,836,812t
: Chapter 7 Professional Fees [0] (612,281) (742,172) (945,604:
M Employee Company Costs to Wind Down Estate [P] (839,820) (839,820) (839,820)p
: Non-Employee Company Costs to Wind Down Estate [Ql (2,680,818) (2,680,818) (2,680,818:
:Total Liquidation Adjustments (5,969,761) $ (6,489,324) $ (7,303,054!
° .
e Liquidation Proceeds i for Distribution to Creditors 55,258,316 $ 67,727,837 $ 87,257,34!

: :
<mary Hypothetical Waterfall Scenario .
: Recovery Estimate $ .
: Low Mid, High :
: Claim Est. $ $ $ .
:Less: Remaining DIP Claims (1) [R] $ 121,835,474 55,258,316 67,727,837 87,257,345:
+Remaining Proceeds - - -

+ Less: Pre-Petition Revolving Credit Facility Claims [s] $ 81,293,202 - - -
+Remaining Proceeds - - -
sLess: Pre-Petition Term Loan Claims [Tl $ 309,418,356 - - - :
o Remaining Proceeds - - - :
ELess: Ch. 11 Administrative, Priority, and Priority Tax Claim¢  [U] $ 30,783,614 - - - .
H Remaining Proceeds - - -
+Less: General Unsecured Claims V] $ 8,273,062 - - - .
+Remaining Proceeds - - ..
:Less: Sponsor Notes w] $ 17,382,775 - - - .
+Remaining Proceeds - - -
o Less: Equity Interests ] N/A - - - 2
s Remaining Proceeds - - - :
. .
+(1) Including the pre-conversion paydowns from the Mi i/Alab and CCPN b sales, recoveries on the total DIP claims of (5258.4M) are 74%, 79%, and 87% in the low, midpoint, and high :
% ¢ SEEPUIOS JSURUEY e o 0 e e e s eenosecnosesnssossssosssssssssssesasscssssssssssssssesssssscssssssssssssssssssssssssssaoses

o



Case 19-10702-MFW Doc 767 Filed 12/16/19 Page 160 of 189

< Summary of Net Proceeds Available for Distribution .
S Low Midpoint High .
: Gross Liquidation Proceeds $ 67,579,346 $ 80286411 $ 100,507,718+
¢ Less: Liquidation Costs (6,223,812) (6,732,094) (7,540,946)
+ Net Liquidation Proceeds $ 61,355,535 $ 73,554,317 $ 92,966,772 «
< Summary of Recovery (%) .
M Remaining Claim Low Midpoint High :
S Less: Pre-Chapter 7 Professional Fees Carve-Out S 7,475,283 100% 100% 100%3
: Less: Remaining New Money DIP Claims (1) (2) - .
ELess: Remaining DIP Term Loan Roll-Up Claims (2) 116,933,336 39% 48% 62%5
+ Less: Remaining Pre-Petition Revolving Credit Facility Claims 80,943,560 11% 13% 17%
ELess: Pre-Petition Term Loan Claims 314,781,298 0% 0% O%S
< Less: Ch. 11 Administrative, Priority, and Priority Tax Claims 16,753,223 0% 0% 0%
SLess: General Unsecured Claims 12,859,813 0% 0% 0%
< Less: Sponsor Notes 17,382,775 0% 0% 0%
¢ Less: Equity Interests N/A 0% 0% 0%;
JTotal Pre-Petition Revolving Credit Facility Claims 80,943,560 11% 13% 17%
JTotal Term Loan Claims S 431,714,633 11% 13% 17%
< Notes

+ (1) The New Money DIP Claims are paid in full upon conversion through a combination of asset sale proceeds and remaining cash

2l

in the DIP LC escrow account. See additional information in Exhibit B and Disclosure Statement.

Recoveries on the total DIP claims 259.4 M

=

are 72%, 76%, and 83% in the low, mid,

oint, and high

cenarios, respectively;
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00 00000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000g
® Southcross Energy Liquidation Analysis .

.
e Consolidation of Debtor Entities
°

1/31/2020 .
i Recovery Estimate % Recovery Estimate $ M
Notes Value Low idpoil High Low idpoil High
Assets
Cash [A] $ 15,212,360 100% 100% 100% 15,212,360 15,212,360 15,212,360:
Trade Accounts Receivable [B] 27,179,810 60% 70% 80% 16,307,886 19,025,867 21,743,848¢
Prepaid Expenses [c 4,679,623 0% 0% 0% - - -
Property, plant and equipment, net D]
Construction in Progress [E] 5,579,000 0% 0% 0% - -
Pipeline [F] 150,284,840 0% 0% 5% - -
Plants [G] 125,714,365 10% 16% 22% 12,341,500 19,907,500
Compressors [H] 26,504,757 65% 70% 75% 17,275,700 18,604,600
Rights of Way m 27,196,319 0% 0% 0% - -
Capital Leases 1] 806,464 0% 0% 0% - -
Other [K] 6,283,283 3% 6% 9% 157,082 353,435
Investments in Joint Ventures (8] 88,346,563 7% 8% 9% 6,284,818 7,182,649
Other Assets M] 6,392,867 0% 0% 0% - -
Total Assets / Gross Liquidation Proceeds $ 484,180,252 14% 17% 21% $ 67,579,346 $ 80,286,411 $ 100,507,718:
Less Liquidation Adjustments :
Chapter 7 Trustee Fee [N] (2,027,380) (2,408,592) (3,015,232:
Chapter 7 Professional Fees [0] (675,793) (802,864) (1,005,077:
Employee Company Costs to Wind Down Estate [P] (839,820) (839,820) (839,820p
Non-Employee Company Costs to Wind Down Estate (o] (2,680,818) (2,680,818) (2,680,818:
Total Liquidation Adjustments $ (6,223,812) $ (6,732,094) $ (7,540,946p
.
Liquidation Proceeds Avail for Distribution to Creditors $ 61,355,535 $ 73,554,317 $ 92,966,772

Summary Hypothetical Waterfall Scenario

Recovery Estimate $

Low High .

Claim Est. $ $ $ .

Less: Pre-Chapter 7 Professional Fees Carve-Out [R] $ 7,475,283 7,475,283 7,475,283 7,475,283:

Remaining Proceeds 53,880,252 66,079,034 85,491,48 N
Less: Remaining New Money DIP Claims (1) (2) [S] - - - -

Remaining Proceeds 53,880,252 66,079,034 85,491,488 .

Less: Remaining DIP Term Loan Roll-Up Claims (2) [Tl 116,933,336 45,373,103 55,645,821 71,993,244:

Remaining Proceeds 8,507,149 10,433,213 13,498,244:
Less: Remaining Pre-Petition Revolving Credit Facility Claims [v] 80,943,560 8,507,149 10,433,213 13,498,2.

Remaining Proceeds - - -

Less: Pre-Petition Term Loan Claims V1 314,781,298 - - -
Remaining Proceeds - - -

Less: Ch. 11 Administrative, Priority, and Priority Tax Claims w] 16,753,223 - - -
Remaining Proceeds - - -

Less: General Unsecured Claims [X] 12,859,813 - - -
Remaining Proceeds - - -

Less: Sponsor Notes Y] 17,382,775 - - -
Remaining Proceeds - - -

Less: Equity Interests (21 N/A - - -
Remaining Proceeds - - -

Notes:
(1) The New Money DIP Claims are paid in full upon conversion through a combination of asset sale proceeds and remaining cash in the DIP LC escrow account. See additional information in Exhibit B and
Disclosure Statement.
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Specific Notes to the Liquidation Analysis

Net Liquidation ProceedsA—38- C. D- E- E. G- H- L

¥

K-—Note A - Cash

O

lo

Consists of e=bsbomo Tl lonl cnpe o olipbine i sen b oo
| .. cod il hrollf { of bool | 4
Liquidation T for all legal entities.

The analysis assumes that the Debtors> cease operations immediately upon
conversion to chapter 7 and no cash is generated or used through operations.

The projected cash balance as of PeecemberJanuary 31, 26492020 is based on the
latest pro forma cash flow forecast projections prepared by the Debtors and its
advisors.

Upon conversion, $32-431.8 million of the $5549.1 million escrow account for
letters of credit is used to pay down the D%eﬂ%ﬁ%eewﬂ

ll C CI' O0d R 0l1-Up and C CPC O l l d
whlle the remaining $2—2—911.3 million is assumed to be drawngmm
These balances are adjusted out of the pro forma cash balance at
Deecember]anuary 31, 2649:2020.

The Debtors estimate a 100% recovery of the pro forma balance of cash.

Note B - Accounts Receivable

O

Accounts receivable consists of invoices and accrued revenues due under normal
trade terms, generally requiring payment within 30 to 60 days of production.

The analysis assumes that a chapter 7 Trustee would retain certain existing staff to
handle collection efforts for outstanding trade accounts receivable for the entities
undergoing liquidation.

There are high risks with collecting accounts receivable once a liquidation is
announced.

10
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The adjustments to collections reflect the potential costs of litigation if customers
do not pay or delay payments, customers attempting to offset payables due to
business disruption, contract breach expenses as a result of the cessation of
operations including the cost to connect to other pipelines, and other offset risks
as certain customers are also vendors.

The Debtors estimate the liquidation recovery value of accounts receivable is 60%
to 80% of the pro forma value.

Note C - Prepaid Expenses

(@]

Prepaid Expenses includes short-term portion of prepaid expenses. Prepaid
expenses include insurance, Board fees, safety assessment, and other short term
prepaids.

Prepaid expenses have been adjusted for the estimated net book value as of
Peeember]anuary 31, 2649:2020.

The Debtors believe that recovery on the prepaid assets is unlikely due to the
nature of the assets.

The Debtors estimate the liquidation recovery value of prepaid expenses is 0% of
the pro forma value.

Note D — Property, Plant, and Equipment

(@]

Property, Plant, and Equipment includes various asset groups — Construction in
Progress, Pipeline, Plants, Compressors, Rights-of-Way, Capital Leases, and
Other.

There was an impairment taken on all property, plant & equipment during the first
quarter of 2649-2020. As such, each asset has been adjusted to reflect the fair
value.

Each asset has been adjusted to reflect an estimated balance at DeecemberJanuary
31, 2019:2020.

Each asset group has a unique liquidation value range as detailed below in Notes
E — Notes K.

Note E - Property, Plant, and Equipment — Construction in Progress

11
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o Property, Plant, and Equipment — Construction in Progress consists of various in
process capital expenditure projects for both growth and maintenance of current
PP&E.

o In a liquidation scenario, the recovery on these projects is captured with the
related asset category the construction is for and therefore there is no separate
recovery for this account.

o The Debtors estimate the liquidation recovery value of Property, Plant, and
Equipment — Construction in Progress is 0% of the pro forma value.

e Note F - Property, Plant, and Equipment - Pipeline

o Property, Plant,_and Equipment - Pipeline consists of more than 2,000 miles of
pipelines located in the Eagle Ford region of South Texas and approximately
1,100 miles of pipelines in Mississippi and Alabama. The pipelines in
Mississippi and Alabama are shown as sold prior to the conversion date along
with those pipeline assets sold in the CCPN sale.

o The pipeline would be sold as-is, with all costs to disassemble and relocate the
assets born by the buyer. After considering the state of the industry, the costs of
building new pipelines, the costs of transport and the low potential recovery
values of any scrap sales, it is highly unlikely that one would find it economical to
purchase the existing pipeline in an inactive state.

o Based on discussions with management and certain third-party industry experts,
the Debtors estimate the liquidation recovery on the remaining Property, Plant and
Equipment — PipelinesPipeline is 0% to 5% of the pro forma value.

e Note G - Property, Plant, and Equipment — Plants

o Property, Plant,_and Equipment - Plants consists of gas processing (Woodsboro,
Lone Star), treating (Lancaster, Valley Wells) and fractionation (Bonnie View)
plant facilities.

o Estimated recoveries are built up on a plant by plant basis, based on estimates
from management team and guidance on current market rates for inactive plants
from brokers.

o These recoveries assume that the Debtors have ceased operations and no volumes
are moving through the plants and they are sold in a fire-sale scenario. The buyer
would purchase the plants as-is and would be responsible for any dismantling and

12
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transportation costs to relocate the assets to an operating location. Recovery
estimates in this section includes the plants, but not the compressors (which are
covered in Note H below)_and assume the buyers will pay all ad valorem property
taxes when due and as such will net out the estimated unpaid amounts from the
purchase price.

The Debtors estimate the liquidation recovery value of Property, Plant and
Equipment — Plants is 4310% to 2422% of the pro forma value.

Note H - Property, Plant, and Equipment - Compressors

(@]

Property, Plant, and Equipment - Compressors consist of the engine, skid,
scrubbers, and coolers used in the gas transportation and refinement processes.

Recovery estimates based on the as is sale value of the inactive compressor
package, factoring in dismantling and transportation costs for the assets sold as-is
to the buyer.

The Debtors management team, along with guidance from industry experts,
estimated recovery values in an orderly liquidation process in a range of 6265 to
7275% of the Property, Plant, and Equipment — Compressors pro forma value.

Note I - Property, Plant, and Equipment — Rights-of-Way

(@)

Property, Plant, and Equipment — Rights-of-Way consists of agreements that
allow Debtor to construct and maintain pipelines on others property.

Right-of-Ways and Easements are contracts with land owners and do not contain
much value in a liquidation scenario.

The Debtors estimate the liquidation recovery value of Property, Plant, and
Equipment — Rights of Way is 0% of the pro forma value.

Note J - Property, Plant, and Equipment — Capital Leases

(@]

(@)

Property, Plant, and Equipment — Capital Leases consist of leases for vehicles.

Capital Leases are offset by liabilities representing the lease payments remaining
which would eliminate the value to recover on the assets in a liquidation.

The Debtors estimate the liquidation recovery value of Property, Plant, and
Equipment — Capital Leases is 0% of pro forma value.

13
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e Note K - Property, Plant, and Equipment — Other

o Property, Plant &and Equipment — Other are other PP&EProperty, Plant and
Equipment assets such as Land & Buildings, Furniture & Fixtures, and Equipment
(including IT Equipment).

o These assets are believed to have some recoverable value based primarily on the
underlying land assets while the other types are not assumed to have a material

reeeveryrecoverable value.

o The Debtors estimate the liquidation recovery value of Property, Plant, and
Equipment —and Other are 3% to 9% of pro forma value.

e Note L - Investment in JV

o Investment in JV consists of the Debtors’ joint venture interest in T2 Eagle Ford
Gathering Company LLC and T2 LaSalle Gathering Company LLC.

o The estimated liquidation recovery value is based on a buyer paying fer-a discount
to the current market rates based on contractual and estimated future volumes.

o Management provided an estimated range_of values which were considered and
discounted to reflect the fire-sale nature of the disposition.

o The Debtors estimate the liquidation recovery value of the Investment in JV is 7%
to 9% of the pro forma value.

e Note M - Other Assets

o Other Assets consist of long-term insurance prepayments, professional fee
retainers, lessee rights of use, and intangibles.

o The deposits account consists of professional fee retainers and has been adjusted
to zero as of DeeemberJanuary 31, 26492020,

o The long-term prepaid account consists of prepayments for insurance that have
been adjusted to account for use until Peeember]anuary 31, 2649-2020.

o Due to the nature of these assets, the Debtors estimate the liquidation recovery
value of Other Assets is 0% of the pro forma value.

Liguidation Adjustments

14
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Note N - Chapter 7 Trustee Fees

@)

Chapter 7 Trustee Fees consist of fees paid to the Chapter 7 Trustee to liquidate
the estateEstates of the Debtors.

The estimate is based on Section 326 of the Bankruptcy Code and is calculated at
3% of all gross liquidation proceeds.

Based on the Liquidation proceeds forecast, the Debtors estimate the Chapter 7
Trustee Fees to be $1-82.0 million to $2-83.0 million.

Note O - Chapter 7 Trustee Professional Fees

O

Chapter 7 Professional Fees consist of fees paid to the Chapter 7 trustee
professionals to liquidate the estateEstates of the Debtors.

The analysis assumes an estimated 1% of all gross liquidating proceeds will be
incurred in order to assist the Chapter 7 Trustee in liquidating the estateEstates.

Based on the Liquidation proceeds forecast, the Debtors estimate the Chapter 7
Trustee Professional Fees to be $6-60.7 million to $1.0 million.

Note P - Employee Company Costs to Wind-Down EstateEstates

@)

O

Employee Costs to Wind-Down the EstateEstates include the costs to retain
employees and consultants for the wind-down period-and-retention—ceststo-the-

cenployees included i the wind down.

A portion of the estateEstates’s employees would be required to assist the Chapter
7 Trustee to wind down the estateEstates to collect cash, pay liabilities and
maintain the books and records.

The Employee Company Costs to Wind-Down the EstateEstates are estimated to
be $0.8 million.

Note Q - Non- Employee Company Costs to Wind-Down EstateEstates

Non-Employee Company Costs to Wind-Down EstateEstates consist of G&A
costs (HR, Tax, IT, etc.) which are required to maintain the workforce required to
wind down the Debtors’ business in an orderly fashion as described above.

15
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o The Asset Monetization and Wind-Down Period is expected to last ~64 months
from the Liquidation Date to the end of the case.

o The Employee Company Costs to Wind-Down the EstateEstates are estimated to
be $2.7 million.

Claims

Professional Fees Carve-Out is $7.5 million ea%s%&ﬂdmg—eﬁa‘s_(zf the Liquidation
Date and thatrecoveries will be 45%+t6-72100%.

16
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Note
Claims

o “Fhelncluding the pre-conversion paydown described above, the Debtors estimate
that there will be approximately $8+380.9 million outstanding on the Liquidation
dateDate and that the recoveries on the Prepetition Revolving Credit Facility

Claims will be 011% to 17%.

e Note TV - Pre-petitionPrepetition Term Loan Claims

o The Debtors estimate that there will be approximately $369-4314.8 million
outstanding on the Liquidation dateDate and that the recoveries on the Prepetition

Term Loan Claims will be 0%.

o Administrative; Prierity and PrierityTFaxpriority claims consists of any Other-

Prierityadministrative and priority Claims against any Debtor.

17
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o The Debtors estimate that there will be approximately $36-816.8 million of total
administrative, priority, and tax claims and that there will be a 0% recovery on
these claims.

Note ¥X — General Unsecured Claims

o General Unsecured Claims consists of claims against any Debtor including

pre-petition-trade-payables;-contract rejection damage claims and various other

unsecured liabilities.

process begins.
o The Debtors estimate that there will be approximately $8:212.9 million of General
Unsecured Claims remaining as of the Liquidation Date and that the recoveries

will be 0%.

Note WY — Sponsor Notes

o Sponsor retescensistNotes consists of unsecured notes dated January 22, 2018 of
$17.4 million and the Debtors estimate that the recoveries will be 0%.

Note XZ - Existing Interests

o Existing Interests consists of Interests-1the-interest of any holders of any class of
equity securities of any of the Debtors, represented by shares of common or
preferred stock, limited partnership interests or other instruments evidencing an
ownership interest in any of the Debtors, whether or not certificated, transferable,
voting or denominated “stock” or a similar security, or any option, warrant or
right, contractual or otherwise, to acquire any such interest.

o The Debtors estimate that there will be no recovery for potential Existing Interests
on the Liquidation Date.

18
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Financial Projections'

The_Amended Plan provides, among other things, that Southcross will be reorganized to include
all the gathering and processing assets in South Texas, the Lancaster assets, and the Valley Wells
assets. The_ CCPN asset sale has been included. The Mississippi;_and Alabama;-and-CCPN-assets_
asset sales are contemplated to be setdclosed. Accordingly, in conjunction with preparation of
the Amended Plan and the Disclosure Statement_Supplement, Southcross, with the assistance of
the other Debtors—and, their management team and advisors, prepared the following Financial
ProjeetionProjections for the fiscal year ending December 31, 2020 (“FY2020) through the
fiscal year ending December 31, 2024 (“FY2024,” and, such period, the “Projection Period”) for
post-Effective Date Southcross (on a consolidated basis).

Southcross and the other Debtors have prepared the Financial PI‘OJeCtIOIlS in good faith and
believe the assumptions to be reasonable, it is important to note_that neither Southcross nor the
other Debtors can provide any assurance that such assumptions will be realized and such
assumptions, therefore, remain subject to the risk factors set forth in the Disclosure Statement_

and the Disclosure Statement Supplement (as applicable) and the assumptions described herein,

including all relevant qualifications and footnotes.

Neither Southcross nor the other Debtors have generally published financial projections of their
respective anticipated financial positions, results of operations, or cash flows. Accordingly,
neither Southcross nor the other Debtors will, and disclaim any obligation to, furnish updated
business plans or projections to Heldersholders of Claims or other parties in interest after the
Effective Date, or to include such information in documents required to be filed with any
regulatory or other governmental body (such as the SEC) or otherwise make such information
public, unless required to do so by the SEC or other regulatory body pursuant to the provisions of

the Amended Plan.

As described in detail in the Disclosure Statement_and the Disclosure Statement Supplement, a

variety of risk factors could affect Southcross and/or the other Reorganized Debtors’ financial
results and Heldersholders of Claims entitled to vote to accept or reject the_Amended Plan should
consider those risk factors. Accordingly, the Financial Projections should be reviewed in
conjunction with the risk factors set forth in the Disclosure Statement_and the Disclosure
Statement Supplement and the assumptions described herein, including all relevant qualifications
and footnotes. Although the Financial Projections represent Southcross and the other Debtors’
respective best estimates and good faith judgment (for which Southcross and the other Debtors,
as applicable, believe they have a reasonable basis) of the results of future operations, financial
position, and cash flows of Southcross and the other Debtors, as applicable, they are only

1 Capitalized terms used but not defined herein shall have the meaning set-forthascribed to such terms in the
Disclosure Statement forthe-Pebtors—Joint-Chapter1H-Plan-of Reorganization{the-Diselosure
Statement)Supplement, to which the Financial Projections are attached.

2__Including NewCo, as applicable,
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estimates and actual results may vary considerably from the Financial Projections. Consequently,
the Financial Projections should not be regarded as a representation by Southcross or the other
Debtors, or their respective advisers or representatives, that the projected results of operations,
financial position, and cash flows of Southcross or the other Debtors, as applicable, will be
achieved.

The Financial Projections were not prepared with a view toward compliance with the published
guidelines of the SEC or the guidelines established by the American Institute of Certified Public
Accountants for preparation and presentation of prospective financial information. The
projected consolidated balance sheet does reflect an estimate of the impact of “fresh start”
accounting, but a detailed “fresh start” analysis was not completed.

Moreover, the Financial Projections may contain certain statements that are “forward-looking
statements” within the meaning of the private securities litigation reform act of 1995. These
statements are subject to a number of assumptions, risks, and uncertainties, many of which are
beyond the control of Southcross and/or the other Debtors, including the implementation of the_
Amended Plan, and the continuing availability of sufficient borrowing capacity or other financing
to fund operations. Holders of Claims entitled to vote on the_Amended Plan are cautioned that
the forward-looking statements speak as of the date made and are not guarantees of future
performance. Actual results or developments may differ materially from the expectations
expressed or implied in the forward-looking statements, and the Debtors undertake no obligation
to update any such statements.

The Financial Projections, while presented with numerical specificity, are necessarily based on a
variety of estimates and assumptions which, though considered reasonable by the Debtors, may
not be realized and are inherently subject to significant business, economic, industry, regulatory,
legal, market, and financial uncertainties and contingencies, many of which are beyond the
control of Southcross and/or the other Reorganized Debtors, as applicable. Southcross—Enrergy-
Partners;-P- and the other Debtors caution that no representations can be made or are made as
to the accuracy of the projections or to Southcross—EnergyPartners-P-, the other Debtors’,
and/or the Reorganized Debtors’ ability to achieve the projected results. Some assumptions
inevitably will be incorrect. Moreover, events and circumstances occurring subsequent to the
date on which Southcross and the other Debtors prepared these projections may be different from
those assumed, or, alternatively, may have been unanticipated, and thus the occurrence of these
events may affect financial results in a materially adverse or materially beneficial manner.
Except as otherwise provided in the Amended Plan, the Disclosure Statement, or the Disclosure
Statement_ Supplement, Southcross, the other Debtors, and the Reorganized Debtors, as
applicable, do not intend and undertake no obligation to update or otherwise revise the-

' Financial Projections to reflect events or circumstances existing or arising after
the date of the Disclosure Statement_Supplement or to reflect the occurrence of unanticipated
events. Therefore, the Financial Projections may not be relied upon as a guarantee or other
assurance of the actual results that will occur. In deciding whether to vote to accept or reject the
Amended Plan, Heldersholders of Claims entitled to vote to accept or reject the_Amended Plan
must make their own determinations as to the reasonableness of such assumptions and the
reliability of the projections, and should consult with their own advisors.

ho
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General Assumptions

Methodology. The Financial Projections contain the operational and capital expenditure
plans for Southcross. The projected performance of Southcross was analyzed by key
management personnel and incorporate numerous assumptions regarding industry and
revenue growth, productivity improvements, and other operating and cost reduction
initiatives. The Financial Projections assumeaccount for the sale of the Corpus Christi
Pipeline Network;_and assume the Mississippi, and Alabama assets_are sold prior to the
end of FY2019. Beyond these sale assumptions, the Financial Projections assume all
remaining assets, South Texas gathering and processing and Lancaster and Valley Wells,
continue operating and does not assume sales or closure of any operating assets nor any
acquisitions of new operating units.

Assumed Effective Date. The Financial Projections assume that the Effective Date will
occur on or before Deeemberm 31, 294—921129 (the “Assumed Effectlve Date”)=

Macroeconomic and Industry Environment. The Financial Projections and related
volume and pricing assumptions are based on input from Southcross’s senior
management and certain industry reports prepared by various third parties.

Operating Conditions. The Financial Projections assume a reversion to operating
conditions upon emergence that would be normal for a company of a similar size and
nature with capitalization consistent with that of Southcross.

Consolidated Financial Projections

Net Sales. During the Projection Period, the sales of Southcross are expected to grow
from approximately $374308 million in FY2020 to approximately $489399 million in
FY2024. Assumptions related to customer acquisition, increased system utilization, and
contract renegotiation were considered in arriving at sales assumptions.

Cost of Sales. The Financial Projections expect Southcross’s gas purchases to grow from
$266204 million in FY2020 to $369288 million in FY2024 in correlation with the growth
in sales.

Selling, General and Administrative Expenses. Inelading—adjustments—for—inflation;
Southcross’s Selling, General, and Administrative (“SG&A”) expenses are expected to
inereasedecrease slightly from FY2020 ($45-516.2 million) to FY2024 ($+6-816.1
million) as a result of implemented strategies and anticipated management cost savings
resulting from the sale of the Corpus Christi Pipeline Network, Mississippi, and Alabama
assets and the planned consolidation of the back offices to Houston. SG&A expenses
include labor and benefits, business technology, plant SG&A, office costs, and other
administrative expenses.

EBITDA. Southcross’s EBITDA is expected to grow from approximately $32-124.6
million in FY2020 to $36:230.1 million in FY2024.

3
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o [nterest Expense. Reorganized Southcross’s interest expense is expected to remain at
approximately $43-65.4 million per year as a result of an assumed $7530 million Exit
Revolvmg Cred1t Fac111ty—melud+ng—a_and_an_asmcd_Ex1llema_LQan Letters of Cred1t

Pfepetmefﬁeﬁn—keaﬂ—deb{—ﬂ%e—aﬂ—aﬁpfe*ma{eky%ﬁ% aglhty Q $3§ mllhon—E*H—
FermLoan following the Effective Date.

e [ncome Taxes. The Financial Projections do not project income taxes during the
Projection Period as the reorganized entity is assumed to continue to operate as an MLP.

Projected : } jals Key Assumptions

Southcross’s post-Effective Date projected balance sheet sets forth the projected consolidated
financial position of Southcross Energy Partners, L.P. after giving effect to the Plan-Amended
Plan. All financials for 202 low reflect a st riod from the assumed emergen ate of

January 31, 2020 to December 31, 2020.

General Assumptions:

e Overview. The projected consolidated opening balance sheet was developed from
expected changes in assets and liabilities of Southcross from the AugustOctober 2019
unaudited actual balance sheets for each subsidiary rolled forward and including
estimated fresh-start adjustments to Deeemberlanuary 31, 2649;2020, and after giving
effect to the occurrence of the Effective Date. The Financial Projections reflect
Southcross’s projected post-Effective Date consolidated balance sheet as of each
fiscal-year end, reflecting projected results of operations and assumed investments in
fixed assets and working capital.

e Cash. After payment of the new money Debtor in Possession financing, the Letters of
Credit Debtor in Possession financing, and all transaction related expenses — Accrued and
Unpaid Professional fees, sales fees, financing fees, reserves, and restructuring fees,
Southcross’s post-Effective Date cash balance is projected to total approximately
$7925.4 million. Projected cash included in the Financial Projections reflects the impact
on cash from the projected operating results, capital investment, working capital changes,
and debt service assumed in these Financial Projections. Actual cash may vary from cash
reflected in the projected consolidated balance sheet because of variances in the Financial
Projections and potential changes in cash needs to consummate the_ Amended Plan.

e Debt. The projected consolidated balance sheet reflects an Exit Revolving Credit Facility
and a Term Loan Letter of Credit facility as of the Effective Date with any projected
payments made in the ordinary course of operations based on newly defined terms. The
following table outlines the debt structure prior to the Assumed Effective Date and
contemplated under the_Amended Plan. The Financial Projections capture interest
expense based on contemplated terms.

IS
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0000 000000000000000000000000000000000000000000000000000000000000000000000000000000000000

ccece

: (1) Roll-Up Component exchanged for new 2L term loan
: (2) Ratable (with TL Roll-Up) portion of RCF exchanged for new 2L term loan
: (3) Facility sized at S75M. Only letters of credit to replace DIP LOCs assumed

: upon emergence.
: DEBT STRUCTURE

: DEBT STRUCTURE
(US S in thousands)
Post-Emergence :
* Debt 12/31/2019  12/31/2019 :
: New Money DIP S 72,681 $ -
:LC Collateral DIP 55,134 -
: Existing TL (1) 438,084 -
 Existing RCF (2) 81,293 -
Unsecured Sponsor Notes 17,383 -
*New 1L RCF (3) - 75,000
New 2L Term Loan - 152,542 :

E{US S in thousands)

Post-Emergence

*Debt 1/31/2020 1/31/2020
+New Money DIP S 27,010 S -
:LC Collateral DIP 20,489 -
*Existing TL (1) 443,550 -
< Existing RCF (2) 83,163 -
SUnsecured Sponsor Notes 17,383 -
*New 1L RCF (3) - 30,000
§New 2L Term Loan (4) - 35,000

+(1) Balance reflects the projected amount at emergence inclusive of the accrued and unpaid interest.
E Roll-Up Component exchanged for New Series A Preferred Units.
5(2) Balance reflects the projected amount at emergence inclusive of the accrued and unpaid interest.
3 Ratable (with TL Roll-Up) portion of RCF exchanged for New Series A Preferred Units.
¢ (3) Reflects commitments that will be undrawn at the time of emergence. $30m represents the size of the facility.
1(4) Facility,sized at, $35m fo.replace DIP, Letters of,Credit assumed,upon SMErBENCE: .. ..uuvuureenernerneennerneennerneennes
e JWorking Capital. Balances for accounts receivable and accounts payable are based on
Southcross’s long-term historical turnover ratios which result in a Days Sales Outstanding
assumption of 37 days and a Days Payable Outstanding assumption of 28 days. Other
working capital accounts are assumed to fluctuate throughout the year due to items such
as prepayments, property taxes, bonuses, and interest payments.
o Capital Expenditures. Southcross has capital projects planned during the Projection
Period designed to pursue strategic growth, improve competitiveness, expand capacity,
and maintain pipeline integrity and safety standards.

ko
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{PROJECTED CAPITAL EXPENDITURES

! FYE December 31,

1(US S in thousands) 2020 2021 2022 2023 2024
§Maintenance Cap Ex S 7,624 S 7,268 S 7,275 S 10,282 S 7,289 i
iGrowth Cap Ex 8,538 4,640 3,005 3,140 1,640 i
!Total Cap Ex $ 16,162 $ 11,908 $ 10,280 $ 13,422 $ 8,929 }

§PROJECTED CAPITAL EXPENDITURES

] FYE December 31, :
4(US S in thousands) 2020 2021 2022 2023 2024
§Maintenance Cap Ex S 8,441 S 7,268 S 7,275 S 7,282 S 7,289 1
1Growth Cap Ex 11,205 6,640 1,505 1,640 1,640
TotalCapEx .S 19646 $ 13908 $ 8780 $ 8922 $ 8929 ]

)
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Projected Income Statement — Consolidated

0000000000000000000000000000000000000000000000000000000000000

JPROJECTED INCOME STATEMENT ]
b FYE December 31, ]
E(US S in thousands) 2020 2021 2022 2023 2024 q
JGas Sales S 373,710 419,558 $ 443,397 $ 481,365 $ 489,158 {
dCost of Sales 266,361 306,520 325,925 360,836 368,973 4
< Gross Margin $ 107,349 113,038 $ 117,472 $ 120,529 $ 120,185
s Gross Margin % 29% 27% 26% 25% 25%5
§Operating Expenses S 59,763 61,974 S 63,033 $ 65,660 $ 67,2005
JSG&A 15,532 15,843 16,159 16,483 16,812 ]
JEBITDA $ 32055 35221 $ 38279 $ 38387 S 36,1731
dDepreciation & Amortization S 13,568 13,494 S 13,394 S 13,493 S 13,392 E
dInterest Expense 13,563 13,526 13,526 13,526 13,563 §
INet Income $ 4,924 8201 $ 11,359 S 11,368 S 9,218
EFootnotes E
;!1! For purposes of this analysis, no excess cash flow sweep is contemplated, N
JPROJECTED INCOME STATEMENT <
4 FYE December 31, d
¢(US S in thousands) 2020 ¥ 2021 2022 2023 2024 1
4Gas Sales S 284,763 338,222 $ 357,968 $ 383,748 $ 399,113
s Cost of Sales 189,326 232,406 248,708 273,155 288,011
3 Gross Margin $ 95437 105,816 $ 109,260 $ 110,593 $ 111,102
4 Gross Margin % 34% 31% 31% 29% 289%d
EOperating Expenses S 57,877 63,270 $ 63,650 $ 64,287 $ 64,930 ¢
JSG&A 14,831 15,138 15,440 15,749 16,064 4
¢EBITDA s 22,729 27,409 S 30,169 S 30,558 S 30,1091
EDepreciation & Amortization S 10,365 11,870 S 12,363 S 12,996 S 13,3751
dinterest Expense %! 4,978 5,424 5,424 5,424 5,439 4
4Net Income S 7,386 10,115 S 12,382 S 12,137 S 11,2953
SFootnotes

5(1) 2020 is a stub period from the assumed emergence date of January 31, 2020 to December 31, 2020.

+12).Far purposes of this analysis, no,excess cash flow sweep is contemplated.
g W0ss 9 6100 ANANSS
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Projected Balance Sheet — Consolidated

o
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JPROJECTED BALANCE SHEET b
4 FYE December 31, b
E(US S in thousands) 2020 2021 2022 2023 2024]
SAssets b
Jcash $ 33657 $ 43940 $ 57905 $ 69,717 $ 84,7559
SReserved Cash 35,000 35,000 35,000 35,000 35,000 §
JAccounts Receivable 32,025 34,343 36,256 38,533 39,9835
EPrepaid Expenses 4,649 4,716 4,785 4,854 5,296 ]
JCurrent Assets 62 62 62 62 624
4 Total Current Assets $ 105393 $ 118,061 $ 134,008 S 148165 $ 165,097
SProperty, Plant and Equip S 173,527 $ 173,564 $ 171,481 S 171,907 S 167,460 {
JInvestment in JV 9,071 9,071 9,071 9,071 9,071 E
d0ther Assets 2,747 2,339 1,923 1,498 1,066 9
JTotal Assets $ 290,737 $ 303,035 $ 316,483 $ 330,641 $ 342,694 4
dLiabilities :
SAP and Accrued Expenses S 21,161 $ 23,419 $ 24,562 $ 26,661 $ 27,499 ¢
JProperty Tax Liability 13,005 13,265 13,530 13,801 14,077 4
< Accrued Payroll 3,629 3,702 3,776 3,851 3,9289
4Capital Lease Obligations LT 995 995 995 995 995 {
40ther Current Liabilities 124 124 124 124 124 9
< Total Current Liabilities $ 38,914 S 41,505 $ 42,987 $ 45,433 $ 46,624
INew Revolver $ - S - S -8 -8 -
dNew Term Loan ! 35,000 35,000 35,000 35,000 35,000
¢ Total Long-Term Debt $ 35,000 $ 35,000 $ 35,000 $ 35,000 $ 35,000 ]
dCapital Lease Obligations LT 1,295 1,295 1,295 1,295 1,295
JOffice Lease - LT Liabilities 2,747 2,339 1,923 1,498 1,066 4
JTotal Liabilities S 77,956 S 80,140 S 81,205 S 83,227 S 83,9855
JTotal Liabilities & Equity S 290,737 $ 303,035 $ 316,483 $ 330,641 $ 342,694
+Footnotes E

+ (1) For purposes,of this analysis

o
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JPROJECTED BALANCE SHEET E
4 FYE December 31, q
E(US S in thousands) 2020 2021 2022 2023 2024]
EAssets b
Jcash $ 18618 $ 26037 $ 41,204 $ 56795 $ 70,7759
EAccounts Receivable 39,458 42,798 44,897 48,406 49,066 ]
JPrepaid Expenses 5,301 5,301 5,301 5,301 5,301 E
dCurrent Assets 62 62 62 62 62
¢ Total Current Assets $ 63,439 S 74,197 $ 91,463 $ 110,563 $ 125,203
4Property, Plant and Equip S 223,074 S 223,488 $ 218,873 S 214,301 $ 209,8382
Slnvestment inJv 9,071 9,071 9,071 9,071 9,071
¢ Other Assets 3,074 2,587 2,090 1,583 1,066
ITotal Assets $ 298659 $ 309,342 $ 321,497 $ 335518 $ 345177
Liabilities :
4AP and Accrued Expenses S 26,787 S 29,487 S 30,504 $ 33,383 §$ 34,054 {
JProperty Tax Liability 11,220 11,444 11,673 11,907 12,145
¢Accrued Payroll 2,300 2,346 2,393 2,441 2,490 {
JCapital Lease Obligations LT 1,018 1,018 1,018 1,018 1,018 9
¢4 Total Current Liabilities S 41,441 S 44,411 S 45,703 $ 48,864 S 49,8221
INew Revolver $ - S - S -8 -8 -
JNew Term Loan ¥ 152,542 152,542 152,542 152,542 152,542 1
¢ Total Long-Term Debt $ 152542 $ 152,542 $ 152,542 $ 152,542 $ 152,542
JCapital Lease Obligations LT 1,330 1,330 1,330 1,330 1,3305
4Office Lease - LT Liabilities 3,074 2,587 2,090 1,583 1,066 §
JTotal Liabilities $ 198,387 S 200,870 S 201,665 S 204,319 S 204,7595
JTotal Liabilities & Equity S 298,659 $ 309,342 $ 321,497 $ 335,518 $ 345,177

+Footnotes
+(1) For purposes,of this analysis
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Projected Cash Flow Statement —
Consolidated

PROJECTED CASH FLOW STATEMENT

FYE December 31,

=

E(US S in thousands) 2020 2021 2022 2023 2024]
ECash Flow From Operations b
JNet Income S 4,924 8,201 11,359 S 11,368 S 9,218:
4Depreciation 13,568 13,494 13,394 13,493 13,392 ¢
JChange in Working Capital E
s (Increase) / Decrease in Current Assets 6,382 (3,340) (2,099) (3,509) (660)]
K Increase / (Decrease) in Current Liabilities 5,500 2,970 1,292 3,161 958 4
STotaI Cash From Operations S 30,374 21,326 23,947 S 24,512 S 22,908 ¢
SCash Flow From Investing Activities E
¢ Capital Expenditures $  (19,646) (13,908) (8,780) $ (8,922) $ (8,929)
d(Increase) / Decrease in Other Non-Current Assets (3,074) 487 497 507 517§
4(Increase) / Decrease in Other Non-Current Liabilities 3,074 (487) (497) (507) (517)
J Total Cash From Investing S (19,646) (13,908) (8,780) $ (8,922) $ (8,929)
dCash Flow From Financing Activities E
dincrease / (Decrease) in Financing - - - - -
E Total Cash From Financing S - - - S - S -
sNet Cash from Operations, Investing and Financing S 10,729 7,418 15,167 $ 15,591 $ 13,980
4Beginning Cash Balance $ 7,890 18,618 26,037 $ 41,204 $ 56,795 3
+1 Net Cash from Operations, Investing and Financing 10,729 7,418 15,167 15,591 13,980 4
4Ending Cash Balance S 18,618 26,037 41,204 S 56,795 S 70,775 {
SFootnotes s
*{1).Far.purposes of this analysis, no.excess cash flow, SWeeR s CONTEMRIZtEd . ..t uvueeneenreneeeneeneanceensaneoncnsonsaneoncasd
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+PROJECTED CASH FLOW STATEMENT b
J FYE December 31, E
4(US $ in thousands) 2020" 2021 2022 2023 20244
SCash Flow From Operations E
INet Income 7,386 10,115 $ 12,382 S 12,137 11,295
¢ Depreciation 10,365 11,870 12,363 12,996 13,3751
JChange in Working Capital b
¢ (Increase) / Decrease in Current Assets (4,613) (2,385) (1,982) (2,346) (1,893)5
4 Increase / (Decrease) in Current Liabilities 11,286 2,592 1,482 2,446 1,191
¢ Total Cash From Operations 24,424 22,191 S 24,245 S 25,233 23,9685
SCash Flow From Investing Activities E
JCapital Expenditures (16,162) (11,908) $  (10,280) $  (13,422) (8,929
¢(Increase) / Decrease in Other Non-Current Assets (2,747) 408 416 424 4335
J(Increase) / Decrease in Other Non-Current Liabilities 2,747 (408) (416) (424) (433)]
¢ Total Cash From Investing (16,162) (11,908) $ (10,280) $ (13,422) (8,929)5
SCash Flow From Financing Activities E
dincrease / (Decrease) in Financing - - - - -
¢ Total Cash From Financing - - S - S - -
¢Net Cash from Operations, Investing and Financing 8,262 10,283 $ 13,965 $ 11,811 15,0394
EBeginning Cash Balance 25,395 33,657 S 43,940 $ 57,905 69,717:
J Net Cash from Operations, Investing and Financing 8,262 10,283 13,965 11,811 15,039 ¢
¢Ending Cash Balance 33,657 43,940 $ 57,905 S 69,717 84,755 4
EFootnotes S
+(1) 2020 is a stub period from the assumed emergence date of January 31, 2020 to December 31, 2020. .
2(2).Fornurposes of this analysis, 19.26cess Cash oW, SWeeR I GNEMRIZIEN 1ot e eueee e e eneneeeenenenencensnsncncncensncncnnnet

¥



Case 19-10702-MFW Doc 767 Filed 12/16/19 Page 184 of 189



Case 19-10702-MFW Doc 767 Filed 12/16/19 Page 185 of 189

Valuation Analysis

THE VALUATION INFORMATION CONTAINED IN THE FOLLOWING ANALYSIS IS
NOT A PREDICTION OR GUARANTEE OF THE ACTUAL MARKET VALUE THAT MAY BE
REALIZED THROUGH THE SALE OF ANY SECURITIES TO BE ISSUED PURSUANT TO THE
AMENDED PLAN. THIS VALUATION IS PRESENTED SOLELY FOR THE PURPOSE OF
PROVIDING ADEQUATE INFORMATION AS REQUIRED BY SECTION 1125 OF THE
BANKRUPTCY CODE TO ENABLE THE HOLDERS OF CLAIMS ENTITLED TO VOTE TO
ACCEPT OR REJECT THE AMENDED PLAN TO MAKE AN INFORMED JUDGMENT ABOUT
THE AMENDED PLAN AND SHOULD NOT BE USED OR RELIED UPON FOR ANY OTHER
PURPOSE, INCLUDING THE PURCHASE OR SALE OF CLAIMS AGAINST THE DEBTORS. IN
ADDITION, THE VALUATION OF NEWLY-ISSUED SECURITIES IS SUBJECT TO ADDITIONAL
UNCERTAINTIES AND CONTINGENCIES, ALL OF WHICH ARE DIFFICULT TO PREDICT.
ACTUAL MARKET PRICES OF SUCH SECURITIES AT ISSUANCE WILL DEPEND UPON,
AMONG OTHER THINGS, PREVAILING INTEREST RATES, CONDITIONS IN THE FINANCIAL
MARKETS, THE ANTICIPATED INITIAL SECURITIES HOLDINGS OF PREPETITION
CREDITORS, SOME OF WHICH MAY PREFER TO LIQUIDATE THEIR INVESTMENT RATHER
THAN HOLD IT ON A LONG-TERM BASIS, AND OTHER FACTORS WHICH GENERALLY
INFLUENCE PRICES OF SECURITIES.

THE ESTIMATES OF THE RANGES OF ENTERPRISE VALUE AND EQUITY VALUE
DETERMINED BY EVERCORE DO NOT REFLECT VALUES THAT COULD BE ATTAINABLE
IN PUBLIC OR PRIVATE MARKETS. THE IMPUTED ESTIMATE OF THE RANGE OF THE
EQUITY VALUE OF REORGANIZED DEBTORS ASCRIBED IN THIS ANALYSIS DOES NOT
PURPORT TO BE AN ESTIMATE OF THE POST-REORGANIZATION MARKET TRADING
VALUE. ANY SUCH TRADING VALUE MAY BE MATERIALLY DIFFERENT FROM THE
IMPUTED ESTIMATE OF THE EQUITY VALUE RANGE FOR THE REORGANIZED DEBTORS
ASSOCIATED WITH EVERCORE’S VALUATION ANALYSIS.

As outlined in Section III.G. of the Disclosure Statement, Evercore ran a comprehensive
marketing process for substantially all of the Debtors’ assets. The marketing process resulted in the sale
of certain of the Debtors’ assets, including:

e Sale of the MS / AL Assets to Magnolia Infrastructure Holdings, LLC for $31.5 million of gross
proceeds’; and

e Sale of the CCPN Assets to Kinder Morgan Tejas Pipeline, LLC for $76.0 million of gross
proceeds.

Solely for purposes of this Valuation Analysis, the Debtors’ G&P Assets? (including the Acquired
Companies) are collectively referred to as the Reorganized Debtors?.

Solely for purposes of the Amended Plan and the Disclosure Statement_Supplement, Evercore has
estimated the total enterprise value (the “Total Enterprise Value”) and implied equity value (the
“Equity Value”) of the Reorganized Debtors on a going concern basis and pro forma for the
transactions contemplated by the Amended Plan.

' The CCPN Sale closed on Nov 6, 2019, as set forth in the CCPN Closing Notice. The MS/AL Sale closed on
December 16, 201

2 The “G&P Assets” include all of the Debtors’ assets other than the CCPN Assets and the MS/AL Assets .
3 If the Credit Bid Transaction is consummated, the G&P Assets will be owned by NewCo,
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In estimating the going concern value of the Reorganized Debtors Evercore met with the
Debtors’ senior management team to discuss the Debtors’ assets, operations, and future prospects, and
reviewed the Debtors’ historical financial information, certain of the Debtors’ internal financial and
operating data, the Reorganized Debtors’ Financial Projections provided in Exhibit C to the Disclosure
Statement_Supplement, and publicly available third-party information and conducted such other studies,
analyses, and inquiries we deemed appropriate.

The valuation analysis herein represents a valuation of the Reorganized Debtors as the
continuing operators of the G&P Assets, including the Acquired Companies, after giving effect to the
Amended Plan, based on the application of standard valuation techniques. The estimated values set forth
in this Exhibit D: (a) do not purport to constitute an appraisal of the assets of the Reorganized Debtors;
(b) do not constitute an opinion on the terms and provisions or fairness from a financial point of view to
any Helderholder of the consideration to be received by such Helderholder under the Amended Plan; (c)
do not constitute a recommendation to any Helderholder of Claims or Equity-Interests as to how such
Helderholder should vote or otherwise act with respect to the Amended Plan; and (d) do not necessarily
reflect the actual market value that might be realized through a sale or liquidation of the Reorganized
Debtors.

In preparing the estimates set forth below, Evercore has relied upon the accuracy, completeness,
and fairness of financial and other information furnished by the Debtors. Evercore did not attempt to
independently audit or verify such information, nor did it perform an independent appraisal of the assets
or liabilities of the Reorganized Debtors.

The estimated values set forth herein assume that the Reorganized Debtors will achieve their
Financial Projections in all material respects. Evercore has relied on the Debtors’ representation and
warranty that the Financial Projections: (a) have been prepared in good faith; (b) are based on fully
disclosed assumptions, which, in light of the circumstances under which they were made, are
reasonable; (c¢) reflect the Debtors’ best currently available estimates; and (d) reflect the good faith
judgments of the Debtors. Evercore does not offer an opinion as to the attainability of the Financial
Projections. As disclosed in the Disclosure Statement_and Disclosure Statement Supplement, the future
results of the Reorganized Debtors are dependent upon various factors, many of which are beyond the
control or knowledge of the Debtors and Evercore, and consequently, are inherently difficult to project.

This analysis contemplates facts and conditions known and existing as of the date of the
Disclosure Statement_Supplement. Events and conditions subsequent to this date, including updated
Financial Projections, as well as other factors, could have a substantial effect upon the Total Enterprise
Value. Among other things, failure to consummate the Amended Plan in a timely manner may have a
materially negative effect on the Total Enterprise Value. For purposes of this valuation, Evercore has
assumed that no material changes that would affect value will occur between the date of the Disclosure
Statement Supplement and the assumed Effective Date.

Evercore did not consider any one analysis or factor to the exclusion of any other analyses or
factors. Accordingly, Evercore believes that its analysis and views must be considered as a whole and
that selecting portions of its analysis and factors could create a misleading or incomplete view of the
processes underlying the preparation of the valuation. Reliance on only one of these methodologies
used or portions of the analysis performed could create a misleading or incomplete conclusion.

The following is a summary of analyses performed by Evercore to arrive at its recommended
range of estimated Total Enterprise Value.

ho
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A. Discounted Cash Flow Analysis

The discounted cash flow (“DCF”) analysis estimates the value of the Reorganized Debtors by
calculating the present value of expected future cash flows to be generated by the assets of such entities.
Under this methodology, projected future cash flows are discounted by a range of discount rates above
and below the Reorganized Debtors’ estimated weighted average cost of capital (the “Discount Rate”).
The Total Enterprise Value is determined by calculating the present value of the Reorganized Debtors
unlevered after-tax free cash flows over the course of the projection period plus an estimate for the value
of the Reorganized Debtors beyond the projection period, known as the terminal value; plus the value of
any other cash flow streams, such as certain amortization fees association with the Debtors’ Lancaster
System (the “Lancaster Facility Amortization Fees”). The terminal values are calculated using: (a) a
range of EBITDA multiples based on public company trading and-precedent M&Atransactions-and (b) a
range of perpetuity growth rates. The value of the Lancaster Facility Amortization Fees are calculated
based on discounting such projected fees by a range of discount rates based on the long-term borrowing
rates of the customers that owe such fees (the “Lancaster Facility Amortization Fees Value”).

B. Peer Group Trading Analysis

The peer group trading analysis estimates the value of a company based on a relative
comparison with_other publicly traded companies with similar operating and financial characteristics.
Under this methodology, the enterprise value for each selected public company is determined by
examining the trading prices for the equity securities of such company in the public markets and adding
the aggregate amount of outstanding net debt for such company. Such enterprise values are commonly
expressed as multiples of various measures of financial and operating statistics, such as earnings before
interest, taxes, depreciation and amortization expenses (‘EBITDA”). The Total Enterprise Value is
then calculated by applying these multiples to the Reorganized Debtors’_actual and projected financial
metrics and adding the Lancaster Facility Amortization Fees Value. The selection of public comparable
companies for this purpose was based upon the asset base and business risk profile as well as other
characteristics that were deemed relevant.

C. Precedent M&A Transaction Analysis

Precedent M&A transaction analysis estimates the value of a company by examining public and
private transactions on an asset-level basis. Under this methodology, transaction values are commonly
expressed as multiples of EBITDA. The selection of asset-level transactions for this purpose was based
upon the asset type, asset growth profile, and other characteristics that were deemed relevant. The Total
Enterprise Value in this case is calculated by applying multiples of EBITDA to the Reorganized
Debtors’ projected financial results, adjusting for projected growth capital expenditures, discounting
such value to the assumed Effective Date, and adding the Lancaster Facility Amortization Fees Value.

D. Total Distributable Value, Total Enterprise Value and Implied Equity Value

The assumed range of the reorganization value, as of an assumed Effective Date of
Deeember]anuary 31, 2049;2020, reflects work performed by Evercore on the basis of information with
respect to the business and assets of the Debtors available to Evercore as of the date of the Disclosure
Statement_Supplement. It should be understood that, although subsequent developments may affect
Evercore’s conclusions, Evercore does not have any obligation to update, revise, or reaffirm its estimate.

As aresult of the analysis described herein, Evercore estimatedestimates the Total Enterprise
Value of the Reorganized Debtors to be approximately $150.0 million to $210.0 million-te-$276-6-

3
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mithen, with a midpoint of $240-0180.0 million as of the assumed Effective Date of Becembetr]anuary
31, 2649:2020. Based on-the assumed pro forma net debt of $+44-7

-$25 .4 million as of the Effective Date?, the Total Enterprise Value implies an Equity Value? range of
$65:3175.4 million to $+25:3235.4 million, with a midpoint of $95:3205.4 million. This estimate is
based in part on information provided by the Debtors, solely for purposes of the Amended Plan. For
purposes of this analysis, Evercore assumes that no material changes will occur that would affect value
as stipulated in the Amended Plan between the date of the Disclosure Statement Supplement and the
Effective Date. With the Amended Plan contemplating the sale of the MS/AL Assets for $31.5 million
and the CCPN Assets for $76.0 million, this implies a total distributable value (the “Total Distributable
Value”) of approximately $34+7:5282.9 million to $377:5342.9 million, with a midpoint of $347.5312.9
million.*%’

The estimate of Total Distributable Value set forth herein is not necessarily indicative of actual
outcomes, which may be significantly more or less favorable than those set forth herein depending on
the results of the Reorganized Debtors’ operations or changes in the financial markets. Additionally,
these estimates of value represent hypothetical enterprise and equity values of the Reorganized Debtors
as the continuing operator of the Debtors’ businesses and assets, and do not purport to reflect or
constitute appraisals, liquidation values, or estimates of the actual market value that may be realized
through the sale of any securities to be issued pursuant to the Amended Plan, which may be significantly
different than the amounts set forth herein. Such estimates were developed solely for purposes of
formulation and negotiation of the Amended Plan and analysis of implied relative recoveries to creditors
thereunder. The value of an operating business such as the Debtors’ businesses is subject to
uncertainties and contingencies that are difficult to predict and will fluctuate with changes in factors
affecting the financial condition and prospects of such businesses.

Evercore’s estimated valuation range of the Reorganized Debtors does not constitute a
recommendation to any holder of Claims or—Eguity Interests as to how such holder should vote or
otherwise act with respect to the Amended Plan. The estimated value of the Reorganized Debtors set
forth herein does not constitute an opinion as to the fairness from a financial point of view to any holder
of the consideration to be received by such holder under the Amended Plan or of the terms and
provisions of the Amended Plan. Because valuation estimates are inherently subject to uncertainties,
none of the Debtors, Evercore, or any other person assumes responsibility for their accuracy or any
differences between the estimated valuation ranges herein and any actual outcome.

Evercore is acting as investment banker to the Debtors, and will not be responsible for, and will
not provide, any tax, accounting, actuarial, legal, or other specialist advice.

4
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