IN THE UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF DELAWARE

Inre

SEMCRUDE, L.P., et al.,

Chapter 11
Case No. 08-11525 (BLS)

Debtors.! J ointlj} Administration Requested

Related Docket No. 18

LIMITED OBJECTION OF THE SEMCRUDE US TERM LENDER GROUP TO

DEBTORS’ MOTION FOR AUTHORIZATION TO (i) UTILIZE CASH

COLLATERAL PURSUANT TO 11 U.S.C. § 363(C), (ii) PROVIDE ADEQUATE

PROTECTION TO PREPETITION SECURED PARTIES PURSUANT TO 11

U.S.C. §§ 361 AND 363, AND (iii) SCHEDULE A FINAL HEARING
PURSUANT TO FED. R. BANKR. P. 4001(b)

The SemCrude US Term Lender Group, by and through its undersigned counsel,

hereby objects (the “Objection™) to the Debtors’ Motion for Authorization to (I) Utilize Cash

Collateral Pursuant to 11 U.S.C. § 363(C), (I) Provide Adequate Protection to Prepetition

Secured Parties Pursuant to 11 U.S.C. §§ 361 and 363, and (IIT) Schedule a Final Hearing

Pursuant to Fed. R. Bankr. P. 4001(B) (the “Motion”)* [Docket No. 18]. In support of the

Objection, the US Term Lender Group respectfully represents as follows:

Preliminary Statement

The US Term Lenders (defined below) recognize that the Debtors have come to

the Court on an emergency basis to request the use of cash collateral, in anticipation of a near-
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The Debtors are SemCrude, L.P., Chemical Petroleum Exchange, Incorporated, Eaglwing, L.P., Grayson
Pipeline, L.L.C., Greyhawk Gas Storage Company, L.L.C., K.C. Asphalt, L.L.C., SemCanada I, L.P,,
SemCanada, L.P., SemCrude Pipeline, L.P., SemFuel Transport LLC, SemFuel, L.P., SemGas Gathering
LLC, SemGas Storage, L.L.C., SemGas, L.P,, SemGroup Asia, L.L.C., SemGroup Finance Corp.,
SemGroup, L.P., SemKan, L.L.C., SemManagement, LL.C., SemMaterials Vietnam, L.L.C.,

Development Company, L.L.C.
All capitalized terms not otherwise defined herein shall have the meanings ascribed to them in the Motion.




term request for broader debtor-in-possession financing. The US Term Lenders have been
informed by the Debtors that both the cash collateral usage and the anticipated financing are
intended to foster an order sale of all of the Debtors’ business units and assets — and the Term
Lenders have a first priority security interest in the fixed assets as well as other valuable assets
within this corpus that is to be sold.

The budget attached to the cash collateral motion, which was seen by the US

Term Lenders for the first time when it was filed yesterday with the Court, contains hundreds of

millions of dollars of cash collateral usage. However, the protections being offered to the US

Term Lenders in the Interim Order are not commensurate with the substantia] amount of cash
being made available to the Debtors. As set forth in detai] below, the Interim Order does not
provide for sufﬁczent controls and restrictions over the use of cash collateral and over the
accounting for the relative impact of cash collateral usage on the two separate pools of priority
collateral that secure the Debtors’ obligations to the different groups of Lenders under the Credit
Agreement.

Notwithstanding this avalanche of substantive developments and information, the
US Term Lenders are seeking to be constructive, and may (i) participate in the provision of such
DIP ﬂnancmg or (ii) consent to DIP Financing provided by others. But such a consensual path
is unhkely, unless this group can be allowed to immediately have its attorneys and advisors paid
by the Debtors’ estates, as part of their adequate protection, to properly analyze (i) the proposed
financing, (ii) the economic status of the different collateral packages (iii) and the potential pre-
petition secured claims with recourse to each collateral package. While such immediate payment

of attorneys and advisors is an obvious element of adequate protection for the US Term Lenders,
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the US Term Lenders are willing to make such payment subject to the customary protections of
the Bankruptcy Code in the event that th_e US Term Lenders’ secured claims are undersecured.

This rationale is supported by a majority of the US Term Lenders, as
~demonstrated by the letter attached as Exhibi-i-t A and authorizations granted to counse] by certain
US Term Lenders. In short, the US Term Lenders have reached consensus on a unified group of
advisors to protect the US Term Lenders distinct interests and move this process forward.?

Paragraph 23 of the Deqlaration of Terrence Ronan in Support of the Debtors’
Chapter 11 Petitions and Request for First Day Relief indicates that these filings were preceded
_by at least $2.4 billion in trading losses previously not disclosed to the public. As discussed
below, these losses may have a direct and adverse impact on the US Term Lenders’ collateral
position.

The US Term Lenders have had no ability to explore the circumstances leading to
the Debtors’ banl;ruptcy filings. The Court should note that whether or not the Debtors’ loss-
generating trading activity was authorized has implications for the payment waterfall within the
distinct collateral pools under the Debtors’ secured credit facilities. In short, whether certain
claims of trading counterparties qualify for first priority status on the Working Capital Collateral
may be linked to the propriety ﬁf the related trading activity. As the holders of a second priority
lien on the Working Capital Collateral, the US Term Lenders might be drawn into disputes
regarding whether and to what extent their fellow Secured Parties’ trading claims qualify for
such priority lien status. Of course, to the extent that the US Term Lenders will be paid in full

from the Revolver Term/Priority Collateral, such issues are irrelevant. But, until this outcome is

: The following institutions have authorized and executed the support letter: Gulf Stream Asset Management

LLC, Stone Tower Capital LLC, Invesco Senior Secured Management, Inc., SCM Advisers LLC,
BlackRock Financial Management, Inc., Sankaty Advisors LLC, Octagon Credit Investors, LLC, Prudential
Fixed Income, and CypressTree Investment Management, ING Investment Management and Stanfield
Capital Partmers LLC. :
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firmly established, the US Term Lenders are clearly entitled to distinct and independent advisors

to protect their position.

with debtor-in-possession financing. This will facilitate the proper vetting of the shortly-
anticipated DIP financing, clarify the open economic issues relating to adequate protection, and
reduce the redundancy of a cavalcade of advisors for each individual US Term Lender as
provided for under the relevant Credit Agreements.

Bacgmund

L Debtor SemCrude, L.P. (“SemCrude™) is a borrower under certain

Canadian Borrower, SemGroup, L.P. and SemOperating G.P,, LLiC as Guarantors, Bank of
America, N.A,, as Administrative Agent and L/C Issuer (the “Agent”), the lenders from time to
time party thereto, Banc of America Securities, LLC, as Joint Lead Arranger and Sole Book
Manager, BNP Paribas, as Joint Lead Arranger and Co-Syndication Agent, Bank of Montrea]
dba “Harris Nesbitt,” as Co-Syndication Agent, and Bank of Oklahoma, N.A. and The Bank of
Nova Scotia, as Co Documentation Agents (the “Credit A reement”) and certain other Loan
Documents (as defined in the Credit Agreement),

2, The SemCrude US Term Lender Group is comprised of the following US

Term Lenders under the Credit Agreement controlled or managed by: CypressTree Investment
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