
 

KE 40097105 

IN THE UNITED STATES BANKRUPTCY COURT 
FOR THE SOUTHERN DISTRICT OF TEXAS 

CORPUS CHRISTI DIVISION 

 §  
In re: § Chapter 11 
 §  
SOUTHCROSS HOLDINGS LP, et al.,1 § Case No. 16-20111 (___) 
 §  
    Debtors. § (Joint Administration Requested) 
 §  

DECLARATION OF JEFFERY J. STEGENGA IN SUPPORT OF  
THE DEBTORS’ CHAPTER 11 PETITIONS AND FIRST DAY MOTIONS 

I, Jeffery J. Stegenga, hereby declare under penalty of perjury: 

1. I am a Managing Director at Alvarez & Marsal North America, LLC (“A&M”) 

and have been engaged as a restructuring advisor to Southcross Holdings LP (“Holdings”) and 

certain of its affiliates as debtors and debtors in possession (collectively, the “Debtors”) since 

January 2016.  I am a specialist in chapter 11 consulting and distressed financial and accounting 

consulting and have over a decade of experience advising large, distressed corporations. 

2. I am generally familiar with the Debtors’ day-to-day operations, business and 

financial affairs, and books and records.  I submit this declaration (the “Declaration”) to assist 

the Court and parties in interest in understanding the circumstances that compelled the 

commencement of these chapter 11 cases and in support of:  (a) the Debtors’ petitions for relief 

under chapter 11 of title 11 of the United States Code (the “Bankruptcy Code”) filed on the date 

hereof (the “Petition Date”); and (b) the emergency relief that the Debtors have requested from 

                                                 
1 The debtors in these chapter 11 cases, along with the last four digits of each debtor’s federal tax identification 

number, include:  Southcross Holdings LP (7700); Frio LaSalle GP, LLC (9882); Frio LaSalle Pipeline, LP 
(9792); Southcross Holdings Borrower GP LLC (6790); Southcross Holdings Borrower LP (6880); Southcross 
Holdings GP LLC (2020); Southcross Holdings Guarantor GP LLC (6523); Southcross Holdings Guarantor LP 
(6622); TexStar Midstream GP, LLC (7001); TexStar Midstream Services, LP (7100); TexStar Midstream T/U 
GP, LLC (3754); and TexStar Midstream Utility, LP (3706).  The location of the debtors’ service address is:  
1717 Main Street, Dallas, Texas, 75201. 
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the Court pursuant to the motions and applications described herein (collectively, the “First Day 

Motions”). 

3. Except as otherwise indicated, all facts set forth in this Declaration are based upon 

my personal knowledge, my discussions with the Debtors’ management team and advisors, 

including the A&M team working under my supervision, my review of relevant documents and 

information concerning the Debtors’ operations, financial affairs, and restructuring initiatives, or 

my opinions based upon my experience and knowledge.  If called as a witness, I could and 

would testify competently to the facts set forth in this Declaration.  I am authorized to submit this 

Declaration on behalf of the Debtors. 

Introduction 

4. As described in the Declaration of Jason Feintuch in Support of the Debtors’ 

Chapter 11 Petitions and Certain First Day Motions (the “Feintuch Declaration”) filed 

contemporaneously herewith, the Debtors are poised to be an exception to the rash of protracted, 

contentious oil and gas industry chapter 11 proceedings left in the wake of the recent decline in 

commodities prices.  As of the date hereof, the Debtors have achieved unanimous support for a 

prepackaged chapter 11 plan of reorganization that will greatly deleverage their balance sheet 

and provide a significant infusion of new capital.   As described below, given the Debtors’ core 

strengths, including the experience of their team, the strategic location of their assets, and their 

ability to pursue growth opportunities, the Debtors are confident that they can implement the 

terms of their proposed restructuring and ensure long-term viability enterprise wide. 

* * * * * 

5. The Debtors and their non-Debtor affiliates (collectively, “Southcross”) form two 

halves of a broader, interconnected enterprise. Southcross provides a number of services across 
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the “midstream” oil and gas sector.  These services include natural gas gathering, processing, 

treating, compression, and transportation services, as well as natural gas liquid (“NGL”) 

fractionation and transportation services.  Southcross owns and operates approximately 4,000 

miles of pipelines, two sour gas treating facilities, three processing facilities, two fractionating 

facilities, and one facility with both processing and fractionating capabilities.  The Southcross 

assets that are owned by the Debtors are located in the Eagle Ford shale in South Texas (the 

“Eagle Ford”) and include approximately 880 miles of natural gas gathering and NGL 

transportation pipeline, one sour gas treating facility, and one fractionating facility.   

6. The Debtors’ most valuable assets are their approximately 60 percent limited 

partner ownership interest in non-Debtor Southcross Energy Partners, L.P. (the “MLP”), a 

publicly-traded master limited partnership listed on the New York Stock Exchange (NYSE: 

SXE) and their 100 percent ownership interest in non-Debtor Southcross Energy Partners GP, 

LLC (the “MLP GP”), which is the MLP’s general partner (which in turn owns a 2 percent 

interest in the MLP).  Southcross has two primary components:  the Debtors’ operations and the 

operations of their non-Debtor affiliates—i.e., the MLP, the MLP GP, and their subsidiaries 

(the “MLP Entities”).2  While the Debtors have their own limited operations—they form the 

“holding company” portion of the Southcross corporate structure—the MLP Entities carry out 

the majority of operations and drive value enterprise wide. 

7. The Debtors’ success is linked to the MLP Entities’ success.  The Debtors and the 

MLP Entities are operationally and financially intertwined through shared services and other 

intercompany agreements.  These agreements, in effect, create a cash-flow interdependence such 

that when one segment fails to produce, the strain reverberates across the entire Southcross 

                                                 
2  A chart depicting Southcross’s full prepetition organizational structure is attached hereto as Exhibit A.   
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enterprise.  The Debtors’ liquidity profile is impacted significantly by intercompany obligations, 

including an approximately $49.2 million intercompany balance in favor of the MLP Entities as 

of the Petition Date.  The Debtors’ inability to fund such intercompany payables on a current 

basis has, in turn, jeopardized the MLP Entities’ liquidity profile. 

8. Southcross’s business recently has come under significant pressure from 

macroeconomic forces beyond its control.  The significant, sustained decline in oil and gas prices 

over the course of the past eighteen months has greatly reduced new upstream drilling activity, 

which has, in turn, led to stagnant and reduced volumes in the midstream sector.  The current 

operating conditions have created enterprise-wide liquidity challenges and made servicing the 

Debtors’ funded debt and preferred equity obligations unsustainable.  Accordingly, over the past 

several months the Debtors have engaged with their prepetition equity sponsors and lenders 

regarding restructuring alternatives. 

9. As described in greater detail in the Feintuch Declaration, after extensive, hard-

fought negotiations, the Debtors and certain of their lenders and equityholders reached a global 

agreement for a consensual, balance-sheet restructuring.  The terms of the agreement are 

memorialized in the restructuring support agreement, dated as of March 21, 2016, attached to the 

Feintuch Declaration as Exhibit A (the “RSA”) and the prepackaged chapter 11 plan of 

reorganization attached as Exhibit 1 to the RSA (the “Plan”).   

10. To familiarize the Court with the Debtors, the Southcross enterprise as a whole, 

and the relief the Debtors are seeking in the First Day Motions, I have organized this declaration 

as follows:  Part I provides a general overview of the midstream industry and Southcross’s 

business, corporate history, and corporate structure.  Part II describes the Debtors’ key assets and 

intercompany relationships.  Part III details the Debtors’ prepetition capital structure.  Part IV 
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sets forth the relevant facts in support of the relief requested in each of the First Day Motions.  

Further information regarding the circumstances leading to these chapter 11 cases and the 

Debtors’ proposed debtor-in-possession financing (the “Proposed DIP Financing”) is set forth in 

the Feintuch Declaration. 

I. Background. 

A. The Midstream Industry. 

11. The oil and gas industry is typically divided into three major sectors: “upstream,” 

“midstream,” and “downstream.”  The upstream sector is comprised of “exploration and 

production” (“E&P”) companies that focus on locating and extracting crude oil, raw natural gas, 

and other hydrocarbons from the ground.  The downstream sector is comprised of the companies 

that carry out the marketing and distribution of the products derived from the extracted 

hydrocarbons to the ultimate end users.  The Debtors operate in the space between—the 

midstream sector. 

12. Midstream services include natural gas “gathering,” i.e., intricate pipelines that 

transport and combine extracted hydrocarbons from the various upstream wellheads to larger 

transportation pipelines, compression, sour gas treating, natural gas processing, natural gas liquid 

(“NGL”) fractionating, and transportation everywhere in between.  The natural gas midstream 

process is illustrated by the following graphic:  
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The ultimate products delivered downstream include pure, or “dry,” natural gas, stabilized 

condensate, and the natural gas by-products converted into NGLs. 

13. The natural gas midstream process starts at or near the upstream producer’s 

wellhead.  The extracted raw natural gas enters the midstream service provider’s gathering 

system where it is mixed with other extracted raw natural gas and compressed as it moves toward 

larger transportation pipelines.  Occasionally, the raw natural gas extracted in certain shale plays, 

is high in hydrogen sulfide content—such natural gas is referred to as “sour” gas.  Hydrogen 

sulfide is an impurity that must be removed and disposed of to produce pipeline quality pure 

natural gas (described further below).  The first stop for extracted raw natural gas high in 

hydrogen sulfide content is the sour gas treating facility, where the hydrogen sulfide is removed 

from the raw natural gas stream.  The “sweetened” rich natural gas is then transported through 

pipelines downstream to the natural gas processing facility. 

14. At the natural gas processing facility, the raw rich natural gas is processed into 

pure, or “dry,” natural gas and “y-grade.”  The processed dry gas stream is transported through 

pipelines downstream from the processing facility to a receipt point for transportation by an 

interstate or intrastate pipeline for delivery to end markets.  Dry gas is what the casual observer 

would think of as “natural gas” and is used for, among other things, heating homes.  The y-grade, 

i.e. the by-product of the raw natural gas stream that contains NGLs and condensate, proceeds by 

pipeline from the natural gas processing facility to the fractionation facility.  At the fractionation 

facility, the y-grade is separated into its various NGL components, including ethane, propane, 

isobutane, normal butane, and natural gasoline, and stabilized condensate.  The NGL 

components and stabilized condensate are then transported downstream by various means to be 

marketed and sold separately from the pure natural gas stream.  The NGLs and stabilized 
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condensate have a number of downstream uses and create a potentially significant parallel 

revenue stream for both E&P companies and midstream service providers.   

B. General Overview of Southcross’s Business. 

15. The majority of Southcross’s assets and operations—and all of the Debtors’ assets 

and operations—are located in the Eagle Ford, which produces raw natural gas high in hydrogen 

sulfide and rich in NGL content.  Accordingly, Southcross’s business operations span the entire 

midstream sector from wellhead to market, including gathering natural gas at the wellhead, 

treating extracted natural gas to meet downstream pipeline and customer quality standards, 

processing raw natural gas to separate NGLs from pure natural gas, fractionating NGLs into the 

various components, and selling or delivering pipeline quality pure natural gas, y-grade, and 

NGLs to various industrial and energy markets as well as large pipeline systems.  Through its 

network of pipelines, Southcross connects supplies of natural gas to the ultimate end users. 

16. Southcross’s financial results are determined primarily by the volumes of natural 

gas it gathers and processes, the efficiency of its processing and NGL fractionation facilities, 

natural gas and NGL prices, the commercial terms of its contractual arrangements, and its 

operations and maintenance expense.  Southcross’s upstream customer contracts vary in duration 

from one month to several years and pricing under these contracts varies depending upon several 

factors, including Southcross’s competitive position, its acceptance of risks associated with 

longer-term contracts, and its desire to recoup over the term of the contract any capital 

expenditures that it was required to incur to initiate services.  Southcross’s customer contracts 

generally contain one or more of the following arrangements: 

• Fixed-fee:  Southcross receives a fixed fee per unit of natural gas volume it 
gathers at the wellhead, treats, processes, compresses, and/or transports for the 
customer, as well as a fixed fee per unit of NGL volume it fractionates for the 
customer; 
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• Fixed-spread: Southcross purchases volumes of natural gas and NGLs at an 
index price plus or minus a fixed price differential and subsequently sells 
these volumes at an index price plus or minus a fixed differential—Southcross 
remains subject to commodity price variations only to the extent it is unable to 
precisely match volumes purchased and sold; and 

• Commodity-sensitive: In exchange for processing services, Southcross may 
accept a percentage of proceeds from the ultimate sale of the hydrocarbons or 
a percentage volume of the natural gas or NGLs. 

Southcross’s customer contracts are 88 percent fixed in nature—i.e., the payment that Southcross 

receives in return for services rendered does not fluctuate with commodity prices.  Additionally, 

56 percent of Southcross’s customer contracts contain minimum volume commitments, which is 

essentially a “use or pay” arrangement under which the customers must pay for a certain 

minimum throughput volume, irrespective of whether that volume actually flows through 

Southcross’s facilities.  Southcross’s minimum volume commitment contracts are generally with 

the MLP Entities and not the Debtors.  Southcross’s other customer contracts generally contain 

acreage dedications, which offer less protection in a low-drilling environment than minimum 

volume commitments.   

C. Southcross’s Corporate History. 

17. In 2009, Charlesbank Capital Partners LLC (“Charlesbank”) formed Southcross 

Energy, LLC (“Southcross LLC,” and together with its direct and indirect subsidiaries, “Legacy 

Southcross”), for the purpose of acquiring and operating midstream oil and gas assets.  Between 

2009 and 2012, Legacy Southcross expanded and developed its core assets and secured anchor 

contracts with upstream E&P companies in the Eagle Ford.  In late 2012, Legacy Southcross 

formed the MLP and completed its initial public offering.  In February 2014, the MLP completed 

an additional public equity offering of 9,200,000 common units.  Notwithstanding both of the 

foregoing public offerings, Southcross LLC retained a controlling interest in the MLP and a 100 

percent ownership interest in the MLP GP. 

Case 16-20111   Document 8   Filed in TXSB on 03/28/16   Page 8 of 37



 

9 
 

18. On August 4, 2014, Southcross LLC and TexStar Midstream Services, LP 

(“Texstar,” and together with its pre-Merger direct and indirect subsidiaries, “Legacy TexStar”) 

entered into an agreement whereby the Legacy Southcross and Legacy TexStar businesses 

combined (the “Merger”).  As a result of the Merger, Southcross adopted its current holding 

company structure. Legacy Southcross and Legacy TexStar formed Holdings and BBTS 

Borrower, LP (“BBTS  Borrower”) contributed 100 percent of the equity interests in TexStar to 

Debtor Southcross Holdings Borrower LP (“Holdings Borrower”).  In addition, Southcross LLC 

contributed its controlling interest (i.e., its common and subordinated units) in the MLP and 100 

percent ownership interest in the MLP GP to Holdings Borrower.  BBTS Borrower is controlled 

by funds and entities associated with EIG Global Energy Partners, LLC (“EIG”) and Tailwater 

Capital LLC (“Tailwater”).   

19. Contemporaneously with the Merger, the Debtors dropped down the “TexStar 

Rich Gas System” assets, which include a natural gas processing facility located in Bee County, 

Texas and joint venture interest ownership in over 230 miles of NGL-rich natural gas gathering 

and residue pipelines spanning across Southcross’s core operating region in the Eagle Ford.  

Additionally, in May 2015, the Debtors completed another drop-down transaction whereby the 

MLP Entities acquired the “Valley Wells” sour gas gathering and treating system, certain 

compression assets connected to the Lancaster Gathering System, and two NGL pipelines.  

20. Generally speaking, the Legacy Southcross operations are conducted by the MLP 

Entities and, with the exception of the TexStar Rich Gas System and Valley Wells Assets, the 

Legacy TexStar operations are conducted by the Debtors.   

21. As a result of the Merger and above-described drop-down transactions, Holdings 

owns: (i) a 60 percent interest in the MLP; (ii) a 100 percent equity interest in the MLP GP 
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(which in turn owns a 2 percent interest in the MLP); and (iii) a 100 percent equity interest in the 

Legacy TexStar entities.  Public holders own the balance of the MLP’s common units.  

Charlesbank, EIG, and Tailwater (collectively, the “Sponsors”) each indirectly own 

approximately one-third of the Holdings Class A units, as well as a one-third interest in Holdings 

GP.  As described below, GE Energy Financial Services (“GEFS”) and Energy Capital Partners 

(“ECP”) collectively own 100 percent of the Holdings Class B units.  A simplified version of 

Southcross’s corporate structure is as follows:  

 

II. The Debtors’ Key Assets and Intercompany Relationships. 

22. As described above, the Debtors’ key assets consist of its ownership interests in 

the MLP and MLP GP, certain natural gas gathering and NGL transportation pipelines, and an 

NGL fractionation facility. 
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A. The MLP Interests. 

23. The Debtors’ most significant assets are their approximately 60 percent ownership 

interest in the MLP and 100 percent ownership interest in the MLP GP (which in turn owns a 2 

percent interest in the MLP).  Under section 7704 of the Internal Revenue Code (the “IRC”), a 

limited partnership qualifies for treatment as a publicly-traded master limited partnership if it 

derives at least 90 percent of its income from “qualifying,” sources, which includes, among 

others, income derived from transporting and processing natural gas.  A master limited 

partnership’s value is driven, in large part, by its ability to pay quarterly dividends to its common 

unitholders. 

24. Pursuant to the MLP’s limited partnership agreement (the “MLP LPA”), the MLP 

is required to distribute all available cash to unitholders within 45 days of the end of each 

quarter.  The MLP LPA further defines a minimum quarterly distribution of 40 cents per unit, or 

a total of $1.60 per unit, per year.  Until its announcement in January 2016 to suspend quarterly 

distributions, the MLP paid cash distributions of at least 40 cents per unit to common 

unitholders, including Holdings Borrower, each quarter since its initial public offering.    

25. The MLP’s assets are located in South Texas, Mississippi, and Alabama and 

include four natural gas processing plants, two fractionation facilities, and approximately 3,100 

miles of pipeline.  The majority of the MLP Entities’ assets and operations are located in, or 

within close proximity to, the Eagle Ford.  As depicted below, the MLP Entities’ Eagle Ford 

facilities are located along the Gulf Coast between Houston and Laredo.   Because of its strategic 

position across the Eagle Ford, the MLP Entities have direct access to the Corpus Christi ship 

channel and Agua Dulce market areas.  The MLP Entities’ South Texas assets form an integrated 

system of approximately 2,000 miles of pipeline, which interconnect with all of the major 

intrastate and interstate pipelines along the Gulf Coast.  In addition, the MLP Entities operate the 
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Lone Star, Woodsboro, Gregory3, and Conroe processing plants in the Eagle Ford, which, in the 

aggregate, provide 685 million cubic feet per day (“MMcf/d”) of processing capacity.  The Eagle 

Ford is also the home of the Bonnie View and Gregory fractionation plants, which provide an 

aggregate fractionation capacity of 27,300 barrels per day.  The MLP Entities’ customers in 

South Texas are primarily upstream E&P companies.  

The MLP Entities’ Eagle Ford Assets (Shown in Red) 

 

26. The MLP Entities also own pipelines in Mississippi and Alabama.  The 

Mississippi pipeline system is the largest intrastate pipeline system in the state. The system 

includes approximately 600 miles of transmission and gathering pipelines with an estimated 

capacity of 345 MMcf/d and two compressor stations located near Piney Woods and Baxterville.  

This system serves several high-demand markets in Mississippi, including lumber and paper 

mills, power plants, city gates, and off-system customers whose gas is delivered through 

                                                 
3  The MLP Entities’ Gregory processing facility is currently not operating. 
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interstate pipeline systems.  The MLP Entities’ Alabama pipeline system comprises 

approximately 500 miles of gathering pipeline with an estimated capacity of 375 MMcf/d. The 

MLP Entities’ Mississippi and Alabama pipelines systems are depicted below.  The MLP 

Entities’ primary customers in the region include industrials, a county gas authority, and 

producers who are transporting gas to interstate pipeline interconnects, city gates, and off-system 

customers. 

The MLP Entities’ Mississippi/Alabama Assets 

 

27. In addition to their approximately 60 percent limited partner ownership interest in 

the MLP, the Debtors own 100 percent of the MLP GP.  The MLP GP in turn owns 2 percent of 

the MLP.  In addition to any regular distributions on account of its 2 percent ownership interest, 

the MLP GP is entitled to certain “incentive distribution rights,” as defined in the MLP LPA.  

Put simply, incentive distribution rights provide a mechanism for the MLP GP to gain a greater 

share of MLP distributions as cash distributions paid per unit increases.  This arrangement 

creates an incentive for the MLP GP to increase cash available for distribution by investing in 
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capital expenditures and growing the MLP Entities’ businesses.  Pursuant to the MLP LPA, the 

MLP may receive up to 50 percent of distributions under certain conditions. 

B. Holdings’ Gathering and Fractionation Assets. 

28. The Debtors also own certain natural gas gathering and fractionating assets—

including the “Lancaster Gathering System,” the “Robstown Fractionator,” and certain NGL 

transportation pipelines connected to the Robstown Fractionator.   

The Debtors’ Assets (Shown in Blue) 

 

29. The Lancaster Gathering System is located in Frio and LaSalle Counties, Texas, 

and consists of approximately 500 miles of sweet and sour rich gas gathering lines and a sour gas 

treating facility with capacity of 100 MMcf/d that is expandable to more than 250 MMcf/d. 

Notably, the Lancaster Gathering System is connected to the MLP Entities’ pipeline system and 

its gathered gas is processed at the MLP Entities’ Lone Star Plant, near Pettus, Texas.  The 

Debtors’ NGL system also consists of the Robstown Fractionator, a new fractionation facility 
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near Corpus Christi, Texas, and more than 100 miles of related NGL transportation pipelines.  

The Robstown Fractionator came fully online in October 2015, and has a fractionation capacity 

of 63,000 barrels per day. 

C. Intercompany Arrangements. 

30. In keeping with the integrated nature of the Southcross enterprise, various 

intercompany arrangements connect the Debtors and the MLP Entities and give rise to 

obligations flowing back and forth between the entities.   These arrangements fall into three 

major categories:  shared services arrangements, arrangements related to the purchase and sale of 

y-grade, and certain other arrangements for natural gas services related to Southcross’s 

businesses. 

31. With respect to shared services, the MLP GP, which is not a debtor, employs all 

of Southcross’s employees, which include: 280 individuals on a full-time basis, one individual 

on a part-time basis, and, at a given time depending on need, up to 14 independent contractors 

(collectively, the “Employees”).  The MLP Entities and Debtors reimburse the MLP GP for 

Employee-related expenses through an allocation process on both a direct basis, where 

Employee-related expenses are directly attributable to either the MLP Entities’ or the Debtors’ 

operations, and a percentage basis for certain shared administrative services.  The Debtors remit 

payment either to the MLP GP or directly to the MLP in connection with this shared services 

expense allocation process.  Historically, Holdings has borne the cost of approximately 35 

percent of enterprise-wide shared services expenses.  On average, the Debtors have historically 

owed the MLP Entities approximately $1 million per month in connection with these shared 

services arrangements.  The Debtors estimate that there are no amounts accrued and outstanding 

on account of shared services arrangements as of the Petition Date. 
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32. Additionally, the MLP Entities and the Debtors are party to a number of 

intercompany agreements relating to the purchase and sale of y-grade (the “Y-Grade 

Agreements”), as well as agreements concerning gas gathering, processing, treating, 

compression, and transportation services (the “Services Agreements”).  Under the Y-Grade 

Agreements, the MLP Entities deliver y-grade to the Debtors at the Robstown Fractionator, 

which the Debtors fractionate into its NGL components.  The Debtors then market the NGL 

components downstream and remit payment back to the MLP Entities at a price determined by 

the levels of NGL components extracted; in some instances the MLP Entities purchase 

condensate from the Holding Debtors in connection with this process.  On average, the Debtors 

have historically owed the MLP Entities approximately $3.5 million per month in connection 

with the Y-Grade Agreements.  The Debtors estimate that, as of the Petition Date, approximately 

$34.8 million has accrued and is outstanding on account of the Y-Grade Agreements 

33. Under the Services Agreements, the Debtors generally pay the MLP Entities as 

the service provider, with the exception of one such agreement where the relationship is 

reversed.  On average, the Debtors have historically owed the MLP Entities approximately $3.5 

million per month in connection with the Services Agreements.  The Debtors estimate that as of 

the Petition Date, approximately $14.4 million has accrued and is outstanding on account of the 

Services Agreements. 

34. In the normal course of business, the Debtors and the MLP Entities settle 

intercompany balances arising under the foregoing arrangements at the end of each month. Due 

to current distressed operating conditions, though, and in addition to the funded debt obligations 

described below, the Debtors owe approximately $49.2 million to the MLP on account of certain 

intercompany obligations as of the Petition Date. 
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III. Prepetition Capital Structure.  

35. As of the Petition Date, the Debtors were liable for approximately $826 million in 

funded debt and preferred equity obligations, summarized as follows:  

The Debtors’ Capital Structure 
Revolver: 
Max. Availability: $50 million 
Amt. Outstanding: $50 million 

Term Loan: 
Borrowed Amount: $575 million 
Amt. Outstanding: $566 million 

Total Debt Obligations: $616 million 

Preferred Equity: $210 million   
(plus accrued distributions) 

A. The Debtors’ Prepetition Credit Facility. 

36. Certain of the Debtors are party to that certain Credit Agreement, dated as of 

August 4, 2014 (as amended from time to time and with all supplements and exhibits thereto, the 

“Holdings Credit Facility”), by and between Holdings Borrower, the Debtor guarantors4, UBS 

AG, Stamford Branch, as administrative agent, and the lenders party thereto.  As amended, the 

Holdings Credit Facility provides the Debtors with:  (a) a senior secured asset-based revolving 

credit facility (the “Holdings Revolver”), with a maximum borrowing availability in the amount 

of $50 million; and (b) a senior secured term loan facility (the “Holdings Term Loan”) in an 

aggregate principal amount of $575 million.  As of the Petition Date, approximately $50 million 

remains outstanding under the Holdings Revolver, which amount includes $2.15 million in 

                                                 
4  The entities liable for the Debtors’ funded debt obligations are: Frio LaSalle GP, LLC; Frio LaSalle Pipeline, 

LP; Southcross Holdings Borrower GP LLC; Southcross Holdings Borrower LP; Southcross Holdings 
Guarantor LP; TexStar Midstream GP, LLC; TexStar Midstream Services, LP; TexStar Midstream T/U GP, 
LLC; and TexStar Midstream Utility, LP. 
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outstanding letters of credit, and $566 million remains outstanding under the Holdings Term 

Loan, for a total of $616 million outstanding under the Holdings Credit Facility. 

37. Obligations arising under the Holdings Credit Facility are secured by liens on 

substantially all of Holdings Borrower’s assets and those of the Debtor guarantors.  Neither the 

MLP nor any of MLP Entities are in any way liable for obligations arising under Holdings Credit 

Facility.    

B. Holdings’ Class B Units. 

38. On November 4, 2014, Holdings entered into a unit purchase agreement with two 

private investors, GEFS and ECP (collectively, the “Class B Unitholders”), under which 

Holdings issued approximately 160,000 Mandatorily Redeemable Class B Units (the “Class B 

Units”) in exchange for $160 million and a commitment from the Class B Unitholders to 

purchase 50,000 more Class B Units for $50 million within 18 months.  On March 19, 2015, 

Holdings issued the remaining 50,000 Class B Units to the Class B Unitholders in return for $50 

million.  The Class B Units are mandatorily redeemable on December 31, 2024 (at the face value 

of $210 million plus accrued but unpaid distributions) or callable by Holdings after three years 

(at face value plus accrued but unpaid distributions).  The Class B Units have no voting rights 

but have quarterly distribution rights (paid in cash, in kind, or in a combination thereof in the 

sole discretion of Holdings GP) and are senior in priority to Holdings’ Class A (i.e. common) 

units for purposes of liquidation and distribution.   

IV. Relief Sought in the Debtors’ First Day Motions. 

39. In January 2016, the Debtors retained A&M to assist in the process of preparing 

for a potential chapter 11 filing.  Since A&M’s retention, I have overseen the team of A&M 

professionals that has been helping the Debtors finalize the terms of the RSA, the Plan, and the 
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Proposed DIP Financing, compile the diligence necessary to draft the First Day Motions, and 

otherwise prepare for these chapter 11 cases. 

40. Contemporaneously herewith, the Debtors have filed a number of First Day 

Motions5 in these chapter 11 cases seeking orders granting various forms of relief intended to 

stabilize the Debtors’ business operations, facilitate the efficient administration of these 

chapter 11 cases, and expedite a swift and smooth restructuring of the Debtors’ balance sheet.  I 

believe that the relief requested in the First Day Motions is necessary to allow the Debtors to 

operate with minimal disruption during the pendency of these chapter 11 cases.  A description of 

the relief requested in and the facts supporting each of the First Day Motions is set forth below.  

A. Emergency Motion of Southcross Holdings LP, et al., for Entry of an Order 
Directing Joint Administration of Chapter 11 Cases (the “Joint 
Administration Motion”). 

41. Pursuant to the Joint Administration Motion, the Debtors request entry of an 

order:  (a) directing procedural consolidation and joint administration of these chapter 11 cases 

and (b) granting related relief, including the ability to add later filed cases to these chapter 11 

cases.  Given the integrated nature of the Debtors’ operations, joint administration of these 

chapter 11 cases will provide significant administrative convenience without harming the 

substantive rights of any party in interest.   

42. Many of the motions, hearings, and orders in these chapter 11 cases will affect 

each and every Debtor entity.  For example, virtually all of the relief sought by the Debtors in the 

First Day Motions is sought on behalf of all of the Debtors.  The entry of an order directing joint 

administration of these chapter 11 cases will reduce fees and costs by avoiding duplicative filings 

and objections.  Joint administration of these chapter 11 cases, for procedural purposes only, 

                                                 
5  Capitalized terms used but not otherwise defined herein shall have the meanings ascribed to them in the 

respective First Day Motions. 
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under a single docket, will also ease the administrative burdens on the Court by allowing the 

Debtors’ cases to be administered as a single joint proceeding instead of twelve independent 

chapter 11 cases.  Accordingly, on behalf of the Debtors, I respectfully submit that the Joint 

Administration Motion should be approved. 

B. Emergency Motion of Southcross Holdings LP, et al., for Entry of an Order 
(I) Scheduling a Combined Disclosure Statement Approval and Plan 
Confirmation Hearing, (II) Establishing a Plan and Disclosure Statement 
Objection Deadline and Related Procedures, (III) Approving the Solicitation 
Procedures, (IV) Approving the Confirmation Hearing Notice, (V) Directing 
that a Meeting of Creditors not be Convened, and (VI) Shortening the Notice 
Requirements Related Thereto (the “Scheduling Motion”). 

43. Pursuant to the Scheduling Motion, the Debtors request entry of an order: 

(a) scheduling a combined hearing on the adequacy of the Disclosure Statement and 

confirmation of the Plan; (b) establishing a the Objection Deadline and approving related 

procedures; (c) establishing the Reply Deadline; (d) approving the Solicitation Procedures; 

(e) approving the form and manner of Notice of the Confirmation Hearing; (f) directing that the 

U.S. Trustee not convene the Creditors’ Meeting if the Plan is confirmed within 75 days of the 

Petition Date; (g) shortening the notice period for the Confirmation Hearing and the Objection 

Deadline; and (h) allowing the notice period for the Disclosure Statement and Confirmation 

Hearing to run simultaneously. 

44. In connection with the foregoing, the Debtors request that the Court approve the 

following Confirmation Schedule: 

Event Date6 

Voting Record Date March 8, 2016 

Start of Solicitation March 21, 2016 

Petition Date March 28, 2016 

Voting Deadline March 28, 2016 
                                                 
6  Certain of the proposed dates are subject to the Court’s availability. 
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Event Date6 

Objection Deadline April 8, 2016 

Reply Deadline April 10, 2016 

Confirmation Hearing April 11, 2016 

45. The Debtors commenced solicitation of holders of claims and interests regarding 

the Plan prior to the Petition Date in accordance with the following Solicitation Procedures and 

the Bankruptcy Code.  On March 21, 2016, the Debtors caused the Solicitation Agent, to 

distribute the Solicitation Package to holders of claims and interests entitled to vote to accept or 

reject the Plan as of the Voting Record Date.  Holders of claims or interests that received the 

Solicitation Package were directed in the Disclosure Statement and ballots to follow the 

instructions contained in the ballots to complete and submit their respective ballots to cast a vote 

to accept or reject the Plan.  The Disclosure Statement and applicable ballot expressly provide 

that such holder needs to submit its ballot so that it is actually received by the Solicitation Agent 

on or before the Voting Deadline to be counted.  Certain holders of claims and interests were not 

provided a Solicitation Package because such holders are:  (a) unimpaired under, and 

conclusively presumed to accept, the Plan; or (b) impaired, entitled to receive no distribution on 

account of such claims or interests under the Plan. 

46. As described in the Feintuch Declaration, the success of the Debtors’ restructuring 

efforts hinges in large part on preserving the value of the MLP Entities as a going concern, which 

in turn hinges on the MLP’s ability to deliver an unqualified audit report by no later than April 

15, 2016.  Unless the Debtors have emerged from bankruptcy before that date, the MLP Entities 

will be unable to comply with their obligations under the MLP Credit Facilities.  If that occurs, 

the MLP Entities could be forced into bankruptcy themselves, destroying value for stakeholders 

enterprise wide.  The Debtors believe that no parties are prejudiced by the relief requested in the 
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Scheduling Motion given the consensual nature of the chapter 11 cases.  Accordingly, on behalf 

of the Debtors, I respectfully submit that confirming the Plan on the expedited schedule set forth 

in the Scheduling Motion (including the shortening of notice related thereto) as well as the other 

relief requested therein is in the best interests of the Debtors, their estates, and all stakeholders 

and should be approved. 

C. Emergency Motion of Southcross Holdings LP, et al., for Entry of Interim 
and Final Orders (I) Authorizing the Debtors to Obtain Postpetition Secured 
Financing, (II) Granting Liens and Providing Superpriority Administrative 
Expense Claims, (III) Authorizing the Use of Cash Collateral, (IV) Granting 
Adequate Protection, (V) Modifying the Automatic Stay, (VI) Scheduling a 
Final Hearing, and (VII) Granting Related Relief (the “DIP Motion”). 

47. Pursuant to the DIP Motion, the Debtors seek entry of interim and final orders 

approving the Proposed DIP Financing.  The Debtors are in need of an immediate capital 

infusion.  As of the Petition Date, the Debtors’ total cash balance was approximately $750,000 

and they do not have readily available sources of additional financing.  Without additional 

financing, the Debtors lack sufficient funds to operate their businesses and continue paying their 

debts as they come due.  Importantly, as discussed above, the Debtors’ obligations under the 

Contribution Agreement will come due potentially as early as March 30, 2016.  Given that the 

Debtors’ interests in the MLP and MLP GP are their most valuable assets, it is imperative that 

the Debtors act expeditiously to bring their intercompany obligations to the MLP Entities 

current—including making the required payments under the Contribution Agreement—to avoid 

jeopardizing the MLP Entities’ value as a going concern. 

48. In light of the Debtors’ constrained liquidity position, A&M and Houlihan Lokey 

commenced an evaluation of the Debtors’ financing needs and funding alternatives for an 

in-court restructuring.  A&M and Houlihan Lokey worked closely with the Debtors, their 

management team, and their advisors to determine the Debtors’ cash requirements.  While the 
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current market conditions are challenging, to say the least, the Debtors have a fundamentally 

strong asset base and experienced management team.  Thus, I believe that time and an 

appropriate amount of additional funding will permit the Debtors to complete a restructuring 

transaction that will enable them to successfully reorganize. 

49. As part of A&M’s evaluation of the Debtors’ liquidity position and financing 

needs, A&M worked with the Debtors’ management team and treasury personnel to develop and 

analyze the Debtors’ cash flow forecasts, which take into account anticipated cash receipts and 

disbursements during the projected period, and considered a number of factors, including the 

effect of the chapter 11 filing on the Debtors’ operations, fees and interest expenses associated 

with the Proposed DIP Financing, professional fees, and required ordinary course operational 

expenses.  Based upon these forecasts and discussions with the Debtors’ management team and 

other advisors, I do not believe it would be possible to administer the Debtors’ chapter 11 estates 

on a “cash collateral” basis. 

50. Without access to the Proposed DIP Financing, the Debtors have virtually no cash 

on hand—the Debtors will exhaust their existing cash reserves in a matter of days, and based on 

the Debtors’ liquidity forecast, I do not believe the Debtors are able to generate sufficient levels 

of operating cash flow in the ordinary course of business to cover their working capital needs and 

the projected costs of these chapter 11 cases.  As a result, A&M and the Debtors determined that 

obtaining sufficient financing at the start of these chapter 11 cases is crucial to the Debtors’ 

continued viability. 

51. Approval of the Proposed DIP Financing is in the best interests of the Debtors and 

their stakeholders and provides the Debtors with sufficient liquidity to administer these chapter 

11 cases and emerge with a significantly deleveraged balance sheet.  Given the depressed market 
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backdrop and the Debtors’ severe liquidity shortfall, they require a significant increase in 

available cash to fund, among other things, ordinary course trade payables, working capital, and 

intercompany obligations to the MLP Entities, including the required cure payments to the MLP 

under the Contribution Agreement. 

52. The Proposed DIP Financing provides the Debtors with approximately 

$85 million in new money.  A&M worked closely with the Debtors’ management team and other 

advisors to determine the appropriate amount of debtor-in-possession financing that would be 

necessary to satisfy the foregoing obligations.  After reviewing the Debtors’ projected operating 

cash flows and working capital requirements, A&M and the Debtors’ management team 

concluded that the Proposed DIP Financing would provide enough liquidity to facilitate the 

administration of these chapter 11 cases and position the Debtors with sufficient capital to 

operate their businesses upon emergence.  Thus, I believe that the amount of the Proposed DIP 

Financing is appropriate and justified in light of the Debtors’ businesses and their liquidity 

needs, and will inure to the benefit of the Debtors’ estates, their stakeholders, and stakeholders 

on an enterprise-wide basis.  Accordingly, on behalf of the Debtors, I respectfully submit that the 

DIP Motion should be approved.  Further support for the relief requested in the DIP Motion is set 

forth in the Feintuch Declaration. 

D. Emergency Motion of Southcross Holdings LP, et al., for Entry of an Order 
(I) Authorizing the Debtors to (A) Continue to Operate their Cash 
Management System, (B) Honor Certain Prepetition Obligations Related 
Thereto, (C) Maintain Existing Business Forms, and (D) Continue to 
Perform Intercompany Transactions and Pay Certain Prepetition 
Obligations Related Thereto, and (II) Granting Administrative Expense 
Priority to Postpetition Intercompany Claims (the “Cash Management 
Motion”). 

53. Pursuant to the Cash Management Motion, the Debtors seek entry of an order:  (a) 

authorizing the Debtors to (i) continue to operate their cash management system; (ii) pay certain 
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prepetition amounts related thereto; (iii) maintain existing bank accounts and business forms in 

the ordinary course of business; and (iv) continue to perform intercompany transactions 

consistent with historical practice; and (b) granting administrative expense priority to 

postpetition intercompany balances. 

54. In the ordinary course of business, the Debtors maintain the Cash Management 

System.  The Cash Management System is comprised of a total of 7 Bank Accounts.  All of the 

Debtors’ Bank Accounts reside at Wells Fargo.  As of the Petition Date, the Debtors have 

approximately $750,000 in cash on hand available.  The Debtors pay Wells Fargo approximately 

$4,500 per month on account of the Bank Fees.  The Bank Fees are generally due and paid on the 

11th of each month.  The Debtors estimate that approximately $4,000 in Bank Fees is accrued 

and outstanding as of the Petition Date. 

55. The Cash Management System is comparable to the centralized cash management 

systems used by similarly situated companies to manage the cash of operating units in a 

cost-effective, efficient manner.  The Debtors use the Cash Management System in the ordinary 

course of their businesses to collect, transfer, and disburse funds generated from their operations 

and to facilitate cash monitoring, forecasting, and reporting.  The Bank Accounts may carry a 

balance at any given time.  The Company’s treasury department maintains daily oversight over 

the Cash Management System and implements cash management controls for entering, 

processing, and releasing funds, including in connection with Intercompany Transactions (as 

defined below).  Additionally, the Company’s accounting department regularly reconciles the 

Debtors’ books and records to ensure that all transfers are accounted for properly.  The Debtors’ 

Vice President of Treasury and Investor Relations also maintains a 13-week cash flow forecast 

Case 16-20111   Document 8   Filed in TXSB on 03/28/16   Page 25 of 37



 

26 
 

for the Debtors on a weekly basis.  The Debtors’ Bank Accounts are described in the following 

table: 

Account(s) Account(s) Description 

Concentration 

Concentration Account 
(5807) 
 

• Receives funds from the Depository Account 
 

• Centralized main operating account that funds business operations and 
expenditures, including the Purchase Card Program 

Depository 

Depository Account 
(2506) 

• Receives the majority of commodity producer payments  

• Transfers funds to the Concentration Account and the Capital Expenditure 
Account ending in 5815 

Capital Expenditures  

Capital Expenditure Accounts 
(9615, 5815) 

• Segregates funds for general capital expenditures on behalf of the Debtors 
(one of which, 9615, is used to segregate funds for capital expenditures 
subject to utility regulations) 

• Receives funds from the Concentration Account 

Residual/Inactive 

Inactive Operating Account 
(8595) 

 
Residual Health Claims Account 

(2985) 

Residual Bank Fee Account 
(6767) 

The Inactive Operating Account:  
• Currently inactive, was an operating account for Holdings Borrower, LP 

 
Residual Health Claims Account: 
• Currently in wind-down, used to fund claims under predecessors’ 

healthcare plan 
• Receives funds from the Concentration Account 

 
Residual Bank Fee Account: 
• Used to pay bank fees and historically used to fund capital transfers to and 

from the Sponsors. 

56. As part of the Cash Management System, the Debtors utilize numerous preprinted 

business forms in the ordinary course of their business. The Debtors also maintain books and 

records to document, among other things, their profits and expenses 

57. Further, as described above, the MLP GP employs all of the MLP Employees. As 

part of the Cash Management System, Debtor Southcross Holdings Borrower LP and Wells 

Fargo entered into the Purchase Card Program, pursuant to which Wells Fargo issued 31 

Purchase Cards to MLP Employees.  The MLP Employees use the Purchase Cards for approved, 

legitimate business expenses and supplies incurred on behalf of the Debtors in the ordinary 
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course of business.  The Debtors directly pay the invoices of the Purchase Cards, which have an 

aggregate credit limit of $150,000, through the Concentration Account.  As security for all 

indebtedness owed by the Debtors to Wells Fargo in connection with the Purchase Card 

Program, the Debtors caused UBS to issue Wells Fargo the UBS Letter of Credit.  The UBS 

Letter of Credit provides security for the Purchase Card Program in the amount of $250,000 and 

has an existing maturity date of April 5, 2016.  

58. On average, the Debtors have historically owed Wells Fargo approximately 

$36,000 a month on account of the Purchase Cards.  As of the Petition Date, the Debtors submit 

that there are no amounts accrued or outstanding on account of the Purchase Cards. 

59. Finally, the Debtors also maintain relationships with each other in the ordinary 

course of business that result in the Intercompany Claims.  The Intercompany Transactions are 

frequently conducted pursuant to the Debtors’ informal arrangements relating to the gathering, 

transportation, processing, and purchase of natural gas as well as the development of capital 

projects, among others.  The Intercompany Transactions are made through direct deposit or ACH 

transfer to (a) reimburse certain Debtors for various expenditures associated with their 

businesses, (b) fund the Bank Accounts for general capital expenditures, or (c) transfer funds to 

the Concentration Account, which as discussed above, serves as the Debtors’ main operating 

account.  The Concentration Account receives funds from the Depository Account which collects 

the majority of the commodity producer payments.  The Concentration Account in turn funds 

capital expenditures, payroll, and bank fees, among others.   

60. In connection with the daily operation of the Cash Management System, as funds 

are disbursed throughout the Cash Management System and as business is transacted between 

the Debtors, at any given time there may be an Intercompany Claim owed by one Debtor to 
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another Debtor.  The Intercompany Claims are generally settled in cash or reflected as journal 

entry receivables and payables.  Further, the Debtors track all fund transfers in their respective 

accounting systems and can ascertain, trace, and account for all Intercompany Transactions.  

This is in accordance with the Company’s general practice to maintain schedules that record all 

cash activity in the Bank Accounts and reconcile such amounts with the Company’s books and 

monthly cash balance.  If the Intercompany Transactions were to be discontinued, the Cash 

Management System and the Debtors’ operations would be disrupted unnecessarily to the 

detriment of the Debtors, their creditors, and other stakeholders. 

61. I believe that the relief requested in the Cash Management Motion is essential to 

the Debtors’ business and denial of such relief would severely disrupt, if not cripple, the 

Debtors’ business.  I believe that the relief requested in the Cash Management Motion is in the 

best interests of the Debtors’ estates, their creditors, and all other parties in interest, and will 

enable the Debtors to continue to operate their business in chapter 11.  Accordingly, on behalf of 

the Debtors, I respectfully submit that the Cash Management Motion should be approved. 

E. Emergency Motion of Southcross Holdings LP, et al., for Entry of Interim 
and Final Orders Authorizing the Debtors to (I) Continue Their MLP 
Intercompany Transactions and Pay Prepetition Amounts Related Thereto 
and (II) Assume the Contribution Agreement and Pay Amounts Related 
Thereto (the “MLP Motion”). 

62. Pursuant to the MLP Motion, the Debtors seek entry of interim and final orders 

authorizing the Debtors to:  (a) continue the MLP Intercompany Transactions in the ordinary 

course of business consistent with historical practice; (b) pay prepetition obligations related 

thereto, in an amount up to $10 million on an interim basis and all amounts upon entry of the 

Final Order; (c) pay $11.9 million pursuant to the Contribution Agreement immediately and in 

no event later than March 30, 2016; and (d) upon entry of the Final Order, assume the 

Contribution Agreement and otherwise perform all obligations thereunder. 
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63. In the ordinary course of businesses, the Debtors are party to the MLP 

Intercompany Transactions.  Due to the structure of the MLP Intercompany Transactions, the 

Debtors regularly maintain an intercompany balance with the MLP Entities, which, before the 

third quarter of 2015, typically ranged anywhere between $5 million and $10 million on a 

monthly basis.  Beginning in the third quarter of 2015, the Debtors began extending the time for 

payment of certain payables owed to the MLP Entities, which resulted in an overall increasing 

intercompany balance owed to the MLP Entities.  The Debtors paid $3.2 million and $8.5 million 

to the MLP Entities in January and February 2016, respectively.  The Debtors estimate that, as of 

the Petition Date, approximately $49.2 million has accrued and is outstanding on account of the 

MLP Intercompany Transactions, of which $41.2 million will become due and owing within the 

first 21 days of these chapter 11 cases.   

64. As described above, the MLP Intercompany Transactions generally fall into three 

categories: (a) shared services arrangements; (b) purchase and sale of y-grade mix; and (c) gas 

gathering, processing, treating, compression, and transportation services.  If the MLP 

Intercompany Transactions were to be discontinued, the Debtors’ operations would be disrupted 

unnecessarily causing immediate and irreparable harm to the Debtors, their creditors, and other 

stakeholders.  The MLP Intercompany Transactions represent a significant majority of the 

Debtors’ business operations, most of which would be costly or impossible to replace.  Not only 

would the Debtors’ business operations suffer, but the Debtors would cease to have access to the 

MLP Entities’ employees or general administrative services. 

65. Additionally, as described above, Holdings is party to the Contribution 

agreement.  In order to preserve the value of the MLP Entities as a going concern—and 
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maximize the value of the entire Southcross enterprise—Holdings must assume and perform 

under the Contribution Agreement. 

66. I believe that the relief requested in the MLP Motion is essential to the Debtors’ 

business and denial of such relief would severely disrupt, if not cripple, the Debtors’ (as well as 

the MLP Entities’) business.  I believe that the relief requested in the MLP Motion is in the best 

interests of the Debtors’ estates, their creditors, and all other parties in interest, and will enable 

the Debtors to continue to operate their business in chapter 11.  Accordingly, on behalf of the 

Debtors, I respectfully submit that the MLP Motion should be approved 

F. Emergency Motion of Southcross Holdings LP, et al., for Entry of Interim 
and Final Orders Authorizing the Debtors to Pay Certain Prepetition Claims 
in the Ordinary Course of Business (the “Vendors Motion”). 

67. Pursuant to the Vendors Motion, the Debtors seek entry of interim and final 

orders authorizing, but not directing, the Debtors to pay the Accounts Payable Claims of certain 

Creditors in the ordinary course of business, in an amount up to $13 million on an interim basis 

and all amounts upon entry of the Final Order.  Additionally, the Debtors seek that the Orders:  

(a) provide that if a Creditor is subject to Customary Terms, the Debtors are authorized, but not 

directed, to condition payment of Accounts Payable Claims on a Creditor’s maintenance or 

application, as applicable, of contractual terms during the pendency of these chapter 11 cases that 

are at least as favorable to the Debtors as those Customary Terms; and (b) require that if a 

Creditor, after receiving a payment under the Orders, ceases to provide Customary Terms, then 

the Debtors may, in their sole discretion, deem such payment to apply instead to any postpetition 

amount that may be owing to such Creditor or treat such payment as an avoidable postpetition 

transfer of property. 

68. The Creditors provide the Debtors with goods and services in the ordinary course 

of business, including, among other things, raw natural gas and other hydrocarbons necessary to 

Case 16-20111   Document 8   Filed in TXSB on 03/28/16   Page 30 of 37



 

31 
 

the Debtors’ midstream operations as well as information technology services, financial services, 

leases of property and equipment, utility services, maintenance and repair services, legal 

services, human resources services, and other basic business necessities for the operation of the 

Debtors’ businesses.  Correspondingly, the Debtors incur numerous fixed, liquidated, and 

undisputed payment obligations to the Creditors in the ordinary course of business that 

aggregated to approximately $18.9 million per month on average for the calendar year 2015. 

69. The following table contains descriptions of the Accounts Payable Claims, and 

the Debtors’ estimate of the gross amounts of the Accounts Payable Claims accrued as of the 

Petition Date, and, of those amounts, the gross amounts that are due in the ordinary course of 

business within 21 days of the Petition Date. 

Category 
Description 

Approximate 
Amount Accrued 
as of Petition Date 

Approximate 
Amount Due 
Within 21 Days 

Oil and Gas 
Production 

Raw natural gas and other 
hydrocarbons extracted from the 
ground by upstream producers 

$13,600,000 $7,300,000 

Logistics Information technology and safety 
personnel necessary to operate the 
Debtors’ midstream facilities 

$400,000 $205,000 

Operations / Real 
Property 

Operations, capital improvements, 
facilities maintenance 

$10,200,000 $5,100,000 

Utilities Electricity, gas, water and sewer, waste 
disposal 

$420,000 $210,000 

Legal, 
Operations, 
Financial, and 
Human Resources 

Legal firms and services, general 
operations and human resources 
services, labor relations and recruiting 
services, accounting, audit, tax, and 
other financial services 

$270,000 $155,000 

Total  $24,890,000 $12,970,000 

70. The amounts set forth in the “Oil and Gas Production” category above reflect 

netting of approximately $7,400,000 from the accrued Accounts Payable Claims as of the 
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Petition Date (including approximately $3,900,000 due within the first 21 days of the Petition 

Date).  Certain of the Creditors in this category are also customers of the Debtors—i.e., some of 

the upstream producers both sell the Debtors raw natural gas (thus giving rise to an Accounts 

Payable Claim) and contract for midstream services.  Pursuant to these agreements, the Debtors 

have arrangements with these Creditors whereby the Debtors net any amounts earned on account 

of rendering midstream services against amounts owed on account of purchasing raw natural gas 

and other hydrocarbons.  Therefore, while the gross amount of accrued Accounts Payable Claims 

as of the Petition Date is approximately $32,290,000, the Debtors seek authority to pay only the 

net amount of the accrued Accounts Payable Claims, in an amount up to $13 million on an 

interim basis and all other amounts upon entry of a Final Order. 

71. I believe that the relief requested in the Vendor Motion is in the best interests of 

the Debtors’ estates, their creditors, and all other parties in interest, and will enable the Debtors 

to continue to operate their business in chapter 11.  Accordingly, on behalf of the Debtors, I 

respectfully submit that the Vendor Motion should be approved. 

G. Emergency Motion of Southcross Holdings LP, et al., for Entry of Interim 
and Final Orders (I) Approving the Debtors’ Proposed Adequate Assurance 
of Payment for Future Utility Services, (II) Prohibiting Utility Companies 
from Altering, Refusing, or Discontinuing Services, and (III) Approving the 
Debtors’ Proposed Procedures for Resolving Additional Assurance Requests 
(the “Utilities Motion”). 

72. Pursuant to the Utilities Motion, the Debtors seek entry of interim and final 

orders:  (a) approving the Debtors’ Proposed Adequate Assurance of payment for future utility 

services; (b) prohibiting Utility Companies from altering, refusing, or discontinuing services; and 

(c) approving the Debtors’ proposed procedures for resolving Additional Assurance Requests. 

73. In connection with the operation of their businesses and management of their 

properties, the Debtors obtain electricity, natural gas, propane, telecommunications, water, waste 
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management (including sewer and trash), internet, cable, and other similar services from a 

number of utility companies or brokers.  On average, the Debtors pay approximately $ 70,684.00 

each month for third party Utility Services, calculated as a historical average from the twelve-

month period ended December 31, 2015.  Accordingly, the Debtors estimate that their cost for 

Utility Services during the next 30 days (not including any deposits to be paid) will be 

approximately $70,684.00.  To provide additional assurance of payment, the Debtors propose to 

deposit into a segregated account the $35,342 Adequate Assurance Deposit, which represents an 

amount equal to approximately one half of the Debtors’ average monthly cost of Utility Services 

(calculated based on the Debtor’s average utility expenses over the twelve months ended 

December 31, 2015), for the benefit of the Utility Companies and for the duration of these 

chapter 11 cases and which may be applied to any postpetition defaults in payment to the Utility 

Companies. 

74. Preserving Utility Services on an uninterrupted basis is essential to the Debtors’ 

ongoing operations and, therefore, to the success of their reorganization.  Indeed, any 

interruption in Utility Services, even for a brief period of time, would disrupt the Debtors’ ability 

to continue operations and explore and produce oil and gas.  I believe this disruption would 

adversely impact customer relationships and result in a decline in the Debtors’ revenues and 

profits.  Such a result could seriously jeopardize the Debtors’ reorganization efforts and, 

ultimately, value and creditor recoveries.  It is critical, therefore, that Utility Services continue 

uninterrupted during these chapter 11 cases.   

H. Emergency Motion of Southcross Holdings LP, et al., for Entry of an Order 
Authorizing the Payment of Certain Prepetition Taxes and Fees (the “Taxes 
Motion”). 

75. Pursuant to the Taxes Motion the Debtors seek authority to remit and pay Taxes 

and Fees that accrued before the Petition Date and will become payable during the pendency of 
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these cases in an aggregate amount not to exceed $4,215,000.  In the ordinary course of business, 

the Debtors collect, withhold, and incur Taxes and Fees.  The Debtors estimate that 

approximately $4,215,000 million in Taxes and Fees relating to the prepetition period will 

become due and owing to the Authorities after the Petition Date.  Payment of the Taxes and Fees 

is critical to the Debtors’ continued and uninterrupted operations.  The Debtors’ failure to pay 

prepetition Taxes and Fees may cause the Authorities to take precipitous action, including, but 

not limited to, conducting audits, filing liens, preventing the Debtors from doing business in 

certain jurisdictions, seeking to lift the automatic stay, or pursuing payment of the Taxes and 

Fees from the Debtors’ officers and directors, all of which would greatly disrupt the Debtors’ 

operations and ability to focus on their reorganization efforts. 

76. I believe that the relief requested in the Taxes Motion is in the best interests of the 

Debtors’ estates, their creditors, and all other parties in interest, and will enable the Debtors to 

continue to operate their business in chapter 11 without disruption.  Accordingly, on behalf of 

the Debtors, I respectfully submit that the Taxes Motion should be approved. 

I. Emergency Motion of Southcross Holdings LP, et al., for Entry of an Order 
(I) Authorizing the Debtors to File a Consolidated List of Creditors in Lieu of 
Submitting a Separate Mailing Matrix for Each Debtor and (II) Extending the 
Time, and, Upon Plan Confirmation, Waiving the Requirement, to File 
Schedules and Statements of Financial Affairs (the “Schedules Waiver and 
Creditor Matrix Motion”). 

77. Pursuant to the Schedules Waiver and Creditor Matrix Motion, the Debtors seek 

entry of an order:  (a) authorizing the Debtors to file a consolidated list of creditors in lieu of 

separate mailing matrices for each Debtor; (b) extending the time for the Debtors to file the 

Schedules and Statements for through and including the Deadline, without prejudice to the 

Debtors’ right to request additional extensions should it become necessary; and (c) waiving the 
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requirement that the Debtors file the Schedules and Statements on the date of confirmation of the 

Plan if confirmation occurs on or before the Deadline.   

78. Requiring the Debtors to segregate and convert their computerized records to a 

debtor-specific creditor matrix format would be an unnecessarily burdensome task and result in 

duplicate mailings.  Further, the Debtors have hundreds of potential creditors, and the ordinary 

operation of the Debtors’ businesses requires the Debtors to maintain voluminous books, records, 

and complex accounting systems.  Accordingly, substantial time would be required for the 

Debtors to complete the Schedules and Statements.  Accordingly, I believe that permitting the 

Debtors to maintain a single consolidated list of creditors, in lieu of filing a separate creditor 

matrix for each Debtor, and extending the time, and upon Plan confirmation waiving the 

requirement, to file the Schedules and Statements will maximize the value of the Debtors’ estates 

and is in the interests of all of the Debtors’ stakeholders. 

J. Emergency Application of Southcross Holdings LP, et al., for (I) 
Appointment of Epiq Bankruptcy Solutions, LLC as Noticing and Balloting 
Agent, and (II) Granting Related Relief (the “Noticing and Balloting Agent 
Application”). 

79. Pursuant to the Noticing and Balloting Agent Application, the Debtors seek entry 

of an order appointing Epiq Bankruptcy Solutions, LLC as Noticing and Balloting Agent in the 

Debtors’ chapter 11 cases effective nunc pro tunc to the Petition Date to, among other tasks, 

(a) serve as the noticing agent to mail notices to the estates’ creditors, equity security holders, 

and parties in interest, (b) provide computerized objection, soliciting, and balloting database 

services, and (c) provide expertise, consultation, and assistance in processing and other 

administrative services with respect to the Debtors’ bankruptcy cases, pursuant to the provisions 

of the Engagement Agreement. 
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80. The Debtors’ selection of Epiq to act as the Noticing and Balloting Agent is 

appropriate under the circumstances and in the best interest of the estates.  Moreover, the 

Debtors submit, based on all engagement proposals obtained and reviewed, that Epiq’s rates are 

competitive and reasonable given Epiq’s quality of services and expertise. 

81. The Debtors anticipate that there will be hundreds of persons and entities to be 

noticed in these chapter 11 cases.  In light of the number of parties in interest and the complexity 

of the Debtors’ businesses, the Debtors submit that the appointment of a noticing and balloting 

agent will provide the most effective and efficient means of, and relieve the Debtors and/or the 

Clerk’s office of the administrative burden of, noticing, and soliciting and balloting votes and is 

in the best interests of both the Debtors’ estates and their creditors. Accordingly, on behalf of the 

Debtors, I respectfully submit that the Noticing and Balloting Agent Application should be 

approved. 

 

[Remainder of page intentionally left blank] 
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Pursuant to 28 U.S.C. § 1746, I declare under penalty of perjury that the foregoing 

statements are true and correct to the best of my knowledge, information, and belief. 

Dated:  March 28, 2016 /s/ Jeffery J. Stegenga 
 Jeffery J. Stegenga 
 Alvarez & Marsal North America, LLC 

Managing Director 
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Corporate Structure Chart 
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*All equity ownership is 100% unless otherwise indicated.

The Debtors
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