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Can Second Lien Lenders Be Heard In 
Connection With A 363 Sale? 
The Answer In Boston Generating Is A 
Resounding “Yes.”   
By Ancela R. Nastasi and Keith N. Sambur  
  

Y ears ago, second lien lenders adhered to the truism about children -- they 
were seen but not heard.  As our children have grown more vocal in recent 
years, so too have second lien lenders.  A spate of recent bankruptcy cases 

demonstrate that second lien lenders have been both seen and heard at many 
critical junctures in the chapter 11 timeline -- at the sale of the debtor’s assets under 
section 363 of the Bankruptcy Code,1 in seeking the appointment of an examiner,2 
when voting on a chapter 11 plan,3 and in connection with the confirmation hearing.4   
 
The judiciary’s response to the louder voice of second lien lenders has been varied 
and somewhat unpredictable.  Recent decisions in In re Boston Generating, LLC, No. 
10-14419 (SCC) (Bankr. S.D.N.Y.), however, are of singular mindset -- second lien 
lenders can be seen and heard in the context of a 363 sale so long as the 
intercreditor agreement does not specifically provide otherwise. 
 

THE DEBTORS’ CAPITAL STRUCTURE AND PROPOSED 363 
SALE  
In Boston Generating, the debtors financed their pre-petition operations with two 
tranches of secured debt -- a $1.45 billion facility secured by first priority liens on 
substantially all of the debtors’ assets, and a $350 million facility secured by second 
priority liens on the same assets.5 
 
Contemporaneously with the filing of their chapter 11 petitions, the debtors filed a 
motion seeking approval to sell substantially all of their assets.  The debtors 
fast-tracked the sale, and requested authorization to conduct the auction within 72 
days and to hold the sale hearing promptly thereafter. 
 
The sale proposed by the debtors was to a stalking horse bidder at a price slightly 
less than the amount of the first lien debt.  Pursuant to the proposed sale order, 
proceeds from the sale would be paid directly to the first lien lenders, less amounts 

1 See, e.g., In re Westpoint Stevens, Inc., 333 B.R. 30, 45-54 (S.D.N.Y. 2005), rev’d in part, 600 F.3d 231 (2d Cir. 2010).  
2 See, e.g., In re Erickson Retirement Communities, LLC, 425 B.R. 309 (Bankr. N.D. Tex. 2010). 
3 See, e.g., In re 203 North LaSalle Street Partnership, 246 B.R. 325 (Bankr. N.D. Ill. 2000).  
4 See, e.g., In re TCI 2 Holdings, LLC, No. 09-13654, 2010 WL 1540115 (Bankr. D. N.J. April 12, 2010).  
5 The debtors also financed their operations with unsecured mezzanine debt in the amount of $422 million.  



RK&O 2 

rights or interests available to unsecured 
creditors … arising under any Insolvency or 
Liquidation Proceeding... in each case not 
inconsistent with the terms of this Agreement… 
(emphasis added) 
 

Considering the relevant provisions of the intercreditor 
agreement, Judge Chapman upheld the right of the 
second lien lenders to object to the bidding procedures.  
[Bid Procedures Transcript, p. 55].7  In the absence of 
specific language in an intercreditor agreement 
prohibiting second lien lenders from objecting to the 
sale process, Judge Chapman held that such agreement 
could not be used as a basis to silence the second lien 
lenders.  [Bid Procedures Transcript, pp. 53-54].8  
 
In rendering her opinion, Judge Chapman referenced 
Ion Media Networks, Inc. v. Cyrus Select Opportunities 
Master Fund, Ltd. (In re Ion Media Networks, Inc.), 419 
B.R. 585 (Bankr. S.D.N.Y. 2009).  In Ion Media, the court 
declined to entertain the junior lender’s objection to the 
debtors’ plan based on, among other things, the fact 
that the junior lender had expressly waived that right in 
the intercreditor agreement, and on the fact that the 
junior lender was “woefully out of the money.”  Ion 
Media, 419 B.R. at 590. 
 
Judge Chapman also referenced In re Erickson 
Retirement Communities, LLC, 425 B.R. 309 (Bankr. N.D. 
Tex. 2010), wherein the court considered a motion by 
certain mezzanine lenders to appoint an examiner.  In 
Erickson, the operative subordination agreement barred 
the mezzanine lenders from filing any actions or 
pursuing any remedies to collect on their claims until the 
senior lenders were paid in full.  Relying on these 
provisions, the court held that the mezzanine lenders 
were not parties in interest in the debtor’s chapter 11 
case, and accordingly had no standing to seek the 
appointment of an examiner.  Erickson, 425 B.R. at 314. 
 

withheld to establish certain reserves.6  The proposed 
sale order provided that none of the sale proceeds 
would be used for the fees, expenses or the debt of the 
second lien lenders.  
 

OBJECTIONABLE BID PROCEDURES?  
SECOND LIEN LENDERS HAVE A RIGHT 
TO BE HEARD.   
The first lien lenders supported the proposed sale, 
including the timeframe for conducting the auction.   
The second lien lenders did not.  They filed an objection 
to the bidding procedures, claiming that the proposed 
procedures would not allow for a robust sale process 
and would essentially ensure that they would receive no 
recovery. 
 
In response, the first lien lenders argued that the 
prepetition intercreditor agreement between them and 
the second lien lenders prohibited the second lien 
lenders from objecting to the sale procedures.  In 
support of their argument, the first lien lenders cited this 
provision of their intercreditor agreement: 
 

Until the Discharge of First Lien Obligations has 
occurred, whether or not any Insolvency or 
Liquidation Proceeding has been commenced… 
the First Lien Collateral Agent, at the written 
direction of the Required First Lien Secured 
Parties, shall have the exclusive right to enforce 
rights, exercise remedies and make 
determinations regarding the release, sale, 
disposition or restrictions with respect to the 
Collateral without any consultation with or the 
consent of the Second Lien Collateral Agent or 
any Second Lien Secured Party or any Second 
Lien Secured Debt Representative in respect 
thereof. 

*     *     * 

[The Second Lien Agent may] file any pleadings, 
objections, motions, or agreements which assert 

6 The proposed reserves included amounts for professional fees, the fees of the United States Trustee, chapter 7 trustee fees, amounts required to pay holders of priority and 
administrative claims in full, and 5% of the gross purchase price to be paid to the first lien lenders upon the effective date of a plan of liquidation.  
7 Attached to this article is a copy of the transcript from the bid procedures hearing held on October 4, 2010.  To access this transcript, please click on this link. 
8 Judge Chapman noted that prepetition intercreditor agreements are enforceable in accordance with their terms and applicable contract law.  [Bid Procedures Transcript, p. 
52].    
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disposition” of the collateral; the terms of the 
intercreditor agreement, however, were less than clear.  
[Sale Opinion p. 26].  Judge Chapman held that under 
New York law,  “[i]f a secured lender seeks to waive its 
rights to object to a 363 sale, it must be clear beyond 
peradventure that it has done so.” [Sale Opinion, p. 24].  
The intercreditor agreement did not contain “an 
unequivocal” and “express” waiver or prohibition on the 
second lien lenders’ right to object as either unsecured 
or secured creditors as is set forth in the American Bar 
Association’s model interecreditor agreement.10 
 
Judge Chapman noted, however that her interpretation 
of the intercreditor agreement was “to say the least, a 
very close call.  While not dispositive, additional facts 
that enter into the Court’s analysis include: (1) the fact 
that the issue here is a 363 sale of substantially all of the 
assets…, which if approved will effectively deprive them 
of the opportunity to vote… on a plan of reorganization; 
and (2)…, the [second lien lenders] are on the ’cusp’ of a 
recovery and are not engaging in… obstructionist 
behavior.”  [Sale Opinion, p. 26]. 
 

THE INTERCREDITOR AGREEMENT:  
SPECIFICALLY ADDRESSING BID 
PROCEDURES AND 363 SALES 

The intercreditor agreement in Boston Generating was 
over sixty-five pages in length, and included waivers by 
the second lien lenders of many bankruptcy-related 
rights, including the right to seek relief from the stay, 
and the right to object to any request for adequate 
protection or post-petition interest made by the first lien 
lenders.  Oddly, the intercreditor agreement in Boston 
Generating was silent about the right of the second lien 
lenders to object to bidding procedures or to a 363 sale 
of the debtors’ assets. 
 
In drafting intercreditor agreements, parties should 
consider including provisions which specifically address 

Judge Chapman distinguished Ion Media and Erickson 
for two primary reasons:  first, the intercreditor 
agreement did not specifically prohibit objections to the 
bidding procedures by the second lien lenders, [Bid 
Procedures Transcript, pp. 54-55], and second, the 
second lien lenders were “very close to the money.”  
Based upon the facts before her, Judge Chapman 
determined that the second lien objection was not 
obstructionist in nature.  [Bid Procedures Transcript, p. 
55].  Rather, allowing the second lien lenders the right to 
object to the bidding procedures ensured that the 
debtors properly exercise their fiduciary duties to all 
creditors of the estate.  [Bid Procedures Transcript, p. 55] 
 

OBJECTIONABLE SALE?  SECOND LIEN 
LENDERS HAVE A RIGHT TO BE HEARD. 
In connection with the hearing to approve the sale of 
substantially all of the debtors’ assets to the stalking 
horse bidder, the second lien lenders argued in favor of 
their right to object to the sale.  Not surprisingly, the first 
lien lenders opposed the notion that the second lien 
lenders had a right to be heard.  Both sides relied on 
provisions of the same intercreditor agreement to 
support their contrary positions.  
 
On November 17, 2010, Judge Chapman heard 
approximately two hours of oral argument from counsel 
on the intercreditor issues, and reserved decision.  One 
week later, on November 24, she issued a draft opinion.9   
Judge Chapman concluded that the second lien lenders 
had a right to object to the sale as both secured and 
unsecured creditors -- but as she put it, this was a 
“hollow victory” because she went on to approve the 
sale.  [Sale Opinion, p. 27]. 
 
Judge Chapman believed that “the spirit of the 
subordination scheme” embodied in the intercreditor 
agreement was to prevent the second lien lenders from 
being “heard” and from attempting “to block the 

9 Attached to this article is a copy of the relevant pages of the draft sale opinion rendered by Judge Chapman.  To access these pages of the sale opinion, please click on this 
link.  
10 Perhaps critical to Judge Chapman’s ruling was the fact that the first and second lien lenders stipulated that consent to a Bankruptcy Code section 363 sale by the first lien 
lenders did not constitute an exercise of remedies under the intercreditor agreement as Judge Chapman noted:  “This may have altered my conclusion herein regarding 
standing and whether or not the objections asserted by the Second Lien Agent and the Second Lien Lenders were a violation of the Intercreditor Agreement.”  [Sale Opinion, 
p. 22].  
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QUESTIONS 
If you have questions regarding the matters discussed  
in this memorandum, please call your usual contact at 
Richards Kibbe & Orbe LLP or one of the persons listed 
below.  
 
Ancela R. Nastasi  
New York, N.Y. 
212.530.1837 
anastasi@rkollp.com 
 
Keith N. Sambur  
New York, N.Y. 
212.530.1910 
ksambur@rkollp.com 
 
Click here to view additional publications on related 
topics. 
 

DISCLAIMER 
This memorandum may be considered advertising under 
applicable state laws. 
 
This memorandum is provided by Richards Kibbe & Orbe 
LLP for educational and information purposes only and is not 
intended and should not be construed as legal advice. 
 
© 2010 Richards Kibbe & Orbe LLP, One World Financial 
Center, New York, NY 10281, 212.530.1800, 
http://www.rkollp.com.  All rights reserved. Quotation with 
attribution is permitted.  If you would like to add a colleague to 
our mailing list or if you need to change or remove your name 
from our mailing list, please email publications@rkollp.com. 
 
Any advice concerning United States Federal tax issues 
provided in this memorandum is not intended or written to be 
used, and cannot be used by any taxpayer, for the purpose of 
(i) avoiding penalties that may be imposed on the taxpayer or 
(ii) promoting, marketing or recommending to another party 
any transaction or matter addressed herein. 

 
 

objections to bidding procedures.  First lien lenders 
beware -- in the absence of a specific waiver, the ruling 
in Boston Generating may be relied upon to allow 
second lien lenders to raise objections to proposed bid 
procedures and to the sale.  
 
Although Judge Chapman allowed subjective 
considerations, such as second lien lenders being on the 
“cusp” of recovery and their “non-obstructive” behavior, 
to influence her decision, the central focus of the Sale 
Opinion was the objective text of the intercreditor 
agreement.  Going forward, first lien lenders wishing to 
keep second lien lenders “silent” during a 363 sale 
process should make sure that their intercreditor 
agreement tracks the language of the American Bar 
Association’s model intercreditor agreement which 
provides:  
 
 Second Lien Agent, as holder of a Lien on the 
 Collateral and on behalf of the Second Lien 
 Claimholders, will not contest, protest, or object, 
 and will be deemed to have consented pursuant 
 to section 363(f) of the Bankruptcy Code, to a 
 Disposition of Collateral free and clear of its 
 Liens or other interests under section 363 of the 
 Bankruptcy Code if First Lien Agent consents in 
 writing to the Disposition. 
 
In addition to the foregoing, given the ruling in Boston 
Generating, the intercreditor agreement should also 
specifically address whether and to what extent 
subordinated lenders are entitled to object to proposed 
bid procedures. 
 

CONCLUSION 
In light of Judge Chapman’s recent decisions in Boston 
Generating, the intercreditor agreement should clearly 
spell out those bankruptcy-related rights which a second 
lien lender is waiving.  In the absence of such specific 
intercreditor provisions, a second lien lender -- 
particularly one “in the money” or one close to being 
“in the money” -- will have an easier time being both 
seen and heard in the chapter 11 process. 
 

http://www.rkollp.com/newsroom-publications.html�
http://www.rkollp.com/newsroom-publications.html�
http://www.rkollp.com/newsroom-publications.html�
http://www.rkollp.com/newsroom-publications.html�

	Can Second Lien Lenders Be Heard In Connection With A 363 Sale?
The Answer In Boston Generating Is A Resounding “Yes.”  
By Ancela R. Nastasi and Keith N. Sambur 



<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



