
Does “Prime Plus” (TILL) Valuation Exist in Determining Cram Down Interest Rates 

Under Chapter 11? 

Distressed Borrower Corporation (DBC) had three tranches of secured notes, $10 million in first 

lien notes, and $12 million in second lien notes. The first lien notes are acknowledged to be over 

secured with the holders of those notes counting on receiving distributions in the case of not only 

the full principal plus interest, but also including a make-whole premium. Make-whole is a 

premium that note holders are entitled to receive if the notes are redeemed before a specified 

date. It is intended to compensate note holders for not receiving the contractual rate of return 

through that date. The second lien notes are under water. Instead of redeeming the first lien 

notes, DBC filed for relief under Chapter 11 of the Bankruptcy Code.  

The DBC plan of reorganization is structured to test the distressed investing market’s conviction 

on the make-whole issue. First lien notes would receive a toggle treatment: If the class accepts 

the plan, the holders would be paid par plus accrued interest in full, in cash, on the effective date, 

but would waive any claim to the make-whole premium. If the class rejects the plan, the holders 

would receive replacement notes at a rate to be set by the court (the cram down notes), in an 

amount that would include the make-whole to the extent it is allowed by the bankruptcy court.  

The first lien note holders are faced with a dilemma: Do they walk away with cash but in an 

amount that does not include the make-whole premium or roll the dice on the make-whole being 

allowed and take the risk that the interest rate on the cram down notes would result in below par 

value for the notes?  

Assume that you are counsel for the first lien note holders. Do you vote for the proposed plan 

and waive the right to the make-whole premium or do you roll the dice on both the make-whole 

premium and the interest rate? 

Issues Presented 

1. Should the bankruptcy court allow the first lien note holder’s claim for the make-

whole premium? 

2. If the bankruptcy court disallows the lien holder’s claim for the make-whole 

premium, should the attorney that drafted the language regarding guarding the 

make-whole premium in the notes notify his malpractice carrier? 

3. Should the TILL rate applicable in the TILL Chapter 13 case apply in Chapter 11 

cases? 

4. If the TILL rate does not apply, what rate should apply? 

5. If another market rate applies in Chapter 11 cram down cases, what proof should 

be required of that market rate? 
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