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UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF PUERTO RICO
---------------------------------------------------------------------- X
:
In re:
:
:
THE FINANCIAL OVERSIGHT AND
:
MANAGEMENT BOARD FOR PUERTO RICO,
:
:
as representative of
:
:
THE COMMONWEALTH OF PUERTO RICO et al.,
:
:
Debtors.1
:
---------------------------------------------------------------------- X

PROMESA
Title III
Case No. 17-BK-3283 (LTS)
(Jointly Administered)

MOTION OF OFFICIAL COMMITTEE OF UNSECURED CREDITORS TO AMEND
TENTH AMENDED NOTICE, CASE MANAGEMENT AND ADMINISTRATIVE
PROCEDURES REGARDING DISCLOSURE REQUIREMENTS PURSUANT TO
FEDERAL RULE OF BANKRUPTCY PROCEDURE 2019

1

The Debtors in these Title III Cases, along with each Debtor’s respective Title III case number and the last four
(4) digits of each Debtor’s federal tax identification number, as applicable, are the (i) Commonwealth of Puerto
Rico (Bankruptcy Case No. 17-BK-3283- LTS) (Last Four Digits of Federal Tax ID: 3481); (ii) Puerto Rico
Sales Tax Financing Corporation (“COFINA”) (Bankruptcy Case No. 17-BK-3284-LTS) (Last Four Digits of
Federal Tax ID: 8474); (iii) Puerto Rico Highways and Transportation Authority (“HTA”) (Bankruptcy Case
No. 17-BK-3567-LTS) (Last Four Digits of Federal Tax ID: 3808); (iv) Employees Retirement System of the
Government of the Commonwealth of Puerto Rico (“ERS”) (Bankruptcy Case No. 17-BK-3566-LTS) (Last
Four Digits of Federal Tax ID: 9686); (v) Puerto Rico Electric Power Authority (“PREPA”) (Bankruptcy Case
No. 17- BK-4780-LTS) (Last Four Digits of Federal Tax ID: 3747); and (vi) Puerto Rico Public Buildings
Authority (“PBA”) (Bankruptcy Case No. 19-BK-5233-LTS) (Last Four Digits of Federal Tax ID: 3801) (Title
III case numbers are listed as Bankruptcy Case numbers due to software limitations).
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To the Honorable United States District Judge Laura Taylor Swain:
The Official Committee of Unsecured Creditors (the “Committee”)2 hereby submits this
motion (the “Motion”), pursuant to section 105(a) of Title 11 of the United States Code (the
“Bankruptcy Code”), made applicable to these Title III cases by section 301(a) of PROMESA,
and Rule 2019 of the Federal Rules of Bankruptcy Procedure (the “Rules”), made applicable to
these Title III cases by section 310 of PROMESA, requesting entry of an order, substantially in
the form attached hereto as Exhibit A (the “Proposed Order”), amending the Tenth Amended
Notice, Case Management and Administrative Procedures [Exhibit 1 to Docket No. 8027, dated
July 16, 2019] (the “Case Management Procedures”)3 to (a) require clarification with respect to
Rule 2019(b) Groups’ holdings of bonds issued or guaranteed by the Commonwealth, (b) ensure
that Rule 2019(b) Groups4 involved in these Title III cases disclose their economic interests with
respect to PBA, and (c) require that Rule 2019(b) Groups disclose information with respect to the
particular series of the Commonwealth and PBA bonds they hold. In support of the Motion, the
Committee respectfully states as follows:
PRELIMINARY STATEMENT
1.

Congress observed in the PROMESA statute that “lack of financial transparency”

was one of the key factors that created Puerto Rico’s fiscal emergency,5 and just as this lack of
transparency in the past was a key factor in Puerto Rico’s financial crisis, robust transparency
2

The Committee is the official committee of unsecured creditors for all Title III Debtors, other than PBA and
COFINA.

3

Capitalized terms not otherwise defined herein shall have the meaning ascribed to them in the Case
Management Procedures.

4

A “Rule 2019(b) Group” is defined in the Case Management Procedures as “[e]very group, committee and
entity described in Federal Rule of Bankruptcy Procedure 2019(b)(1).” Case Management Procedures ¶ IV.A.
Rule 2019(b)(1) describes such groups as “every group or committee that consists of or represents, and every
entity that represents, multiple creditors or equity security holders that are (A) acting in concert to advance their
common interests, and (B) not composed entirely of affiliates or insiders of one another.” FED. R. BANKR. P.
2019(b)(1).

5

48 U.S.C. § 2194(m)(1).
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now will be key to the success of Puerto Rico’s Title III cases as they enter the phase leading
toward potential confirmation of a plan of adjustment. Given the importance of transparency in
this process, disclosure pursuant to Rule 2019 is of the utmost importance in these Title III cases.
2.

Disclosure by Rule 2019(b) Groups of their investment positions is also

particularly important in the Title III cases due to the outsized role played by groups of hedge
funds that have invested in distressed Puerto Rico debt—debt that has been actively traded on
public markets during the pendency of the Title III cases. As observed by Bankruptcy Judge
Robert D. Drain in support of a robust Rule 2019, the distressed debt market “is a market that is
heavily influenced by the litigation and negotiation stances taken by distressed debt holders and,
therefore, the temptation to mislead the court and the other parties about one’s underlying
position is . . . clear.”6 The close relationship between courtroom activity and the trading floor
makes full disclosure paramount.
3.

The Committee files this Motion for three reasons. First, Rule 2019(b) Groups

have not consistently specified whether bonds they hold that are issued or guaranteed by the
Commonwealth are either (a) issued by the Commonwealth or (b) issued by another entity and
guaranteed by the Commonwealth. The Case Management Procedures should be clarified to
require this more specific disclosure, including disclosure as to the entities that have issued
Commonwealth-guaranteed debt which is being held by Rule 2019(b) Groups.
4.

Second, since the commencement of PBA’s Title III case on September 27, 2019,

a number of Rule 2019(b) Groups have taken positions before the Court in PBA’s Title III case,
yet not all of them have disclosed their holdings of PBA bonds as required by the Case
Management Procedures. The Committee believes the Court should require this disclosure.

6

Letter from Bankr. J. Robert D. Drain to Advisory Comm. on Bankruptcy Rules, at 2 (Jan. 13, 2009),
https://www.uscourts.gov/sites/default/files/fr_import/BK2009-03.pdf.

2
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Third, the identification of the specific series of Commonwealth and PBA bonds

held by many Rule 2019(b) Groups has become a critical consideration in these Title III cases.
Indeed, the February 9, 2020 plan support agreement (the “New PSA”) provides for different
treatment based on the particular series of Commonwealth and PBA bonds, which treatment is
expected to be incorporated into a revised plan of adjustment for the Commonwealth, PBA, and
ERS. This plan treatment was negotiated with these Rule 2019(b) Groups (or with their
counsel). It is vital to understand Rule 2019(b) Groups’ bond holdings on a series-by-series
basis (and any changes to such holdings from the May 31, 2019 date of the execution of the
previous plan support agreement (the “Initial PSA”) through today) in order to understand why
certain groups support the New PSA (and have agreed to settle challenges to the validity of
certain Commonwealth and PBA bonds on the terms set forth therein) and what the true
economic interests of these groups really are. Moreover, most, if not all, of these groups were
(either themselves or through counsel) at the negotiating table with the Oversight Board with
respect to the settlement of the challenges brought against the allowance of their claims. The
Court and parties in interest should have a full understanding of these groups’ economic
positions with respect to these bonds. Finally, this disclosure should be retroactive to May 31,
2019 (i.e., the date of the execution of the Initial PSA), given that certain of these Rule 2019(b)
Groups have engaged in significant trading of Commonwealth and PBA bonds since that date.
Transparency regarding this trading activity is necessary to maintain the credibility and integrity
of the Title III process.
JURISDICTION, VENUE, AND STATUTORY BASES
6.

The United States District Court for the District of Puerto Rico has subject matter

jurisdiction over this matter pursuant to section 306(a) of PROMESA.
7.

Venue is proper pursuant to section 307(a) of PROMESA.
3
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The statutory bases for the relief requested herein are section 105(a) of the

Bankruptcy Code, made applicable to these Title III cases by section 301(a) of PROMESA, and
Rule 2019, made applicable to these Title III cases by section 310 of PROMESA.
BACKGROUND
I.

Case Management Procedures and Rule 2019 Disclosure Requirements
9.

On June 2, 2017, the Court entered an order approving the Case Management

Procedures [Docket No. 249], which set forth certain notice, case management, and
administrative procedures for these Title III cases. Subsequently, the Court modified the Case
Management Procedures to, among other things, reflect Rule 2019 disclosure requirements
applicable to Rule 2019(b) Groups, including certain disclosure requirements requested by the
Committee, though the Court rejected certain of the Committee’s suggestions, such as the
required disclosure of CUSIP numbers in connection with bonds.7 Among the Committee’s
proposals accepted by the Court were amendments to ensure that Rule 2019(b) Groups involved
in the Commonwealth-COFINA litigation provided retroactive disclosure of holdings of both
Commonwealth and COFINA bonds, thus revealing the full spectrum of their economic interests
with respect to such litigation.8

7

See Informative Motion of Official Committee of Unsecured Creditors Regarding Applicability of Bankruptcy
Rule 2019 to Title III Cases and Further Proposed Amendment to Case Management Order ¶ 3 [Docket No.
850] (proposing amendment of Case Management Procedures to require disclosure of, without limitation, “the
name, nature, face amount, and CUSIP number of all disclosable economic interests,” as well as information
with respect to insured status of bonds, and investments in or claims against bond insurers) and order amending
Case Management Procedures [Docket No. 1065] (amending Case Management Procedures to require
disclosure of insured status of bonds but declining to require disclosure of, among other things, CUSIP numbers
or investments in or claims against bond insurers).

8

See also Motion of Official Committee of Unsecured Creditors to Clarify or Amend Fourth Amended Notice,
Case Management and Administrative Procedures Regarding Disclosure Requirements Pursuant to Federal
Rule of Bankruptcy Procedure 2019 [Docket No. 3432] (proposing (i) clarification of meaning of “taking a
position” in a Debtor’s Title III case so as to trigger disclosure requirements with respect to a Debtor and (ii)
retroactive disclosure of economic interests) and order amending Case Management Procedures [Docket No.
3730] (amending Case Management Procedures by clarifying meaning of “taking a position” in a Title III case
and requiring retroactive disclosure of economic interests).

4
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Thus, the current iteration of the Case Management Procedures provides for

disclosure of “all economic interests with respect to each Debtor” in whose Title III case a Rule
2019(b) Group has “taken a position,” “including derivative interests and . . . the existence and
amount of any bond insurance or other creditor protection.” Case Management Procedures,
¶ IV.A. In addition, the Case Management Procedures clarify that:
[A] Rule 2019 Group takes a position in the case of a Title III Debtor
by appearing in such Debtor’s Title III case or related adversary
proceeding in any capacity, including by, among other things, filing
a Pleading, filing an informative motion, executing a court-approved
stipulation, filing a proof of claim, appearing at a hearing before the
Court, or asserting any legal or factual positions that would in any
way impact the property or rights of the Title III Debtor.
Id. ¶ IV.A. n. 4. In other words, “taking a position” in a Debtor’s Title III case encompasses,
essentially, all litigation and other in-court activity that could in any way impact a Debtor.9
11.

Moreover, the Case Management Procedures require that, “[i]f any fact disclosed

in the Rule 2019(b) Group’s most recently filed statement . . . changes materially, the Rule
2019(b) Group must file a supplemental verified statement contemporaneously with or within 48
hours after the next instance in which the Rule 2019(b) Group takes a position before the Court
. . . .” Id. ¶ IV.C.
12.

Numerous Rule 2019(b) Groups have filed Rule 2019 statements since the

beginning of the Title III cases. Historically, many of these groups generically disclosed
holdings of bonds “issued or guaranteed by the Commonwealth,” and did not disclose with
specificity whether such bonds were issued by the Commonwealth or, on the other hand, were

9

Undertaking such litigation or other in-court activity constitutes “appearing in such Debtor’s Title III case” for
purposes of the Case Management Procedures. Moreover, because PBA’s Title III case is jointly administered
with the Commonwealth’s Title III case, see PBA Joint Administration Order (defined below), it is not
necessary for relevant pleadings to be filed on PBA’s Title III docket. In fact, pleadings “shall” be filed on the
Commonwealth’s Title III docket unless they “solely relate” to PBA. Id. ¶ 4.

5
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issued by another entity and guaranteed by the Commonwealth.10 As noted below, very recent
disclosures by certain Rule 2019(b) Groups, however, are now disclosing this information with
respect to PBA bonds.
II.

Commencement of PBA Title III Case and Pleadings Related Thereto
13.

On September 27, 2019, the Oversight Board filed a voluntary petition for relief

for PBA, thereby commencing PBA’s Title III case. PBA’s Title III case is jointly administered
with the Title III cases of the Commonwealth and other Title III Debtors. Pursuant to the Court’s
order directing the joint administration of PBA’s Title III case [Docket No. 8829] (the “PBA
Joint Administration Order”), the Case Management Procedures were “made applicable to [PBA]
nunc pro tunc to the date of the commencement of [PBA’s] Title III case, as if [PBA] were a
debtor referred to in” the Case Management Procedures. PBA Joint Administration Order ¶ 8.
14.

Subsequent to PBA’s September 27, 2019 petition date, a number of Rule 2019(b)

Groups filed pleadings and asserted legal positions regarding the validity of certain PBA bonds
and the PBA structure that may impact PBA’s property or rights. For example:


On January 8, 2020, the Lawful Constitutional Debt Coalition filed an omnibus
claim objection [Docket No. 9730] (the “Late Vintage Claim Objection”)
challenging the validity of certain bonds issued or guaranteed by the
Commonwealth (the “GO Bonds”) in 2012 and 2014, including certain PBA
bonds.



On February 5, 2020, the Ad Hoc Group of Constitutional Debtholders and the
Ad Hoc Group of General Obligation Bondholders, along with certain other
parties, filed a motion to dismiss [Docket No. 10702] (the “Bondholder Group
Motion to Dismiss”) with respect to a number of omnibus claim objections
(together, and including the Late Vintage Claim Objection, the “GO Bond
Objections”)11 challenging the validity of certain GO Bonds, including certain
PBA bonds.

10

See e.g. Docket Nos. 5444, 8618, 9732, and 10742.

11

The GO Objections include the omnibus claim objections filed at Docket Nos. 4784, 7057, 8141, and 9730. See
Bondholder Group Motion to Dismiss, at 1-2.

6
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On February 5, 2020, the QTCB Noteholder Group filed a response and limited
joinder [Docket No. 10705] (the “QTCB Group Response” and, together with the
Late Vintage Claim Objection and the Bondholder Group Motion to Dismiss, the
“PBA Related Pleadings”) in which it asserted various legal arguments in
response to the GO Bond Objections and joined in certain of the legal arguments
raised in the Bondholder Group Motion to Dismiss.
On January 8, 2020, shortly after filing the Late Vintage Claim Objection, the

Lawful Constitutional Debt Coalition filed a Rule 2019 statement that failed to disclose whether
this group held any PBA bonds, and instead merely reported generically that it held bonds issued
or guaranteed by the Commonwealth. See Docket No. 9732. Subsequently, on February 19,
2020, the Lawful Constitutional Debt Coalition filed a Rule 2019 statement disclosing PBA
bonds, see Docket No. 11161, but did not file a corrected version of its prior January 8, 2020
Rule 2019 statement that had failed to make such disclosures.
16.

On February 7, 2020, shortly after filing the Bondholder Group Motion to

Dismiss, the Ad Hoc Group of Constitutional Debtholders filed a Rule 2019 statement that failed
to disclose whether such group held any PBA bonds, and instead merely reported generically that
it held bonds issued or guaranteed by the Commonwealth. See Docket No. 10742.
17.

The QTCB Noteholder Group filed an updated Rule 2019 statement disclosing its

PBA bond holdings on February 19, 2020, i.e., 14 days after it filed the QTCB Group Response
on February 5, 2020. See Docket No. 11293.
18.

The Ad Hoc Group of General Obligation Bondholders filed an updated Rule

2019 statement disclosing its PBA bond holdings on February 20, 2020, i.e., 15 days after it filed
the Bondholder Group Motion to Dismiss on February 5, 2020. See Docket No. 11431.

7
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Execution of Plan Support Agreements
19.

On May 31, 2019, the Oversight Board entered into the Initial PSA with certain

holders of Commonwealth and PBA bonds.12 Signatories to the Initial PSA included all
members of the Lawful Constitutional Debt Coalition and all members of the QTCB Noteholder
Group.13 The Initial PSA provided for differential treatment, to be implemented pursuant to a
plan of adjustment, of different Commonwealth and PBA bond claims based on the series of
such bonds.
20.

On July 24, 2019, the Court entered its Order Regarding Stay Period and

Mandatory Mediation [Docket No. 8244], which temporarily halted a number of adversary
proceedings and contested matters to allow for negotiations between the parties in connection
with, among other matters, the filing of a plan of adjustment for the Commonwealth and other
Debtors, including PBA. Parties involved in these negotiations (either themselves or through
counsel), in addition to the Oversight Board and AAFAF, included the Lawful Constitutional
Debt Coalition, QTCB Noteholder Group, Ad Hoc Group of General Obligation Bondholders,
and Ad Hoc Group of Constitutional Debtholders (collectively, the “New PSA Groups”).
21.

Following these negotiations, on February 9, 2020, the Oversight Board entered

into the New PSA.14 The New PSA provides for the treatment of Commonwealth and PBA
bonds pursuant to an amended plan of adjustment that would settle outstanding disputes in
connection with such bonds. Signatories to the New PSA included all members of the Rule
2019(b) Groups that had signed the Initial PSA (i.e., the Lawful Constitutional Debt Coalition
12

The Initial PSA is attached as Exhibit B to the disclosure statement for the plan of adjustment dated September
27, 2019 [Docket No 8766] (the “Disclosure Statement”).

13

The names of the members of these groups at the time the Initial PSA was executed are listed in the definitions
contained in the Initial PSA. See Disclosure Statement, Ex. B, Initial PSA, § 1.2 (defining “LCDC Holders”
and “QTCB Noteholders”).

14

The New PSA is available at https://drive.google.com/file/d/1_JApEw_dGRQCpgAVo0SaffZrVuap6WqQ/view.

8
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and the QTCB Noteholder Group), as well as all members of the Ad Hoc Group of General
Obligation Bondholders and all members of the Ad Hoc Group of Constitutional Debtholders. 15
22.

As with the Initial PSA, the New PSA provides for the differential treatment,

pursuant to a yet-to-be-filed plan of adjustment, of Commonwealth and PBA bonds based on the
series of such bonds, with more recent series of bonds that are subject to the GO Bond
Objections receiving considerably different treatment (as compared to the Initial PSA).
IV.

Bond and Other Trading Activity Prior to Execution of New PSA
23.

Each of the New PSA Groups traded in large quantities of GO Bonds (i.e., bonds

issued or guaranteed by the Commonwealth) during the period in which the treatment of such
bonds under the New PSA was being negotiated. Most of these groups significantly increased
their holdings of such bonds. In particular, the Lawful Constitutional Debt Coalition increased
its holdings of GO Bonds from approximately $1.3 billion as of June 14, 2019, to approximately
$1.5 billion as of August 30, 2019, to approximately $1.95 billion by January 6, 2020, and to
approximately $2.04 billion by February 14, 2020—an aggregate increase of over $700 million.
See Docket Nos. 7465, 8639, 9732, and 11161.16 Similarly, the Ad Hoc Group of Constitutional
Debtholders increased its holdings of GO Bonds from approximately $2.36 billion as of July 10,
2019 to approximately $2.58 billion as of February 3, 2020, an increase of over $200 million.
See Docket Nos. 7952 and 10742.17 Moreover, the QTCB Noteholder Group increased its

15

The names of the members of these groups at the time the New PSA was executed are listed in the definitions
contained in the New PSA. See New PSA, § 1.2 (defining “LCDC Holders,” “Constitutional Debt Group
Members,” “GO Group Members,” and “QTCB Noteholders”).

16

The membership of the Lawful Constitutional Debt Coalition remained the same between June 14, 2019 and
January 6, 2020, with a new member, Marble Ridge Capital LP (“Marble Ridge”) disclosed as a group member
on February 14, 2020. See Docket Nos. 7465, 8639, 9732, and 11161. Marble Ridge disclosed GO Bond
holdings of approximately $77 million as of February 14, 2020, but even without taking Marble Ridge into
consideration, the other members of the group increased their GO Bond holdings in the aggregate amount of
approximately$15 million between January 6 and February 14, 2020. See Docket Nos. 9732 and 11161.

17

The $200 million figure actually understates the increase of the Ad Hoc Group of Constitutional Debtholders’
holdings, as two entities (Candlewood Investment Group, LP and Fir Tree Partners) left the group between July

9
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holdings of GO Bonds from approximately $1.56 billion as of September 1, 2019 to
approximately $1.89 billion as of February 18, 2020, an increase of over $300 million. See
Docket Nos. 8618 and 11293.18 By contrast, the Ad Hoc Group of General Obligation
Bondholders decreased its holdings of GO Bonds from approximately $1.5 billion as of March 6,
2019 to approximately $1.234 billion as of February 18, 2020, a decrease of approximately $266
million. See Docket Nos. 5444 and 11431.19 None of these disclosures specify which particular
series of GO or PBA bonds were being traded.
24.

It should also be noted that members of Rule 2019(b) Groups may be engaged in

purchasing unsecured claims against the Commonwealth that they have failed to disclose. For
example, the Committee understands from press reports and informal communications from
creditors that, in December 2019, a member of the Ad Hoc Group of Constitutional Debtholders
communicated with unsecured creditors of the Commonwealth and offered to purchase general
unsecured claims.20 Nevertheless, in the Ad Hoc Group of Constitutional Debtholders’ Rule
2019 statement reporting the group’s holdings as of February 3, 2020, that member of the group
only listed economic interests in the Commonwealth consisting of “Constitutional Debt,” defined

10, 2019 and February 3, 2020, and thus their holdings were no longer reported in the February 2020
disclosures. See Docket Nos. 7952 and 10742. In other words, the group increased its holdings between July
2019 and February 2020 even as membership declined. In addition, it is worth noting that particular members
of the Ad Hoc Group of Constitutional Debtholders registered significant increases in GO Bond holdings in this
period, with Blackrock Financial Management’s holdings increasing from approximately $224 million to
approximately $389 million and Silver Point Capital L.P.’s holdings increasing from approximately $112
million to approximately $376 million. See id.
18

The membership of the QTCB Noteholder Group essentially remained the same between September 1, 2019
and February 18, 2020, as the apparent replacement of OZ Management LP by Sculptor Capital LP in fact
represents a corporate name change. See e.g. Sculptor Capital Management, https://www.sculptor.com/aboutsculptor (disclosing name change in September 2019).

19

The membership of the Ad Hoc Group of General Obligation Bondholders remained the same between March
2019 and February 2020. See Docket Nos. 5444 and 11431.

20

See Joanisabel González, Investment Firm Silver Point Capital Shows Interest in Government’s Debt, EL
NUEVO DÍA, (December 14, 2019), official translation and original attached hereto as Exhibit B, available at
https://www.elnuevodia.com/negocios/economia/nota/lafirmadeinversionessilverpointcapitalmuestrainteresporl
adeudadelgobierno-2535001/.

10
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as “bonds issued or guaranteed by the Commonwealth.” Docket No. 10742, at 1. It is unclear
whether this means that no such purchases of unsecured claims ever occurred or not.
RELIEF REQUESTED
25.

In order to provide the Court, parties in interest, and the public with appropriate

disclosure regarding Rule 2019(b) Groups’ holdings of Commonwealth and PBA bonds, the
Committee requests entry of the Proposed Order attached hereto as Exhibit A, which amends the
Case Management Procedures to require disclosure, retroactive to the May 31, 2019 date of the
Initial PSA, of holdings of Commonwealth and PBA bonds by series, pursuant to the same
categorization of Commonwealth and PBA bonds as used in the New PSA. The Proposed Order
also amends the Case Management Procedures to clarify the disclosure requirements in
connection with bonds issued or guaranteed by a Title III Debtor, as well as to clarify that entry
into a plan support agreement or similar restructuring agreement with respect to a Debtor
constitutes “taking a position” in that Debtor’s Title III case.
ARGUMENT
26.

The Committee files this Motion to address three major disclosure issues. First,

Rule 2019(b) Groups do not seem to have had clear guidelines regarding disclosure of bonds
issued or guaranteed by the Commonwealth. Frequently, instead of describing whether bonds
are issued by the Commonwealth or issued by another entity and guaranteed by the
Commonwealth, these bonds have been lumped together as “Constitutional Debt” or “GO
Bonds,” defined as bonds issued or guaranteed by the Commonwealth (i.e., a category of bonds
that could include bonds issued by the Commonwealth, PBA, or other entities).
27.

Second, certain Rule 2019(b) Groups have not disclosed holdings of PBA bonds

as required. Even after the commencement of PBA’s Title III case, these Rule 2019(b) Groups

11
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filed disclosures describing their holdings vaguely as “Constitutional Debt,” instead of separately
listing holdings of PBA bonds, as would be appropriate given that PBA is now a Title III Debtor.
28.

The third disclosure issue of concern to the Committee is that the precise series of

Commonwealth and PBA bonds has become a critical factor in these Title III cases and,
therefore, should now be disclosed pursuant to Rule 2019. In addition, this information should
be disclosed retroactively, at least to May 31, 2019, given the extensive trading of GO Bonds by
Rule 2019(b) Groups that occurred after the execution of the May 31, 2019 Initial PSA.
I.

Rule 2019(b) Groups Should Provide Greater Clarity With Respect to Bonds Issued
or Guaranteed by Commonwealth
29.

Many Rule 2019(b) Groups have disclosed economic interests with respect to the

Commonwealth by filing Rule 2019 statements that refer generically to bonds “issued or
guaranteed by” the Commonwealth, without specifying whether the Commonwealth or another
entity issued such bonds. This practice obfuscates important information with respect to the
bonds at issue—for example, debt issued by a financially healthy entity and guaranteed by an
insolvent debtor may present different issues than debt issued by an insolvent debtor and not
guaranteed. The Court should therefore (in addition to granting the relief requested elsewhere in
this Motion) take this opportunity to amend the Case Management Procedures to clarify that
proper disclosure under Rule 2019 includes clarification regarding whether bonds have been (a)
issued or (b) guaranteed by the Commonwealth, and, if merely guaranteed, the identity of the
issuer.
II.

Rule 2019(b) Groups Should Disclose Holdings of PBA Bonds
30.

As detailed above, the New PSA Groups filed the PBA Related Pleadings, which

made legal and factual assertions that could impact the property and rights of PBA. Therefore,
the New PSA Groups took positions in PBA’s Title III case, and were required to disclose

12
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information regarding PBA bonds under the Case Management Procedures. Indeed, the fact that
the most recent Rule 2019 statements filed by the Lawful Constitutional Debt Coalition, Ad Hoc
Group of General Obligation Bondholders, and QTCB Noteholder Group now disclose PBA
bonds indicates an understanding that PBA bonds should be disclosed.
31.

Given the above (and in addition to the relief requested elsewhere in this Motion),

(i) the Lawful Constitutional Debt Coalition should file a corrected Rule 2019 statement
amending its deficient Rule 2019 statement dated January 8, 2020, and (ii) the Ad Hoc Group of
Constitutional Debtholders should file a corrected Rule 2019 statement amending its deficient
Rule 2019 statement dated February 7, 2020.
32.

It should also be noted that, in addition to filing the PBA Related Pleadings and

thereby taking a position in PBA’s Title III case, the New PSA Groups also effectively took
positions in PBA’s Title III case when the entire membership of each group signed the New
PSA, an agreement to restructure PBA’s debt pursuant to a Title III plan of adjustment.21
Therefore, the Case Management Procedures should be amended to clarify that executing a plan
support agreement with respect to a Title III Debtor constitutes “taking a position” in such
Debtor’s Title III case.

21

Though members of the New PSA Groups signed the New PSA as individual bondholders, it is clear from the
New PSA that they effectively negotiated and entered into the agreement as groups. To give a few examples,
the New PSA (i) requires that an amended plan of adjustment be acceptable to the New PSA Groups, see New
PSA, Recital M; (ii) provides for the New PSA Groups to take a number of actions with respect to the
covenants entered into by the Oversight Board and Commonwealth, New PSA § 4.1-4.2; (iii) allows for
termination of the agreement by the New PSA Groups, id. § 7.1(b)-(c); and (iv) provides for notices to be sent
to counsel for the New PSA Groups. Id. § 8.11. In these examples, the New PSA references the New PSA
Groups, not their individual members, and the groups and their members are separately defined (e.g., the New
PSA defines the Lawful Constitutional Debt Coalition as “LCDC” with its members defined as “LCDC
Holders,” id. § 1.2).
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Rule 2019(b) Groups Should Disclose Precise Series of Commonwealth and PBA
Bonds, Retroactive to May 31, 2019, Pursuant to Classification of Bonds Under New
PSA
33.

The series of Commonwealth and PBA bonds has become a critical factor in the

Title III cases given the differential treatment of such bonds under the New PSA, and this
information should be disclosed retroactively at least to May 31, 2019 given the extensive
trading of GO Bonds by Rule 2019(b) Groups at the same time these groups were negotiating the
New PSA.
A.

Legal Standard

34.

Disclosure of information regarding bond series by Rule 2019(b) Groups entails a

significant enhancement of customary Rule 2019 disclosure practices in the Title III cases, but
consideration of the applicable legal authorities demonstrates that Rule 2019 mandates such
disclosure in the current context.
35.

Rule 2019 requires, among other things, disclosures by Rule 2019(b) Groups

regarding the “nature and amount of each disclosable economic interest” held “in relation to the
Debtor” by their members. FED. R. BANKR. P. 2019(c)(2)(B). “Disclosable economic interest”
means “any claim, interest, pledge, lien, option, participation, derivative instrument, or any other
right or derivative right granting the holder an economic interest that is affected by the value,
acquisition, or disposition of a claim or interest.” FED. R. BANKR. P. 2019(a)(1). Moreover, the
definition of “disclosable economic interest” is “intended to be sufficiently broad to cover any
economic interest that could affect the legal and strategic positions a stakeholder takes in a
chapter 9 or chapter 11 case.” Id. Advisory Committee Notes (emphasis added).
36.

Case law further clarifies that Rule 2019 requires disclosure regarding the varied

positions Rule 2019(b) Group members hold in a debtor’s capital structure. As explained by the
court in Washington Mutual when deciding to apply Rule 2019 to an ad hoc group of creditors

14
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(prior to the 2011 amendments to Rule 2019 that clarified its application to such groups), the
purchase by creditors of “multiple stakes in the capital structure of debtors” has the “potential to
create complex, conflicting incentives.” In re Washington Mut., Inc., 419 B.R. 271, 279 (Bankr.
D. Del. 2009). This is because where creditors hold “claims at different levels of the debtors’
capital structure,” a situation arises in which “although a creditor is nominally a member of a
certain class of creditors through ownership of securities in that class, the creditor may in fact
have a total economic interest adverse to the class as whole.” Id. at 279-80. Moreover, not only
was this possibility “a strong argument in favor of disclosure of the total economic interest” of
creditors generally, but “the unique problems associated with collective action by creditors
through ad hoc committees or groups requires disclosure for those groups in particular.” Id. at
280 (emphasis added). Put simply, creditor groups must disclose their “total economic interest”
regarding multiple positions in a debtor’s capital structure and, importantly, the disclosure of
multiple positions is not merely a byproduct of Rule 2019—it is a core purpose of the rule.22
37.

Another case applying Rule 2019 to ad hoc groups prior to the 2011 amendment,

Northwest Airlines, further illustrates the requirement that Rule 2019(b) Groups make
disclosures regarding varied interests in a debtor. In re Nw. Airlines Corp., 363 B.R. 704, 709
(Bankr. S.D.N.Y. 2007). There, in denying a request by an ad hoc equity committee to file Rule
2019 disclosures under seal, the court reasoned, when clarifying that disclosure was required
whether or not the Committee owed fiduciary duties to other equity holders, that:
Rule 2019 is based on the premise that other shareholders have a right to
information as to Committee member purchases and sales so that they make an
22

The point was made by Bankruptcy Judge Robert E. Gerber in an important letter written to the Advisory
Committee on Bankruptcy Rules as it was considering the current revision to Rule 2019 that was enacted in
2011. In a statement of particular relevance to this matter, Judge Gerber wrote that “disclosure of [investors’]
holdings often is important to evaluate their contentions . . . particularly . . . when they have positions in both
the debt and equity of a debtor, [or] in debt in different classes or of different debtors in the case . . . .” Letter
from Bankr. J. Robert E. Gerber to Advisory Committee on Bankruptcy Rules, at 8-9 (Jan. 9, 2009),
https://www.uscourts.gov/sites/default/files/fr_import/BK2009-03.pdf.
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informed decision whether this Committee will represent their interests or
whether they should consider forming a more broadly based committee of their
own. It also gives all parties a better ability to gauge the credibility of an
important group that has chosen to appear in a bankruptcy case and play a
major role.
Id. The court then pointed out, among other things, that members of the ad hoc equity
committee were not only equity holders—they also owned a significant amount of debt—and,
further, might sell off their equity holdings. Id. Per the court, whether members of the equity
committee purchased debt at the same time they purchased stock was “a fact that might raise
questions as to divided loyalties.” Id. Critically, “Rule 2019 gives other members of the [equity]
class the right to know where their champions are coming from.” Id. Based on this case law, it is
clear that creditor groups must disclose the full spectrum of their economic interests so that the
Court and public have a full understanding of those interests.
B.

Rule 2019 Requires Disclosure of Commonwealth and PBA Bond Series

38.

Application of the authorities above to the current context of the Title III cases

demonstrates that Rule 2019(b) Groups must disclose Commonwealth and PBA bond series
information in order to comply with Rule 2019.
39.

First, the very definition of “disclosable economic interests” in Rule 2019, which

is intended to be sufficiently broad to cover any economic interest that could affect a creditor’s
legal or strategic positions, mandates such disclosure. Because the New PSA contemplates
different treatment for different series of bonds, the series of bonds held by a particular party
clearly affects that party’s legal and strategic positions with respect to the New PSA. A party
holding only Commonwealth 2014 bonds (with a recovery of approximately 65% under the New
PSA) may have a very different position with respect to the agreement than a party holding pre2011 Commonwealth bonds recovering approximately 75%, or a party that has “hedged its bets”
by holding both series. Disclosing merely that the party holds Commonwealth bonds, without
16
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information as to series, fails to adequately communicate the economic interest affecting that
party’s legal and strategic positions.23
40.

For a concrete illustration of this dynamic, one could consider the Lawful

Constitutional Debt Coalition, whose members signed both the Initial PSA and New PSA, and
which filed the Late Vintage Claim Objection challenging the validity of certain recent series of
GO Bonds. Understanding the Lawful Constitutional Debt Coalition’s decision to settle its Late
Vintage Claim Objection at the various discounts provided in the New PSA requires an
understanding of whether the Lawful Constitutional Debt Coalition held (in addition to earlier
series “lawful” bonds) the more recent series of bonds it was challenging in the Late Vintage
Claim Objection. Merely knowing that a signatory of the New PSA held bonds issued by the
Commonwealth or bonds issued by PBA is plainly insufficient to evaluate the bondholder’s true
position with respect to the settlement.
41.

In addition, the Rule 2019 case law discussed above clarifies that members of

Rule 2019(b) Groups must disclose their varied positions in the Title III Debtors’ capital
structure. As a result of the New PSA, members of Rule 2019(b) Groups may hold “multiple
stakes” in the Commonwealth and/or PBA capital structure. See In re Washington Mut., Inc.,
419 B.R. at 279. Rule 2019(b) Groups must therefore change their reporting practices and
disclose their “total economic interests”—here, the series of Commonwealth and PBA bonds
they hold—in order for their true economic incentives to be understood by the Court, parties, and
public. See id. at 280.
23

Indeed, it is under the same logic that the Case Management Procedures explicitly requires disclosure of
derivatives and bond insurance or other creditor protection. Case Management Procedures ¶ IV.A. The fact
that bonds are insured can completely change the risks faced by a bondholder, thus affecting its legal and
strategic positions. Thus, disclosing bond holdings without identifying whether the bonds are insured or
whether a bondholder holds derivatives inadequately conveys the economic interest relevant to the Title III
cases. In the same way, because the New PSA differentiates among bond series, the identity of the bond series
held by a creditor can alter the risk factors that influence a bondholder’s legal or strategic positions.
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It is also noteworthy that these Title III cases feature precisely the dynamic

described in the case law where “a creditor is nominally a member of a certain class of creditors
through ownership of securities in that class,” but “the creditor may in fact have a total economic
interest adverse to the class as whole.” Id. For example, the Lawful Constitutional Debt
Coalition has stated publicly that its membership is made up of certain classes of creditors—
holders of “lawful” older series Commonwealth and PBA bonds.24 But without Rule 2019
disclosures that report bond series information, there is no way to be sure what economic
interests this group really represents. The Court and public (including other bondholders) have
“the right to know” where the purported “champions” of particular types of bonds “are coming
from,” In re Nw. Airlines Corp., 363 B.R. at 709, through disclosure of the bond series held by
Rule 2019(b) Groups.25
C.

Disclosure of Bond Series Information Should Be Retroactive

43.

Furthermore, disclosure of series information should be retroactive to May 31,

2019 due to the significant trading activity that took place during the negotiation of the New
PSA. As described above, the Rule 2019 statements filed in these Title III cases show that three
Rule 2019(b) Groups, the Lawful Constitutional Debt Coalition, Ad Hoc Group of Constitutional
Debtholders, and QTCB Noteholder Group, acquired hundreds of millions of dollars of GO
Bonds during the period that the New PSA was negotiated (and another Rule 2019(b) Group, the
24

See Press Releases published in Reorg Research dated February 27, 2019, April 11, 2019, and June 16, 2019
(stating in section titled “About the LCDC” that “[t]he LCDC consists of institutional holders of Puerto Rico’s
GO and PBA bonds issued prior to March of 2012”), attached hereto as Exhibit C.

25

The fact pattern here of a bondholder group publicly involving itself in a Title III case without disclosing its
true investment position is remarkably similar to the one this Court faced at the July 25, 2018 omnibus hearing.
There, in ruling on the Committee’s motion [Docket No. 3432] seeking greater disclosure from the Ad Hoc
Group of General Obligation Bondholders, which had engaged in public litigation in the COFINA Title III case
but failed to disclose its COFINA holdings, the Court granted the Committee’s motion for retroactive
disclosure, commenting to counsel for the bondholder group that “you were actively involved in taking
positions in the public litigation . . . and these are securities that are actively traded in the market . . . why
shouldn’t the market have full information about where you were at particular times”? Hr’ g. Tr. 95:7-9, 14-15,
18-19, July 25, 2018 [Docket No. 3711].
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Ad Hoc Group of General Obligation Bondholders, sold hundreds of millions of dollars of such
bonds during this same period). Information as to the series of the bonds traded during these
negotiations is highly relevant to understanding how and why Rule 2019(b) Groups decided to
support the New PSA and to what degree their true economic interests changed over time. It is
also important to obtain clarity regarding purchases of other economic interests, such as
unsecured claims, which certain Rule 2019(b) Group members may have purchased but not
disclosed.
D.

Committee’s Request for Rule 2019 Disclosure Is Limited and Reasonable

44.

Finally, while the Committee recognizes that the Court disagreed with the

Committee’s suggestion, early in the Title III cases, that Rule 2019(b) Groups be required to
disclose certain details such as bond CUSIP numbers in connection with Rule 2019 disclosures,
the Committee believes that the current context of the Title III cases demands disclosure of bond
series at this juncture. As discussed herein, the execution of the New PSA confirms that bond
series is a critical factor in these Title III cases—the Committee is not requesting disclosure
merely for disclosure’s sake. Further, the Committee’s request for the disclosure of bond series
is a very limited one—under the Committee’s proposal, Rule 2019(b) Groups do not need to list
out dozens of CUSIP numbers or other highly particular information, they only need to
categorize holdings of Commonwealth and PBA bonds by series according to the classification
scheme (involving only eight separate categories, five for the Commonwealth and three for PBA)
under the New PSA, along with any other economic interests such as other types of bonds,
general unsecured claims, and the like. The Committee’s request is eminently reasonable and
narrowly tailored to the unique circumstances of the Title III cases.26

26

The Committee’s request is really quite modest considering (i) the tremendous public importance of the Title III
cases, which should demand greater disclosure than in a typical bankruptcy case and (ii) the fact that, in failing
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Given the above, the Case Management Procedures should be amended as set

forth in the Proposed Order to require retroactive disclosure of series information with respect to
Commonwealth and PBA bonds, pursuant to the classification of such bonds under the New
PSA.
CONCLUSION
46.

The Committee believes that entry of the Proposed Order amending the Case

Management Procedures will help ensure compliance with Rule 2019 and add vital transparency
to Puerto Rico’s Title III cases.
NOTICE
47.

Notice of this Motion has been provided to the following entities, or their counsel,

if known: (i) the U.S. Trustee; (ii) the Office of the United State Attorney for the District of
Puerto Rico; (iii) the Oversight Board; (iv) the Puerto Rico Fiscal Agency and Financial
Advisory Authority; (v) the Official Committee of Retired Employees of the Commonwealth of
Puerto Rico; (vi) the insurers of the bonds issued or guaranteed by the Debtors; (vii) counsel to

to distinguish their various types of bonds other than by insured status and issuer/guarantor, Rule 2019(b)
Groups in the Title III cases have thus far provided less disclosure than frequently seen in the chapter 11
context. Unlike in the Title III cases, in many recent chapter 11 cases creditor groups have provided Rule 2019
disclosures that, among other things, distinguish among different series of notes by interest rate, maturity, or
other attributes. See e.g., Verified Sixth Supplemental Statement of Kramer Levin Naftalis & Frankel LLP and
Baker & Hostetler LLP Pursuant to Federal Rule of Bankruptcy Procedure 2019, In re FirstEnergy Sols. Corp.,
No. 18-50757 (Bankr. N.D. Ohio Nov. 22, 2019) [Docket No. 3414], (distinguishing among over twenty
different note series identified by interest rate, maturity date, and other attributes); Amended Verified Statement
of the Ad Hoc Group of Unsecured Noteholders Pursuant to Federal Rule of Bankruptcy Procedure 2019, In re
Sanchez Energy Corp., No. 19-34508 (Bankr. S.D. Tex. Dec. 6, 2019) [Docket No. 690] (distinguishing
between 7.75% senior unsecured notes due 2021 and 6.125% senior unsecured notes due 2023); Amended
Verified Statement Pursuant to Federal Rule of Bankruptcy Procedure 2019, In re EP Energy Corp., No. 1935654 (Bankr. S.D. Tex. Feb. 12, 2020) [Docket No. 820] (distinguishing between holdings of 1.125 Lien
Notes, 6.375% Senior Unsecured Notes and 7.75% Senior Unsecured Notes); Verified Statement Pursuant to
Bankruptcy Rule 2019, In re Parker Drilling Co., No. 18-36958 (Bankr. S.D. Tex. Feb. 20, 2019) [Docket No.
365] (distinguishing between 7.50% senior notes due August 2020 and 6.75% senior notes due July 2022); and
Verified Statement of Willkie Farr & Gallagher LLP Pursuant to Bankruptcy Rule 2019, In re Nine West
Holdings, Inc., No. 18-10947 (Bankr. S.D.N.Y. Nov. 2, 2018) [Docket No. 807] (distinguishing between 8.25%
Senior Notes due 2019, 6.875% Senior Notes due 2019, and 6.125% Senior Notes due 2034).
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certain ad hoc groups of holders of bonds issued or guaranteed by the Debtors; and (viii) all
parties that have filed a notice of appearance in the above-captioned Title III cases.
NO PRIOR REQUEST
48.

No previous request for the form of relief requested herein has been made to this

or any other court, except as to the request for disclosure on a series-by-series basis that was
previously requested in the informative motion filed at Docket No. 850. As explained in this
Motion, the Committee submits that disclosure of series-by-series information is appropriate in
light of the treatment of GO Bonds contemplated by the New PSA.
[Remainder of page intentionally left blank.]
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WHEREFORE, the Committee respectfully requests the Court to enter the proposed
order, substantially in the form attached hereto as Exhibit A, and grant the Committee such other
relief as is just and proper.
Dated: February 25, 2020

/s/ Luc A. Despins

.

PAUL HASTINGS LLP
Luc A. Despins, Esq. (Pro Hac Vice)
James R. Bliss, Esq. (Pro Hac Vice)
James B. Worthington, Esq. (Pro Hac Vice)
G. Alexander Bongartz, Esq. (Pro Hac Vice)
200 Park Avenue
New York, New York 10166
Telephone: (212) 318-6000
lucdespins@paulhastings.com
jamesbliss@paulhastings.com
jamesworthington@paulhastings.com
alexbongartz@paulhastings.com
Counsel to the Official Committee of Unsecured
Creditors
- and /s/ Juan J. Casillas Ayala

.

CASILLAS, SANTIAGO & TORRES LLC
Juan J. Casillas Ayala, Esq. (USDC - PR 218312)
Israel Fernández Rodríguez, Esq. (USDC - PR 225004)
Juan C. Nieves González, Esq. (USDC - PR 231707)
Cristina B. Fernández Niggemann, Esq. (USDC - PR
306008)
PO Box 195075
San Juan, Puerto Rico 00919-5075
Telephone: (787) 523-3434 Fax: (787) 523-3433
jcasillas@cstlawpr.com
ifernandez@cstlawpr.com
jnieves@cstlawpr.com
cfernandez@cstlawpr.com
Local Counsel to the Official Committee of Unsecured
Creditors
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UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF PUERTO RICO
---------------------------------------------------------------------- x
:
In re:
:
:
THE FINANCIAL OVERSIGHT AND
:
MANAGEMENT BOARD FOR PUERTO RICO,
:
:
as representative of
:
:
THE COMMONWEALTH OF PUERTO RICO et al.,
:
:
Debtors.1
:
---------------------------------------------------------------------- X

PROMESA
Title III
Case No. 17-BK-3283 (LTS)
(Jointly Administered)

ORDER AMENDING CASE MANAGEMENT PROCEDURES
Upon the Motion of Official Committee of Unsecured Creditors to Amend Tenth Amended
Notice, Case Management and Administrative Procedures Regarding Disclosure Requirements
Pursuant to Federal Rule of Bankruptcy Procedure 2019 (the “Motion”);2 and the Court having
found it has subject matter jurisdiction over this matter pursuant to section 306(a) of PROMESA;
and it appearing that venue is proper pursuant to section 307(a) of PROMESA; and the Court
having found that the relief requested in the Motion is in the best interests of the Debtors, their
creditors, and other parties in interest; and the court having found that the movant provided
adequate and appropriate notice of the Motion under the circumstances, and that no other or

1

The Debtors in these Title III Cases, along with each Debtor’s respective Title III case number and the last four
(4) digits of each Debtor’s federal tax identification number, as applicable, are the (i) Commonwealth of Puerto
Rico (Bankruptcy Case No. 17-BK-3283- LTS) (Last Four Digits of Federal Tax ID: 3481); (ii) Puerto Rico
Sales Tax Financing Corporation (“COFINA”) (Bankruptcy Case No. 17-BK-3284-LTS) (Last Four Digits of
Federal Tax ID: 8474); (iii) Puerto Rico Highways and Transportation Authority (“HTA”) (Bankruptcy Case
No. 17-BK-3567-LTS) (Last Four Digits of Federal Tax ID: 3808); (iv) Employees Retirement System of the
Government of the Commonwealth of Puerto Rico (“ERS”) (Bankruptcy Case No. 17-BK-3566-LTS) (Last
Four Digits of Federal Tax ID: 9686); (v) Puerto Rico Electric Power Authority (“PREPA”) (Bankruptcy Case
No. 17- BK-4780-LTS) (Last Four Digits of Federal Tax ID: 3747); and (vi) Puerto Rico Public Buildings
Authority (“PBA”) (Bankruptcy Case No. 19-BK-5233-LTS) (Last Four Digits of Federal Tax ID: 3801) (Title
III case numbers are listed as Bankruptcy Case numbers due to software limitations).

2

All capitalized terms used but not defined herein shall have the meanings ascribed to such terms in the Motion.
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further notice is required; and the court having reviewed the Motion; and the Court having
determined that the legal and factual bases set forth in the Motion establish just cause for the
relief granted herein; and any objections to the relief requested in the Motion having been
withdrawn or overruled on the merits; and after due deliberation and sufficient cause appearing
therefor, IT IS HEREBY ORDERED THAT:
1.

The Motion is granted as set forth herein.

2.

The final sentence of Paragraph IV.A of Section IV (Disclosure Requirements) of

the Case Management Procedures is hereby clarified as follows (inserts are underlined and in
bold):
For the avoidance of doubt and for the purposes of these Title III
cases, compliance with Bankruptcy Rule 2019 includes disclosure of:
(i) all economic interests with respect to each Debtor in whose Title III
case the group, committee and/or entity has taken a position,4
including, without limitation, holdings of bonds categorized
according to Paragraph IV.F hereof (and making clear the identity
of the issuer and guarantor of bonds or other indebtedness),
unsecured claims, derivative interests, and (ii) the existence and
amount of any bond insurance or other credit protection, including by
a monoline insurer.
3.

Footnote 4 to Paragraph IV.A of Section IV of the Case Management Procedures

is hereby clarified as follows (inserts are underlined and in bold):
For the avoidance of doubt, a Rule 2019 Group takes a position in the
case of a Title III Debtor by appearing in such Debtor’s Title III case
or related adversary proceeding in any capacity, including by, among
other things, filing a Pleading, filing an informative motion, executing
a court-approved stipulation, filing a proof of claim, appearing at a
hearing before the Court, executing a plan support agreement or
similar restructuring agreement, or asserting any legal or factual
positions that would in any way impact the property or rights of the
Title III Debtor.
4.

Paragraph IV.E is hereby added to the Case Management Procedures, as follows:
Within fourteen (14) days of entry of the order approving these Case
Management Procedures, any Rule 2019(b) Group that filed one or
2
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more verified statements after May 31, 2019 and did not disclose the
information required by Paragraphs IV.A and IV.F hereof in such
verified statement(s) shall file an amended verified statement
reflecting any and all economic interests required to be disclosed
pursuant to Paragraphs IV.A and IV.E hereof as well as any material
changes in such economic interests that occurred at any time during
the period from May 31, 2019 through the date of the entry of the
order approving these Case Management Procedures.
5.

Paragraph IV.F is hereby added to the Case Management Procedures, as follows:
All disclosures of Commonwealth and PBA bonds shall be categorized
according to the chart below, with all other economic interests
(including unsecured claims and other types of bonds) listed
separately.
Series

Amount

Pre-2011 Commonwealth Bonds
2011 Commonwealth Bonds (D / E / PIB)
2011 Commonwealth Bonds (C)
2012 Commonwealth Bonds
2014 Commonwealth Bonds
Pre-2011 PBA Bonds
2011 PBA Bonds
2012 PBA Bonds

3
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This Court shall retain exclusive jurisdiction over all matters pertaining to the

implementation, interpretation, and enforcement of this Order.
Dated: March ___, 2020
____________________________________
HONORABLE LAURA TAYLOR SWAIN
UNITED STATES DISTRICT JUDGE

4
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Investment Firm Silver Point Capital Shows Interest in Government's
Debt
The firm is buying the debt that the government has with thousands of suppliers and other
unsecured creditors
Saturday, December 14, 2019
By Joanisabel González

While the mediation team suggested to Judge Laura Taylor Swain to allow to the Oversight
Board‟s litigation to invalidate part of the public debt, the fiscal organism and the government
could face another flank of problems: an investment firm willing to buy government‟s debt with
its suppliers.
About a week ago, the investment firm, Silver Point Capital, sent a letter to certain suppliers and
creditors of the government through which it expressed its interest in buying the debt that these
have failed to collect from the government and that would be cut as part of the adjustment plan.
The Committee of Unsecured Creditors (UCC) also received a communication to those effects.
According to the letter which El Nuevo Día had access to, the firm, which specializes in
bankruptcy and special situations, offers suppliers and similar creditors of the government more
than twice the amount that the Oversight Board proposed in the adjustment plan presented last
September.
“Presently, Silver Point is paying 6% (that is, six cents on the dollar) for claims. Our price is
based on the fact that the debtor‟s informative declaration (that is, of the Oversight Board and the
government) estimates a recovery on the (unsecured) claims of 1.8%”, states the letter signed by
Brian A. Jarmain.
Last October, El Nuevo Día revealed that the adjustment plan presented by the Oversight Board
proposes, at most, to pay thousands of suppliers, contractors, and people with favorable
judgments, just 1.8 cents on the dollar for the amount owed before the government‟s recourse to
Title III of PROMESA last May.
Within that class of unsecured creditors, identified by the number 27, the Oversight Board
estimated that the government owes about $5,566 million.
The Oversight Board‟s proposal suggests that, in the best-case scenario, the creditors of the class
would receive a total of $100 million, which would be the product of the recovery suits that the
Oversight Board has filed, if it prevails in court. Meanwhile, Silver Point‟s offer would amount
to $334 million.
According to former bankruptcy judge, Gerardo A. Carlo-Altieri, in recent years it has become
common practice that funds with capital and capacity to litigate in bankruptcy cases offer to buy
debtor‟s credits.
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“There are people who buy claims. There is an industry related to that. What was happened is
that, for some time, there are „hedge funds‟ that speculate on these larger bankruptcy cases, and
then, they are very aggressive during litigation”, explained Carlo-Altieri.
As per the former judge, if the fund is willing to pay more than the debtor proposes, it is solely
because it believes that it will receive a superior amount when the case is decided.
“These groups are ferocious in their approach to litigations and manage to double, triple, and
more, the benefits received. The typical case is Argentina where the benefit was more than
1,000%”, remembered Carlo-Altieri.
“They make life impossible for other creditors as well as for the debtor and, in the long run,
obtain a transaction or reach the highest court”, added Carlo-Altieri while indicating that Puerto
Rico has already had a taste of those practices with the challenge by Aurelius and other funds to
the constitutionality of the Oversight Board.
“What is not very common is to buy debt from suppliers or unsecured creditors because we are
talking about hundreds of thousands of claims in these cases”, said Carlo-Altieri.
Essentially, Silver Point‟s proposal is to liquidate what a government contractor has as an
uncollected account payable in its books.
Silver Point‟s letter notes that the firm has managed about $12 billion in claims and, since it is
one of the world‟s top 100 largest private inversion funds, it is eligible to classify as an
institutional investor. The letter also indicates that the firm began to operate in 2002; that its
founders – Edward A. Mule and Robert J. O’Shea – are experts in the matter and they
previously served as executives for Goldman Sachs.
The firm also bought credits in known bankruptcy cases, such as: Enron, WorldCom, Adelphia,
Lehman Brothers, Kmart, among others.
According to Carlo-Altieri, in this situation, each creditor should consider what is most
convenient for itself.
“The creditor has to analyze if it can wait for the case to be resolved and if it has the resources to
litigate”, he explained.
For the former judge the main challenge in these cases is that the individual creditors have little
financial depth or expertise to dispute its credit in court and, in most cases, the creditors‟
committees serve as the vehicle to recover what has not been paid. Also, in Puerto Rico‟s
adjustment plan, the estimated recovery figure is 1.8%, a quantity that could be reduced or
increased, once the document with which the government’s obligations are restructured is
modified.
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“The UCC has fought tremendously in this case, but it has not achieved much”, said CarloAltieri when adding that when dealing with such specialized attorneys with almost unlimited
resources, such as the ones granted to the Oversight Board and other bondholders, it is unlikely
that an individual may prevail.
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sábado, 14 de diciembre de 2019 - 12:00 AM
Por Joanisabel González

La propuesta de la firma de inversionistas Silver Point es convertir en liquidez lo que ahora un contratista del
gobierno tiene como una cuenta sin cobrar en sus libros. (GFR Media)

Mientras el equipo de mediación sugirió a la jueza Laura Taylor Swain que dé paso a los
litigios de la Junta de Supervisión Fiscal (JSF) para invalidar parte la deuda pública, el
organismo fiscal y el gobierno podrían encarar otro flanco de problemas: una
firma de inversiones dispuesta a comprar la deuda que el gobierno mantiene con
sus suplidores.
Desde hace aproximadamente una semana, la firma de inversiones Silver Point

2/25/2020, 3:21 PM
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Capital ha enviado una carta a ciertos suplidores y acreedores del gobierno,
expresando interés en comprar la deuda que estos no han logrado cobrar al
gobierno y que se recortaría como parte del plan de ajuste. El Comité de
Acreedores no Asegurados (UCC, en inglés) también habría recibido una
comunicación a esos efectos.

Según la carta a la que tuvo acceso El Nuevo Día, la firma especializada en bancarrota y en
situaciones especiales ofrece a los suplidores y acreedores similares del gobierno
puertorriqueño más de dos veces la cantidad que la JSF propuso en el plan de ajuste radicado
en septiembre pasado.
“Al presente, Silver Point está pagando 6% (es decir, seis centavos de dólar) por reclamaciones.
Nuestro precio descansa en el hecho de que la declaración informativa del deudor (es decir, de
la JSF y el gobierno) estima una recuperación en las reclamaciones (no aseguradas) de 1.8%”,
reza la carta firmada por Brian A. Jarmain.
En octubre pasado, El Nuevo Día reveló que el plan de ajuste propuesto por la JSF
propone, como máximo, pagar a miles de suplidores, contratistas y personas con
sentencias a su favor, apenas 1.8 centavos de dólar por lo adeudado antes de que el
gobierno se acogiera al Título III de Promesa en mayo pasado.
En esa clase de acreedores no asegurados, identificada con el número 27, la JSF estimó que el
gobierno adeuda unos $5,566 millones.
La propuesta de la JSF apunta a que, en el mejor de los casos, los acreedores de
esa clase recibirían en total unos $100 millones y ese dinero saldría de las
acciones de recobro que la JSF ha radicado, si prevalece en corte. Entre tanto, la
oferta de Silver Point supondría unos $334 millones.

Según el exjuez de Quiebras, Gerardo A. Carlo-Altieri, desde hace unos años, se ha vuelto
práctica común que fondos con capital y capacidad para litigar en casos de bancarrota, ofrezcan
comprar las acreencias de los deudores.

“Hay gente que se dedica a comprar reclamaciones. Hay una industria de eso. Lo que ha pasado
es que de un tiempo para acá, hay unos ‘hedge funds’ que especulan con estos casos grandes de
bancarrota y luego, son muy agresivos en los litigios”, explicó Carlo-Altieri.
De acuerdo con el jurista, si el fondo está dispuesto a pagar una suma superior a la
que propone el deudor es porque cree o apuesta que cobrará mucho más cuando
el caso se decida.
“Estos grupos son muy feroces en su acercamiento a los litigios y consiguen duplicar, triplicar y
mucho más a veces los beneficios. El caso típico es Argentina donde el beneficio fue de más de
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1,000%”, recordó Carlo-Altieri.

“Ellos le hacen la vida imposible a los demás acreedores y al deudor y a la larga
consiguen una transacción o llegan hasta el último de los foros en el tribunal”,
agregó Carlo-Altieri al indicar que Puerto Rico ya ha tenido un sabor de esas
prácticas con la impugnación de Aurelius y otros fondos a la constitucionalidad de
la JSF.

“Lo que no es muy común es que se compre deuda de suplidores o acreedores no asegurados
porque estamos hablando de cientos de miles de reclamaciones en estos casos”, dijo CarloAltieri.
En esencia, la propuesta de Silver Point es convertir en liquidez lo que ahora un contratista del
gobierno tiene como una cuenta sin cobrar en sus libros.
En la misiva de Silver Point, se destaca que la firma ha gestionado unos $12,000
millones en reclamaciones y que por tratarse de uno de los 100 fondos de
inversión privada más grandes del mundo, es elegible para clasificarse como un
inversionista institucional. Se indica además que la firma comenzó a operar en 2002; que
sus fundadores -Edward A. Mulé y Robert J. O’Shea- son expertos en la disciplina y que
antes se desempeñaron como ejecutivos para Goldman Sachs.
La firma habría comprado acreencias en sonados casos de bancarrota como:
Enron, WorldCom, Adelphia, Lehman Brothers y Kmart, entre otros.
De acuerdo con Carlo-Altieri, en este tipo de situación, cada acreedor debe considerar lo más
conveniente para sí.
“Ese acreedor tiene que analizar si puede esperar a que se resuelva el caso y si tiene los recursos
para litigar”, explicó.
Según el exjuez, el reto principal en estos grandes casos, es que los acreedores
individuales tienen poca profundidad financiera o pericia para disputar su
acreencia en el tribunal y en la mayoría de los casos, son los comités de acreedores, el
vehículo para recuperar loque no ha cobrado. Además en el caso del plan de ajuste de Puerto
Rico, la cifra de recuperación estimada es de 1.8%, una cifra que podría reducirse o aumentar,
una vez se modifique el documento con que se reestructurarán las obligaciones del gobierno.

“El UCC ha dado una pelea tremenda en este caso, pero no ha logrado mucho”, indicó CarloAltieri al agregar que cuando se lidia con baterías de abogados tan especializados y con recursos
casi ilimitados como los que tiene la JSF y los otros grupos de bonistas, es poco probable que un
individuo pueda prevalecer.
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Holders of Puerto Rico’s Early Vintage Constitutional Debt
Form New Group to Pursue an Equitable and Lawful
Restructuring
[27-February-2019]
The Lawful Constitutional Debt Coalition, which Consists of Holders of GO and PBA Bonds Issued Prior
to March of 2012, Will be a Commercial and Solutions-Oriented Stakeholder
Coalition Intends to Assert the Unquestionable Lawful Priority of Early Vintage Debt and Ensure PBA
Leases Are Properly Characterized
NEW YORK & SAN JUAN, PR--(BUSINESS WIRE)-- The Lawful Constitutional Debt Coalition (the
“Coalition” or “LCDC”), which represents certain holders of Puerto Rico’s General Obligation (“GO”) and
Public Buildings Authority (“PBA”) bonds issued prior to March of 2012 (collectively, “early vintage
constitutional debt”), today announced its formation.
Susheel Kirpalani of Quinn Emanuel Urquhart & Sullivan, LLP, in his capacity representing the LCDC,
added the following:
“The LCDC will be a commercial and solutions-oriented participant in the ongoing process to restructure
Puerto Rico’s constitutional debt. Our hope is that like-minded stakeholders and creditors will want to
collaborate with us to pursue a consensual restructuring agreement that respects both the unquestionable
lawful priority of early vintage constitutional debt and the PBA structure that has been in place since the
adoption of the territory’s constitution. We believe this outcome can yield meaningful debt relief for the
Commonwealth, accelerate the island’s economic recovery and ultimately restore capital markets access.
As we work towards this type of constructive resolution, our Coalition is committed to protecting the rights
of early vintage GO and PBA debt by ensuring its lawful priority status is respected.”
Quinn Emanuel Urquhart & Sullivan, LLP and Reichard & Escalera, LLC are serving as the LCDC’s legal
counsel, with Miller Buckfire & Company acting as the Coalition’s financial advisor.
About the LCDC
The LCDC consists of institutional holders of Puerto Rico’s GO and PBA bonds issued prior to March of
2012. The Coalition’s mission is to reach an equitable, economically-viable restructuring that respects the
lawful priority of early vintage constitutional debt and properly characterizes the PBA structure.
Cautionary Statement
This communication and accompanying material are not intended to represent a recommendation or
investment advice of any kind. Such content is not provided in a fiduciary capacity, may not be relied upon
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Puerto Rico
Thu 04/11/2019 15:40 PM

Lawful Constitutional Debt Coalition Takes Action to
Uphold the Indisputable Validity of the PBA and Show
How Puerto Rico’s Debt Limit was Actually Breached
[11-April-2019]
Files Pleadings, Including Notice of Participation in Ongoing Debt Limit Litigation to Disprove Claims
Against the PBA That Are Based on Strained Interpretations of Puerto Rico’s Constitution
Asserts That the PBA Serves an Important Public Purpose and was Validly Established by the
Commonwealth More Than 60 Years Ago
Explains That Payments Made from Commonwealth Funds on Account of Debt Guaranteed by the
Commonwealth, Such as PBA Bonds, Count Toward the Debt Limit
Contends That 2012 and 2014 GO Bonds Were Unlawfully Issued in Plain Violation of the Debt Limit, as
Actually Written, Resulting in No Protected Payment Priority Under PROMESA
NEW YORK & SAN JUAN, Puerto Rico--(BUSINESS WIRE)-- The Lawful Constitutional Debt
Coalition (the “Coalition” or “LCDC”), which includes certain holders of Puerto Rico’s General
Obligation (“GO”) and Public Buildings Authority (“PBA”) bonds issued prior to March of 2012
(collectively, “early vintage constitutional debt”), today filed its Notice of Participation in the legal action
initiated by the Special Claims Committee of the Financial Oversight and Management Board (“FOMB”)
and the Unsecured Creditors Committee (“UCC”) to invalidate GO bonds issued after March of 2012
(collectively, “late vintage GO bonds”). The Coalition also filed its response to the Ad Hoc Group of GO
Bondholders’ recent Conditional PBA Claims Objection.
Susheel Kirpalani of Quinn Emanuel Urquhart & Sullivan, LLP, in his capacity representing the LCDC,
added the following:
“We believe recent efforts to mischaracterize PBA debt are predicated upon a fundamental
misunderstanding of the public corporation’s history and a strained reading of Puerto Rico’s Constitution
that adds words that are not there while omitting words that are. Since the passage of the PBA Enabling
Act in 1958 by the Legislative Assembly, both the Commonwealth and every court that has reviewed the
matter have found that the PBA is not an arm of the central government, but rather a validly established
and separate entity. Indeed, numerous states have mirrored the PBA structure to design, construct, and
develop critical government buildings.
Language added to Puerto Rico’s Constitution in 1961 – after the PBA’s establishment – makes clear that
payments made by the central government ‘for principal and interest on account of any outstanding
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constitutional debt limit. Although the Commonwealth has guaranteed the principal and interest payments
on PBA bonds since 1968, prior administrations and their advisors improperly omitted payments made by
the central government on account of these guaranteed bonds. It is important to underscore, however, that
leases between the PBA and its tenants, including the Commonwealth itself, openly and appropriately
defined a portion of the Commonwealth’s payments as ‘Debt Service Rent,’ removing any doubt as to how
the central government should have accounted for those payments in the debt limit.
We look forward to demonstrating that Puerto Rico’s Constitution requires that payments made by the
central government for debt service on PBA bonds guaranteed by the Commonwealth be counted toward
the debt limit. Had the Constitution been faithfully applied, GO bonds and guarantees issued after March
of 2012 could not have been backed by the Commonwealth’s full faith and credit.”
About the LCDC
The LCDC consists of institutional holders of Puerto Rico’s GO and PBA bonds issued prior to March of
2012. The Coalition’s mission is to reach an equitable, economically-viable restructuring that respects the
lawful priority of early vintage constitutional debt and properly characterizes the PBA structure.
Cautionary Statement
This communication and accompanying material are not intended to represent a recommendation or
investment advice of any kind. Such content is not provided in a fiduciary capacity, may not be relied upon
for or in connection with the making of investment decisions, and does not constitute a solicitation of an
offer to buy or sell securities. All content has been provided for informational purposes only and, as such,
should not be construed as legal or investment advice and/or a legal opinion.
View source version on businesswire.com:
https://www.businesswire.com/news/home/20190411005827/en/
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Sun 06/16/2019 19:05 PM

Holders of Puerto Rico’s Valid Constitutional Debt Align
with Fellow Creditors and the Oversight Board on
Milestone Restructuring Agreement
[16-June-2019]
Plan Support Agreement Covering ~$35 Billion in Claims Establishes an Equitable Framework for the
Consensual Restructuring of ~$18 Billion in Constitutional Debt
Terms Provide for ~$8 Billion in GO and PBA Debt Reductions As Well As Baseline Haircuts of ~36%
for GO Bondholders
Parties Envision That a Critical Mass of Creditors Will Sign on To the Agreement, Which Positions
Puerto Rico to Accelerate its Exit From Bankruptcy
SAN JUAN, Puerto Rico & NEW YORK--(BUSINESS WIRE)-- The Lawful Constitutional Debt
Coalition (the “Coalition” or “LCDC”), which includes certain major holders of Puerto Rico’s General
Obligation (“GO”) and Public Buildings Authority (“PBA”) bonds issued prior to March of 2012, today
disclosed that three months of negotiations with the Financial Oversight and Management Board (the
“Oversight Board”) have resulted in a Plan Support Agreement (“PSA”) that establishes terms for the
consensual restructuring of more than $18 billion in GO and PBA debt. The Coalition’s members, who
have joined together to pursue a consensual restructuring that offers all creditors equitable outcomes, each
signed the PSA made public today. Other PSA signatories include members of the ad hoc group of
Qualified School Construction and Qualified Zone Academy bondholders.
Susheel Kirpalani of Quinn Emanuel Urquhart & Sullivan, LLP, in his capacity representing the LCDC,
commented:
“It is a very positive development for Puerto Rico that a cross-section of large bondholders has worked
with the Oversight Board to develop a consensual restructuring agreement that will accelerate the
Commonwealth’s exit from bankruptcy, respect the lawful priority of valid public debt, and help ultimately
restore capital markets access. The PSA forged by major stakeholders includes approximately $8 billion in
GO and PBA debt reduction while establishing a framework for reducing the Commonwealth’s total
funded debt and general unsecured claims by $23 billion. The terms also create an efficient path for
resolving disputes over the validity and priority of GO debt – one that will enable the Commonwealth to
save hundreds of millions of dollars per year in restructuring-related expenses upon exiting bankruptcy.
This agreement demonstrates that creditors with long-term investments and interests in Puerto Rico are
willing to make meaningful compromises intended to reignite capital formation and economic
development on the island. Under the terms, holders of valid GO bonds will accept baseline haircuts of
approximately 36%. When paired with recently announced consensual agreements with unions and
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speed up its exit from bankruptcy and achieve the type of revitalization that other municipal issuers have
realized following their bankruptcies.
Looking ahead, the LCDC is optimistic that like-minded creditors will sign on to the PSA disclosed today.
We believe this agreement’s terms provide all holders of GO and GO-guaranteed debt the opportunity to
realize equitable recoveries based on their relative priority and rights. We look forward to working
alongside constructive stakeholders to achieve confirmation and then consummation of a Plan of
Adjustment for the Commonwealth in the months to come.”
Please click here to access the documentation that has been made public as part of today’s disclosure. A
summary of the key terms provided under the PSA include:
Participating bondholders will receive a combination of new bonds and cash;
In aggregate, GO bondholders will receive a baseline recovery of approximately 64%1 ;
Ratable distributions for disputed bondholder claims will be placed in escrow;
Authority to litigate or settle existing “late vintage litigation” will be transferred to a litigation trust postconfirmation, and;
Litigation value of up to $1.4 billion will exist for the Commonwealth.
About the LCDC
The LCDC consists of institutional holders of Puerto Rico’s GO and PBA bonds issued prior to March of
2012. The Coalition’s mission is to reach an equitable, economically-viable restructuring that respects the
lawful priority of early vintage constitutional debt and properly characterizes the PBA structure. Quinn
Emanuel Urquhart & Sullivan, LLP and Reichard & Escalera, LLC are serving as the LCDC’s legal
counsel, with Miller Buckfire & Co, a Stifel company, acting as the Coalition’s financial advisor.
Cautionary Statement
This communication and accompanying material are not intended to represent a recommendation or
investment advice of any kind. Such content is not provided in a fiduciary capacity, may not be relied upon
for or in connection with the making of investment decisions, and does not constitute a solicitation of an
offer to buy or sell securities. All content has been provided for informational purposes only and, as such,
should not be construed as legal or investment advice and/or a legal opinion.
1 The

term “baseline recovery” refers to the recovery that GO bondholders would receive from the

allocated cash and bond currency if early vintage, 2012 and 2014 bondholders had full faith and credit
claims of equal priority.
View source version on businesswire.com:
https://www.businesswire.com/news/home/20190616005064/en/
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