
March 28, 2017

Bu t l e r Sn o w

Jose B. Carrion III 
Andrew G. Biggs 
Carlos M. Garcia 
Arthur J. Gonzalez 
Jose R. Gonzalez 
Ana J. Matosantos 
David A. Skeel, Jr.
Elias Sanchez

Dear Members of the Oversight Board:

As you know, Financial Guaranty Insurance Company (“FGIC”) provides financial 
guaranty insurance covering in excess of $1.14 billion in principal amount of bonds outstanding 
and issued by the Commonwealth of Puerto Rico (the “Commonwealth”) and various 
Commonwealth instrumentalities. FGIC insures the Commonwealth’s general obligation bonds 
and bonds guaranteed by the Commonwealth (“GO Bonds”), and bonds issued by the Puerto 
Rico Highways and Transportation Authority, the Puerto Rico Convention Center District 
Authority, and the Puerto Rico Infrastructure Financing Authority (the “Agency Bonds”).

On March 13, 2017, you certified the Fiscal Planjor Puerto Rico (the “Fiscal Plan”). 
FGIC shares the concerns regarding the Fiscal Plan raised in the letter dated March 27, 2017 
from Paul Weiss Rilkind Wharton & Garrison as counsel to the GO Group; Kramer Fevin 
Naftalis & Frankel FTP as counsel to the Major COFINA Bondholders; and, Cadwalader
Wickersham & Taft as counsel to Assured Guaranty Corp. and Assured Guaranty Municipal

Corp (the “Petitioning Creditors’ Letter”). FGIC likewise calls upon you to provide the 
information requested in the Petitioning Creditors’ Letter concerning the Fiscal Plan and to 
address the deficiencies identified therein.

FGIC’s Positions

FGIC has brought litigation1 challenging the Commonwealth’s diversion of collateral 
that secures the Agency Bonds. Taxes and revenues pledged to secure the payment of the

1 See generally Financial Guaranty Insurance Company v. Garcia Padilla, et al., in the United States District Court for the 
District of Puerto Rico; Cause No. 16-1095 (January 19, 2016).
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Agency Bonds may only be clawed back2 3 if and to the extent necessary to pay “public debt,” i.e., 
GO Bonds, that would remain unpaid after all available resources are first applied to pay the 
same. Amounts which are clawed back may not be applied to pay any other expenses of the 
Commonwealth. FGIC and other holders and insurers of Agency Bonds contend that the 
diversion of collateral securing the Agency Bonds is illegal. Therefore, the Fiscal Plan violates 
Sections 201(b)(l)(M) and (N) of PROMESA by transferring such revenues to the 
Commonwealth and failing to respect the lawful liens and priorities relating thereto.

The GO-COFINA dispute raised in the Lex Claims litigation* must be addressed in 
advance of or as part of any meaningful negotiations among the Oversight Board, the 
Commonwealth, and creditors. The Puerto Rico Constitution provides that, when available 
resources are insufficient to cover all of the Commonwealth’s obligations, GO Bonds shall be 
paid first. (P.R. Const. Art. VI, Sec. 8.). The Commonwealth’s continued funding of COFINA4 
while it simultaneously defaults on its obligations to pay GO Bonds not only violates the Puerto 
Rico Constitution, it also violates PROMESA. The COFINA tax revenues are “available 
resources” subject to being clawed back for payment of GO Bonds, notwithstanding any 
language in the COFINA Act, bond documents or otherwise.

Indeed, the validity of the COFINA structure is also at issue here, among other things: 
(a) the COFINA Act purports to suspend or surrender the Commonwealth’s taxing power in 
violation of the Puerto Rico Constitution; (b) the COFINA bonds were issued after the 
Commonwealth exceeded the debt limitation imposed by the Puerto Rico Constitution; and (c) 
COFINA diverts general tax revenues. These issues and those raised in greater detail in the 
Petitioning Creditors’ Letter must be addressed going forward, either in a Title VI modification 
or a Title III proceeding.

***

2 Section 8 of Article VI of the Commonwealth’s Constitution provides, “In case the available revenues including 
surplus for any fiscal year are insufficient to meet the appropriations made for that year, interest on the public debt 
and amortization thereof shall first be paid, and other disbursements shall thereafter be made in accordance with the 
order of priorities established by law.”
3 Lex Claims, I.LC, et al. v. The Commonwealth ojPuerto Rico, et al., in the United States District Court lor the District of 
Puerto Rico; Cause No. 16-2374. On March 16, 2017, FGIC moved to intervene as a plaintiff in the Lex Claims 
litigation.
+ Corporacion del Rondo de Interes Apremiante de Puerto Rico or, in English, Puerto Rico Sales fax Financing Corporation, 
hereinafter, “COFINA” codified at the Dedicated Sales Tax Fund Act, Act No. 91 of 2006, as amended, the 
“COFINA Act."
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FGIC joins the Petitioning Creditors in respectfully requesting the opportunity to 
immediately discuss the foregoing issues and those raised in the Petitioning Creditors’ Letter 
with the Oversight Board and the Government of Puerto Rico. FGIC is committed to 
thoughtful consideration of all points of view, good faith negotiations, and a resolution that is 
fair for all parties.

Very truly yours,

Bu t l e r  Sn o w  LLP

as counsel to and on behalf of FGIC

cc: Andrew N. Rosenberg
Thomas Moers Mayer 
Mark C. Ellenberg
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