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Overview of Q1 2019 
 
Another very good quarter for Miltonian clients.  Most of our performance came from the 
approval and exchange of COFINA bonds--plus momentum carried into other Puerto Rico bond 
names.  On the corporate debt side, there was a fierce rally in high yield corporate bonds 
following December’s selloff. We saw an uptick in bankruptcy filings which is typical for 
beginning of the year. Stress is appearing in middle market type high yield corporate names.  
This is welcome and gives us the opportunity to expand our restructuring book. 
 
We added a number of new credits in Q1 - and if you ever wondered what a bankrupt 
helicopter services company and a senior nursing care facility have in common -- well, read on.  
 
Finally, we included a short bonus note on PG&E here, because so many people have asked us 
about it. 
 
High Yield Municipal 
 
COFINA:  The highlight was far and away the approval of the COFINA plan of adjustment and 
issuance of new COFINA bonds in exchange for the old ones. Our clients saw 45-90% average 
returns on their holdings, depending upon when they came in to the trade. On the break, 
traders sold billions of their new COFINAs to a very hungry high yield muni market. The new 
COFINA have been added to the Bloomberg/Barclay’s high yield index, the industry benchmark, 
and the index is now 12% COFINA. The now-paying bonds were snapped up by HY Muni ETFs, 
mutual funds, and separately managed accounts. We expect two additional catalysts:  an 
investment grade rating, and an IRS taxable exemption ruling. We expect this will lead to 
another 100 bps spread tightening over the next 6-12 months. 
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PR GOs also got going, partly funded by cash from COFINA participants shifting into GO.  
There’s a lot of litigation surrounding PBA & GO, and a lot of jockeying and new alliances being 
formed to support/combat the latest Oversight Board claim -- that 2012 and later GOs are 
“illegal”.  This is a pretty preposterous theory1 but nonetheless, traders have shied away from 
those 2012s+ bonds in favor of pre-2011 PBA & GO. Regardless, the entire stack has rallied. 
Finally, just in the past week there were two other settlements announced: PREPA has a deal 
with more than 50% of its bondholders/insurers, and Puerto Rico Port Authority also 
announced a settlement. We hold PREPA bonds and those are contributing to Q2 performance.  
We had sold Ports bonds in the low 80s last year, and the deal was around 95. We left a little on 
the table, but given the long period of time, it’s just as well we sold out after a nearly 100% 
average gain. 
 

 
 
 

New Position:  CARMEL, Indiana Barrington/Mayflower Communities - Ch. 11 Restructuring 
 
We added a new restructuring muni name in the quarter: bonds connected to a senior living 
community in Carmel, Indiana. The community is named Barrington/Mayflower. 
 
These are unrated, nontaxable munis issued in 2012. There was only the 2012 issuance, simple 
debt stack. We purchased the bonds at $63, trading flat. However, November 2018 payment 
was made in full from reserve account. They may well pay the next payment in May 2019. 
Current debt service is $7.5 M annually, of that for 2019 is $6.6M interest and $1M principal. 
There is $7.6M in the reserve account. It’s likely these bonds will keep paying interest until the 
reserve runs out. 

                                                      
1 https://muninetguide.com/puerto-ricos-repudiation-of-general-obligation-bonds/ 
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The project is small, only about $112 Million of outstanding debt, so a limited supply of these 
bonds were available and are not currently available on the market. We were fortunate enough 
to spot the situation and act to analyze and make a decision quickly.   
 
Barrington/Mayflower is a non-profit senior care facility that provides services through end of 
life. The important point is that the BK will allow them to reject contracts and pursue a sale. 
They are at 93% occupancy, and yet cannot make their debt payments, mostly due to lower-
than-expected Medicaid reimbursements and a flawed model related to their not-for-profit 
status. Negotiations between bond trustee and the debtor failed, and the debtor was forced to 
file Chapter 11 to forestall a receivership action. 
 
The bond debt is secured by a mortgage on the facility (newly constructed in 2012) assignment 
of leases and rents, gross revenues and security agreement. The petition lists $96.5 Million in 
assets, and $151 Million in outstanding liabilities. The assets are the facility itself and the 
operating contracts. The remaining liabilities are unsecured.  We think the property & 
operation will be sold and feel confident that our entry point will provide a solid return. The 
bankruptcy is uncomplicated, and we expect an exit by the end of the year. 
 
High Yield Corporate Bonds 
 
Sold: First Energy Solutions We sold our Ch. 11 First Energy Solutions corporate bonds in 
February at around $85, for a 68.8% annualized return over a couple of years. We exited prior 
to the bankruptcy court passing judgment on the Plan of Adjustment. That ended up being 
lucky, as the judge declined to approve the plan on the first pass, citing the lack of 
accountability on First Energy (the parent) on the decommissioning of coal plants in FES’ plan. 
While we think the issue is solvable, it was nice not to have to deal with the hiccup.  
 
New Position:  New Albertson’s        
New Albertsons operates as a supermarket in the US. It is in the top three supermarkets, after 
Kroger and Safeway. Management has been doing a good job of turning around the business. 
Cash flow and EBITDA is improving.  Simultaneously they have reduced the principal debt 
balance, and refinanced the term loan and asset-backed facility. The company has also 
purchased bonds in the open market using cash on hand. Current leverage is about 5.0x, down 
from about 7.0x and management thinks they can get it below 4.0x in the next year or so. The 
company is currently private, but if they clean their capital structure, and lower the leverage, 
we could expect them to IPO. The bonds then would have equity cushion.  
 
New Position:  PHI, Inc. - Chapter 11 Restructuring 
PHI, Inc. is a helicopter services company. It filed Chapter 11 on March 14, 2019. The downturn 
in offshore drilling has been painful for helicopter services companies whose main business is 
servicing offshore oil rigs. Three other such companies have already filed bankruptcy in the past 
12 months. PHI had been under stress, and had a looming $500 Million bond maturity in March 
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2019.  It unsuccessfully negotiated with creditors for an extension / reprofiling of the debt, and 
finally filed in early March.   
 
One of the things that makes PHI attractive is that the company earns a significant portion of its 
revenues from emergency medical services, as well as on- and off-shore oil & gas fields. They 
have had soft revenues in oil & gas because of oil prices, and soft revenues in emergency 
medical services due to lower reimbursement rates for Medicaid.  (Oddly they have this in 
common with Barrington/Mayflower muni bonds.) 
A look at the operations shows that they are pretty much cash flow breakeven including 
interest, and have a solid ongoing business. But they just couldn’t get that $500M refi done.  
Like so many before them, they made an ill-advised acquisition (2017) and it cost them -- 
adding too much debt and too few “synergies”.  Why, why, why?  They would likely have been 
ok without it. 
 
Anyways, this is another a straightforward bankruptcy, with a pre-existing group of ad hoc 
bondholders to negotiate with. A disclosure has already been filed which proposes a debt for 
equity swap. Based upon our analysis of the liquidation value of the assets, we feel comfortable 
of a 30%+ return on our average entry price of $63.5. The debtor believes that it can exit by 
July, and we think that’s entirely possible. 
 
New Position:  Hexion, Inc. 
Good old Hexion. This company has been hanging around the CCC- space for a long, long time, 
slowly, slowly degrading. They announced a prepackaged Chapter 11 bankruptcy filing for 
several U.S.-based Hexion and affiliates, while the European plants are currently not in court.  
The company has had private equity owners involved for some time, and true to form had a 
tremendous amount of debt built up until it’s “no mas” moment. We are involved in the first 
lien bonds and will receive new bonds and equity. It’s a relatively safe route in a bankruptcy 
where the 2nd lien will get a poor return and the equity will be wiped out. Not the most 
courageous trade we’ve ever made, but should be good for a relatively quick return and exit. 
 
Bonus Note:  Pacific Gas & Electric, Inc. - The Chapter 11 with no Distressed Debt 
Many investors and prospects have asked us our view of the PG&E bankruptcy, and whether we 
have purchased the debt.  It’s a most unusual bankruptcy. The unsecured debt traded briefly 
down into the mid-80s, and is currently trading around in the 90s, the municipal debt around 
95. The DIP and secured are trading close to 100. In sum, the debt is not trading at distressed 
prices. Plant, property, plant and equipment are valued by the company at $60 Billion, and debt 
outstanding is $18 Billion.  Even with tremendous uncertainties and delay, it’s reasonable to 
expect that the unsecured debt will receive near-par recoveries. The problem is time. The 
company estimates two years for the bankruptcy process. It seems like a distressed debt pro 
should be able to get a higher return elsewhere. We’re a little bummed that the debt isn’t more 
exciting, and not interested at all in these prices. We have, however, spent a lot of time 
following this story, probably more than is justified. Our view is that the liabilities are much 
higher than the company is estimating, the CPUC will probably lower the allowed ROE in order 
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to encourage safety investment, and will also require billions more safety spending than is 
currently planned by the company. The judge in the current probation proceedings has already 
said he will prohibit any dividend payments until the company can prove it has truly improved 
its safety practices and is providing safe and reliable power. That will be a long, long way off.  
PG&E will be punished for its sins. We accept that there could be a large gain on equity 
positions at these prices, but the road will be long and tortuous, and that potential gain could 
be very far off. Even when PG&E exits bankruptcy, it will be shackled by various penalties. 
 
Looking Forward 
We expect more of the same for the remainder of 2019. We are focusing on smaller 
restructurings in relatively simple situations that aren’t crowded with big hedge funds. We are 
very happy with our progress this year to date and feel we have a solid, idiosyncratic portfolio 
that will continue to perform well this year. We continue to see restructuring in munis and 
corporates as the best return for our investor cash in the years to come.   
 
 
Robin Deshayes 
Alejandra Folguera PhD 
 


