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IN THE UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF PUERTO RICO

fnre PROMESA
THE FINANCIAL OVERSIGHT AND Title III
MANAGEMENT BOARD FOR PUERTO RICO, No. 17 BK 3283.LTS

as representative of (Jointly Administered)

THE COMMONWEALTH OF PUERTO RICO, et al.,

Debtors.

fnre PROMESA
THE FINANCIAL OVERSIGHT AND Title III

MANAGEMENT BOARD FOR PUERTO RICO, No. 17 BK 3284.LTS
as representative of

PUERTO RICO SALES TAX FINANCING
CORPORATION,

Debtor.

DISCLOSURE STATEMENT FOR THE
TITLE III PLAN OF ADJUSTMENT OF THE DEBTS
OF PUERTO RICO SALES TAX FINANCING CORPORATION

PROSKAUER ROSE LLP O’NEILL & BORGES LLC
Eleven Times Square 250 Muiioz Rivera Ave., Suite 800
New York, New York 10036 San Juan, PR 00918-1813
Telephone: (212) 969-3000 Telephone: (787) 764-8181
Facsimile: (212) 969-2900 Facsimile: (787) 753-8944

Attorneys for the Financial Oversight and Management Board
as Representative for the Puerto Rico Sales Tax Financing Corporation in its Title III Case

Dated: October 19, 2018
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THIS IS NOT A SOLICITATION OF VOTES ON THE PLAN OF ADJUSTMENT.
VOTES MAY NOT BE SOLICITED UNTIL THE TITLE III COURT HAS
APPROVED A DISCLOSURE STATEMENT. THIS DISCLOSURE STATEMENT IS
BEING SUBMITTED FOR APPROVAL, BUT HAS NOT YET BEEN APPROVED BY
THE TITLE III COURT. THE INFORMATION IN THIS DISCLOSURE
STATEMENT IS SUBJECT TO CHANGE. THIS DISCLOSURE STATEMENT IS
NOT AN OFFER TO SELL ANY SECURITIES AND IS NOT SOLICITING AN
OFFER TO BUY ANY SECURITIES.

IMPORTANT INFORMATION

THE PUERTO RICO OVERSIGHT, MANAGEMENT AND ECONOMIC
STABILITY ACT (“PROMESA”) PROVIDES THAT THE FINANCIAL OVERSIGHT
AND MANAGEMENT BOARD FOR PUERTO RICO (THE “OVERSIGHT BOARD”)
MAY TAKE ANY ACTION NECESSARY TO PROSECUTE THE TITLE III CASE OF
THE DEBTOR, INCLUDING FILING A TITLE III PETITION, SUBMITTING A PLAN
OF ADJUSTMENT FOR THE DEBTOR, AND OTHERWISE GENERALLY
SUBMITTING FILINGS IN RELATION TO THE TITLE IIT CASE. PROMESA ALSO
PROVIDES THAT ONLY THE OVERSIGHT BOARD MAY FILE A PLAN OF
ADJUSTMENT OF THE DEBTS OF THE DEBTOR. PROMESA REQUIRES THAT
THE PLAN OF ADJUSTMENT FOR THE TITLE III DEBTOR BE FILED IN ITS
TITLE IIT CASE TOGETHER WITH A DOCUMENT CALLED A DISCLOSURE
STATEMENT. THIS DOCUMENT IS THE DISCLOSURE STATEMENT FOR THE
PLAN OF ADJUSTMENT DESCRIBED HEREIN. THIS PROPOSED DISCLOSURE
STATEMENT INCLUDES CERTAIN EXHIBITS, EACH OF WHICH ARE
INCORPORATED INTO THIS DISCLOSURE STATEMENT AS IF SET FORTH IN
FULL HEREIN. THIS DISCLOSURE STATEMENT HAS BEEN PREPARED AND
FILED BY THE OVERSIGHT BOARD ON BEHALF OF THE PUERTO RICO SALES
TAX FINANCING CORPORATION (“COFINA”). ALL BANKRUPTCY CODE
PROVISIONS REFERENCED HEREIN ARE MADE APPLICABLE TO THIS TITLE III
CASE BY SECTION 301(a) OF PROMESA.

THE TITLE IIT COURT HAS REVIEWED THIS DISCLOSURE STATEMENT,
AND HAS DETERMINED THAT IT CONTAINS ADEQUATE INFORMATION
PURSUANT TO BANKRUPTCY CODE SECTION 1125(b) AND MAY BE SENT TO
YOU TO SOLICIT YOUR VOTE ON THE PLAN OF ADJUSTMENT.

ALL HOLDERS OF CLAIMS ENTITLED TO VOTE ON THE PLAN OF
ADJUSTMENT OR MAKE AN ELECTION THEREUNDER ARE ENCOURAGED TO
READ AND CAREFULLY CONSIDER THIS ENTIRE DISCLOSURE STATEMENT,
INCLUDING THE RISK FACTORS CITED HEREIN AND THE PLAN OF
ADJUSTMENT ATTACHED HERETO, BEFORE VOTING TO ACCEPT OR REJECT
THE PLAN OF ADJUSTMENT. SEE SECTION [VII], “CERTAIN RISK FACTORS TO
BE CONSIDERED.”
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THIS DISCLOSURE STATEMENT CONTAINS STATEMENTS THAT ARE
“FORWARD-LOOKING STATEMENTS” WITHIN THE MEANING OF CERTAIN
FEDERAL SECURITIES LAWS. ALL STATEMENTS CONTAINED HEREIN THAT
ARE NOT CLEARLY HISTORICAL IN NATURE ARE FORWARD-LOOKING AND
THE WORDS “ANTICIPATE,” BELIEVE,” “COULD,” “SHOULD,” “EXPECT,”
“ESTIMATE,” “FORECAST,” “INTEND,” “POTENTIAL,” “PROJECT,” “TARGET,”
AND SIMILAR EXPRESSIONS ARE GENERALLY INTENDED TO IDENTIFY
FORWARD-LOOKING STATEMENTS. ALL STATEMENTS CONTAINED IN THIS
DISCLOSURE STATEMENT, OTHER THAN STATEMENTS OF HISTORICAL FACT,
INCLUDING STATEMENTS ABOUT THE PLAN OF ADJUSTMENT, STRATEGIES,
PROSPECTS, AND EXPECTATIONS REGARDING FUTURE EVENTS AND
COFINA’S FINANCIAL PERFORMANCE, ARE FORWARD-LOOKING
STATEMENTS THAT INVOLVE CERTAIN RISKS AND UNCERTAINTIES. WHILE
THESE STATEMENTS REPRESENT THE DEBTOR’S CURRENT JUDGMENT ON
WHAT THE FUTURE MAY HOLD, AND THE DEBTOR BELIEVES THESE
JUDGMENTS ARE BASED UPON REASONABLE ASSUMPTIONS UNDER THE
CIRCUMSTANCES, THESE STATEMENTS ARE NOT GUARANTEES OF ANY
EVENTS OR FINANCIAL RESULTS, AND COFINA’S ACTUAL RESULTS MAY
DIFFER MATERIALLY. THE INFORMATION INCLUDED IN THIS DISCLOSURE
STATEMENT, INCLUDING THE FORWARD-LOOKING STATEMENTS AND
PROJECTIONS OF CERTAIN FINANCIAL DATA FOLLOWING CONSUMMATION
OF THE PLAN OF ADJUSTMENT, ARE MADE ONLY AS OF THE DATE OF THIS
DISCLOSURE STATEMENT, UNLESS OTHERWISE SPECIFIED. THE DEBTOR
UNDERTAKES NO OBLIGATION TO UPDATE PUBLICLY THE INFORMATION
CONTAINED IN THIS DISCLOSURE STATEMENT, INCLUDING ANY FORWARD-
LOOKING STATEMENTS, TO REFLECT NEW INFORMATION, FUTURE EVENTS
OR OTHERWISE, EXCEPT AS REQUIRED BY LAW. ALL FORWARD-LOOKING
STATEMENTS INVOLVE RISKS AND UNCERTAINTIES, MANY OF WHICH ARE
BEYOND COFINA’S CONTROL, WHICH MAY CAUSE ACTUAL RESULTS,
PERFORMANCE, OR ACHIEVEMENTS TO DIFFER MATERIALLY FROM
ANTICIPATED RESULTS, PERFORMANCE, OR ACHIEVEMENTS. THE DEBTOR
CANNOT GUARANTEE THAT PROJECTED RESULTS OR EVENTS WILL BE
ACHIEVED. FACTORS THAT COULD CAUSE COFINA’S ACTUAL RESULTS TO
BE MATERIALLY DIFFERENT FROM THE DEBTOR’S EXPECTATIONS INCLUDE
THOSE FACTORS DESCRIBED HEREIN UNDER SECTION [VII], “CERTAIN RISK
FACTORS TO BE CONSIDERED”. THE DEBTOR URGES HOLDERS OF CLAIMS
TO CONSIDER THESE FACTORS CAREFULLY IN EVALUATING THE FORWARD-
LOOKING STATEMENTS AND NOT TO PLACE UNDUE RELIANCE ON THESE
FORWARD-LOOKING STATEMENTS.

THE STATEMENTS AND OTHER INFORMATION CONTAINED IN THIS
DISCLOSURE STATEMENT WERE MADE AS OF THE DATE SET FORTH ON THE
COVER PAGE, UNLESS OTHERWISE SPECIFIED. HOLDERS OF CLAIMS
REVIEWING THIS DISCLOSURE STATEMENT SHOULD NOT INFER THAT THE
FACTS SET FORTH HEREIN ARE UNCHANGED SINCE THE DATE SET FORTH ON
THE COVER PAGE HEREOF. EACH HOLDER OF A CLAIM ENTITLED TO VOTE
ON THE PLAN OF ADJUSTMENT MUST RELY ON ITS OWN EVALUATION OF
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COFINA AND ITS OWN ANALYSIS OF THE TERMS OF THE PLAN OF
ADJUSTMENT IN DECIDING WHETHER TO ACCEPT OR REJECT THE PLAN OF
ADJUSTMENT.

A PLAN SUPPLEMENT CONTAINING DRAFT OR FINAL VERSIONS OF,
AMONG OTHER DOCUMENTS, | |, WILL BE FILED WITH THE
CLERK OF THE TITLE III COURT AS SOON AS PRACTICABLE (BUT IN NO
EVENT LATER THAN FIFTEEN (15) DAYS) PRIOR TO THE BALLOT DATE, OR ON
SUCH OTHER DATE AS THE TITLE III COURT ESTABLISHES. THE PLAN
SUPPLEMENT SHALL BE DEEMED INCORPORATED INTO AND PART OF THE
PLAN OF ADJUSTMENT AS IF SET FORTH THEREIN IN FULL.

THE DEBTOR IS PROVIDING THE INFORMATION IN THIS DISCLOSURE
STATEMENT SOLELY FOR PURPOSES OF SOLICITING HOLDERS OF CLAIMS
ENTITLED TO VOTE TO ACCEPT OR REJECT THE PLAN OF ADJUSTMENT.
NOTHING IN THIS DISCLOSURE STATEMENT MAY BE USED BY ANY PERSON
FOR ANY OTHER PURPOSE. THE CONTENTS OF THIS DISCLOSURE
STATEMENT SHALL NOT BE DEEMED AS PROVIDING ANY LEGAL, FINANCIAL,
SECURITIES, TAX, BUSINESS, OR OTHER ADVICE. THE DEBTOR URGES EACH
HOLDER OF A CLAIM TO CONSULT WITH ITS OWN ADVISORS WITH RESPECT
TO ANY SUCH LEGAL, FINANCIAL, SECURITIES, TAX, BUSINESS, OR OTHER
ADVICE IN REVIEWING THIS DISCLOSURE STATEMENT AND THE PLAN OF
ADJUSTMENT.

THE OVERSIGHT BOARD, AS COFINA’S TITLE IIIT DEBTOR
REPRESENTATIVE IN THIS TITLE III CASE PURSUANT TO PROMESA SECTION
315(b), HAS NOT AUTHORIZED ANY PARTY TO GIVE ANY INFORMATION
CONCERNING THE PLAN OF ADJUSTMENT OR COFINA, OR THE VALUE OF
COFINA’S PROPERTY, OTHER THAN AS SET FORTH IN THIS DISCLOSURE
STATEMENT OR THE DISCLOSURE STATEMENT ORDER. HOLDERS OF
CLAIMS SHOULD NOT RELY UPON ANY OTHER INFORMATION,
REPRESENTATIONS, WARRANTIES, OR INDUCEMENTS MADE TO OBTAIN
ACCEPTANCE OR REJECTION OF THE PLAN OF ADJUSTMENT.

THIS DISCLOSURE STATEMENT AND THE TITLE III COURT’S APPROVAL
OF THE ADEQUACY OF THIS DISCLOSURE STATEMENT DO NOT CONSTITUTE,
AND MAY NOT BE CONSTRUED AS, AN ADMISSION OF FACT, LIABILITY,
STIPULATION, OR WAIVER. FURTHER, THE TITLE III COURT’S APPROVAL OF
THE ADEQUACY OF THIS DISCLOSURE STATEMENT DOES NOT CONSTITUTE
THE TITLE III COURT’S CONFIRMATION OF THE PLAN OF ADJUSTMENT. THE
TITLE III COURT HAS SCHEDULED A HEARING ON JANUARY 16, 2019 TO
CONSIDER CONFIRMATION OF THE PLAN OF ADJUSTMENT UNDER THOSE
SPECIFIC BANKRUPTCY CODE PROVISIONS MADE APPLICABLE TO PROMESA
UNDER SECTION 301 AND UNDER SECTION 314 OF PROMESA, AS WELL.

NEITHER THE UNITED STATES SECURITIES AND EXCHANGE
COMMISSION NOR ANY FOREIGN OR STATE SECURITIES COMMISSION HAS
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APPROVED OR DISAPPROVED OF THE SECURITIES DESCRIBED HEREIN OR
THIS DISCLOSURE STATEMENT OR OPINED UPON THE ACCURACY OR
ADEQUACY OF THE STATEMENTS CONTAINED HEREIN. ANY
REPRESENTATION TO THE CONTRARY MAY BE A CRIMINAL OFFENSE.

NONE OF THE SECURITIES TO BE ISSUED TO HOLDERS OF ALLOWED
CLAIMS PURSUANT TO THE PLAN OF ADJUSTMENT WILL HAVE BEEN
REGISTERED WITH THE SECURITIES AND EXCHANGE COMMISSION UNDER
THE SECURITIES ACT OF 1933, AS AMENDED, OR UNDER ANY STATE “BLUE
SKY” LAWS, AND SUCH SECURITIES WILL BE ISSUED IN RELIANCE UPON
EXEMPTIONS FROM THE REGISTRATION REQUIREMENTS OF THE
SECURITIES ACT AND EQUIVALENT STATE LAWS.

THE DEBTOR RECOMMENDS POTENTIAL RECIPIENTS OF COFINA
BONDS (AS DEFINED HEREIN), AMBAC CERTIFICATES (AS DEFINED HEREIN),
NATIONAL CERTIFICATES (AS DEFINED IN THE PLAN), OR ASSURED
CERTIFICATES (AS DEFINED IN THE PLAN OF ADJUSTMENT), AS APPLICABLE,
TO BE ISSUED PURSUANT TO THE PLAN OF ADJUSTMENT CONSULT THEIR
OWN ADVISORS CONCERNING ANY RESTRICTIONS ON HOLDING OR THE
TRANSFERABILITY OF SUCH SECURITIES, OR ANY OTHER POTENTIAL
CONSEQUENCE OF HOLDING SUCH SECURITIES.

THE TAX CONSEQUENCES OF THE PLAN OF ADJUSTMENT TO HOLDERS
OF CLAIMS ARE COMPLEX, AND DEPEND IN PART ON BOTH THE TYPE OF
CLAIM HELD AND THE INDIVIDUAL CIRCUMSTANCES OF EACH HOLDER OF A
CLAIM. THE DEBTOR RECOMMENDS THAT ALL HOLDERS OF CLAIMS
CONSULT THEIR OWN RESPECTIVE TAX ADVISORS CONCERNING THE U.S.
FEDERAL, STATE, TERRITORIAL (INCLUDING PUERTO RICO), LOCAL AND
NON-U.S. TAX CONSEQUENCES OF THE PLAN OF ADJUSTMENT IN THEIR
RESPECTIVE INDIVIDUAL CIRCUMSTANCES.

THIS DISCLOSURE STATEMENT SUMMARIZES CERTAIN PROVISIONS OF
THE PLAN OF ADJUSTMENT, CERTAIN OTHER DOCUMENTS, AND CERTAIN
FINANCIAL INFORMATION RELATING TO COFINA. THE DEBTOR BELIEVES
THESE SUMMARIES ARE FAIR AND ACCURATE. NO OTHER PARTY,
INCLUDING OTHER PARTIES TO THE AMENDED PSA, MAKES ANY
REPRESENTATION AS TO THE FAIRNESS OR ACCURACY OF THESE
SUMMARIES OR THE DESCRIPTIONS OF PARTIES’ LEGAL RIGHTS AND
REMEDIES CONTAINED HEREIN. IF THERE IS ANY INCONSISTENCY OR
DISCREPANCY BETWEEN A DESCRIPTION CONTAINED IN THIS DISCLOSURE
STATEMENT AND THE TERMS AND PROVISIONS OF THE PLAN OF
ADJUSTMENT OR ANY OF THE OTHER DOCUMENTS OR FINANCIAL
INFORMATION REFERENCED HEREIN, THE TERMS AND PROVISIONS OF THE
PLAN OF ADJUSTMENT, OR SUCH OTHER DOCUMENT OR FINANCIAL
INFORMATION, AS APPLICABLE, SHALL GOVERN FOR ALL PURPOSES.
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THE DEBTOR RESERVES THE RIGHT TO AMEND, MODIFY, OR
WITHDRAW THE PLAN OF ADJUSTMENT AT ANY TIME, IN ACCORDANCE
WITH THE TERMS OF THE AMENDED PSA, THE PLAN OF ADJUSTMENT AND
PROMESA TITLE III.
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I. Introduction

THE FOLLOWING STATEMENTS IN THIS SECTION I ARE QUALIFIED IN
THEIR ENTIRETY BY THE MORE DETAILED INFORMATION AND FINANCIAL
INFORMATION CONTAINED ELSEWHERE IN THIS DISCLOSURE STATEMENT
AND IN THE PLAN OF ADJUSTMENT AND THE EXHIBITS TO EACH.

Pursuant to section 1125 of title 11 of the United States Code (the “Bankruptcy Code™),
made applicable to Title Il of PROMESA pursuant to section 301(a) of PROMESA, the
Financial Oversight and Management Board for Puerto Rico (the “FOMB” or the “Oversight
Board”),' submits this disclosure statement (the “Disclosure Statement”) to all holders of
Claims® against COFINA in connection with (i) the solicitation of acceptances or rejections of
the proposed Title IIl Plan of Adjustment of the Debts of Puerto Rico Sales Tax Financing
Corporation [ECF No. ] (the “Plan of Adjustment”), dated October [12], 2018, and (ii) the
hearing on confirmation of the Plan of Adjustment (the “Confirmation Hearing”’) scheduled for
January 16, 2019 at [9:30 a.m.] (prevailing Atlantic Time).

To the extent any inconsistencies exist between this Disclosure Statement, the Amended
PSA (defined below), the Term Sheet, and the Plan of Adjustment, the Plan of Adjustment will
govern.

This Disclosure Statement includes the following exhibits and supplements (collectively,
the “Disclosure Statement”):

e The Plan of Adjustment, together with its exhibits (Exhibit A);

e The Amended and Restated Plan Support Agreement, dated September 20, 2018 (Exhibit
B);

e The Scheduled Amortization and Certain Other Terms of COFINA Bonds (Exhibit C);
e The certified COFINA Fiscal Plan (Exhibit D);

¢ Audited Financial Statements for COFINA for the Year Ended June 30, 2015 (Exhibit E);
and

e [A schedule of Existing Securities listed by CUSIP and class, as determined prior to
elections made pursuant to the Plan of Adjustment (Exhibit F).]

! The Oversight Board submits this Disclosure Statement in Case No. 17-BK-3284-LTS, as the Title III debtor
representative of the Puerto Rico Sales Tax Financing Corporation (“COFINA”) in its Title III Case, in
accordance with PROMESA section 315(b) (the Oversight Board, in its capacity as representative of COFINA, is
referred to as the “Debtor™).

* (apitalized terms used but not defined in this Disclosure Statement have the respective meanings given to them in
the Plan of Adjustment.
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On June 30, 2016, the Oversight Board was established under section 101(b) of
PROMESA. On August 31, 2016, President Barack Obama appointed the seven (7) members of
the Oversight Board pursuant to section 101(e) of PROMESA. On May 5, 2017, the Oversight
Board issued a restructuring certification pursuant to sections 104(j) and 206 of PROMESA and,
at the request of the Governor, filed a voluntary petition for relief for COFINA pursuant to
section 304(a) of PROMESA in the United States District Court for the District of Puerto Rico
(the “Title III Court”), commencing a case under Title III of PROMESA (the “Title IIT Case™).
On [October 19], 2018, the Debtor filed the [Puerto Rico Sales Tax Financing Corporation’s
Motion for Order (I) Approving Notice of Disclosure Statement Hearing; (II) Approving
Disclosure Statement; (IIl) Fixing Voting Record Date; (IV) Scheduling Plan Confirmation
Hearing and Approving Form and Manner of Related Notice and Objection Procedures; (V)
Approving Solicitation Packages and Procedures for the Distribution Thereof; (VI) Approving
Forms of Ballots and Voting Procedures; (VII) Fixing Voting Deadline; and (VIII) Approving
Vote Tabulation Procedures] with the Title III Court [ECF No. ] (the “Disclosure Statement
Approval Motion”). On [October 19], 2018, the Debtor filed the Plan of Adjustment [ECF No.

1

The Oversight Board also filed a voluntary petition for relief for the Commonwealth in
the Title III Court (the “Commonwealth Title IIT Case”). While the Commonwealth Title III
Case is distinct from COFINA'’s Title III Case, both cases are related and raise certain similar
issues. Most notably, there is a dispute between the Commonwealth and COFINA regarding
ownership of the sales and use taxes purportedly transferred by the Commonwealth to COFINA
to secure payment of certain indebtedness of COFINA (the “Commonwealth-COFINA

Dispute”).

Concurrently with the Debtor’s filing of the Plan of Adjustment, on October [15], 2018],
the Oversight Board, in its capacity as the representative of the Commonwealth of Puerto Rico
(the “Commonwealth”), filed in the Commonwealth Title III case the [ Commonwealth of Puerto
Rico’s Motion Pursuant to Bankruptcy Rule 9019 for Order Approving Settlement Between
Commonwealth of Puerto Rico and Puerto Rico Sales Tax Financing Corporation] [ECF No.
~, Case No. 17-3283] (the “Settlement Motion™), seeking an order of the Title III Court
approving the compromise and settlement of the Commonwealth-COFINA Dispute, described
further in Section [IILE.1, “The Commonwealth-COFINA Dispute and the Lex Claims
Litigation”] of this Disclosure Statement. On [ ], 2018, the Title III Court issued the
[Disclosure Statement Order] approving the Disclosure Statement. APPROVAL OF THIS
DISCLOSURE STATEMENT DOES NOT, HOWEVER, CONSTITUTE A
DETERMINATION BY THE TITLE III COURT AS TO THE FAIRNESS OR MERITS
OF THE PLAN OF ADJUSTMENT. THE TITLE III COURT WILL CONSIDER
CONFIRMATION OF THE PLAN OF ADJUSTMENT AT THE CONFIRMATION
HEARING SCHEDULED FOR JANUARY 16, 2019 AT [9:30 A.M.] (PREVAILING
ATLANTIC TIME).

The Confirmation Hearing may be adjourned or continued from time to time. Therefore,
parties in interest should check the online docket at https://cases.primeclerk.com/puertorico to
confirm the latest scheduled date and time of the Confirmation Hearing.
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The Debtor is furnishing this Disclosure Statement as the proponent of the Plan of
Adjustment pursuant to Bankruptcy Code section 1125 and in connection with the solicitation of
votes to accept or reject the Plan of Adjustment, as it may be amended or supplemented from
time to time in accordance with Title III and the Federal Rules of Bankruptcy Procedure (the
“Bankruptcy Rules”), as made applicable to Title III pursuant to section 310 of PROMESA.

This Disclosure Statement provides the information required by Bankruptcy Code section
1125 and summarizes the Plan of Adjustment, COFINA’s operations, its financial condition,
including the certified fiscal plan, financial projections, as well as other related matters,
including the treatment of holders of Claims against COFINA. This Disclosure Statement also
describes certain potential federal and Puerto Rico income tax consequences to holders of
Claims, voting and distribution election procedures, and the confirmation process.

A ballot for the acceptance or rejection of the Plan of Adjustment (a “Ballot”) and/or a
notice of election of distributions under the Plan of Adjustment (an “Election Notice”) is
enclosed with the copy of this Disclosure Statement distributed to the holders of Claims in the
Classes that are entitled either to vote to accept or reject the Plan of Adjustment and/or elect the
form of distribution it will receive under the Plan of Adjustment. The Ballot includes
information regarding the voting deadlines and detailed instructions for voting to accept or reject
the Plan of Adjustment. The Election Notice includes information regarding the election
deadline and detailed instructions for making an election of the form of distribution to be
received under the Plan of Adjustment. Before voting and/or making the applicable election,
each holder of a Claim entitled to vote and/or make an election should read this Disclosure
Statement (including the exhibits and documents incorporated by reference herein) and the
instructions accompanying the Ballot and Election Notice. These documents contain, among
other things, important information concerning the classification of Claims for voting and
tabulation of votes. No solicitation of votes on the Plan of Adjustment may be made except
pursuant to this Disclosure Statement, as it may be amended, and the Disclosure Statement Order
and Bankruptcy Code section 1125. In voting on the Plan of Adjustment or making an election,
the holder of a Claim should rely solely on the information relating to COFINA contained or
incorporated by reference in this Disclosure Statement and the Plan of Adjustment, including the
exhibits attached to these documents.

THE PLAN OF ADJUSTMENT IS THE PRODUCT OF SUBSTANTIAL
NEGOTIATIONS AND REFLECTS VARIOUS SETTLEMENTS AND
COMPROMISES, AMONG THE DEBTOR, AAFAF, CERTAIN SIGNIFICANT
HOLDERS OF SENIOR COFINA BOND CLAIMS, BOND INSURERS (AMBAC,
NATIONAL, AND ASSURED), CERTAIN SIGNIFICANT HOLDERS OF JUNIOR
COFINA BOND CLAIMS, AND BONISTAS DEL PATIO, INC. (AN ORGANIZATION
ADVOCATING FOR THE INTERESTS OF LOCAL BONDHOLDERS). THE
DEBTOR, AAFAF, CERTAIN SIGNIFICANT HOLDERS OF SENIOR COFINA
BOND CLAIMS, AMBAC, NATIONAL, ASSURED, CERTAIN SIGNIFICANT
HOLDERS OF JUNIOR COFINA BOND CLAIMS, AND BONISTAS BELIEVE THE
PLAN OF ADJUSTMENT REPRESENTS A FAIR AND REASONABLE OUTCOME
FOR ALL CREDITORS OF COFINA AND, THEREFORE, CONFIRMATION OF
THE PLAN OF ADJUSTMENT IS IN THE BEST INTERESTS OF COFINA AND ITS
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CREDITORS. THE DEBTOR, AAFAF, CERTAIN SIGNIFICANT HOLDERS OF
SENIOR COFINA BOND CLAIMS, AMBAC, NATIONAL, ASSURED, CERTAIN
SIGNIFICANT HOLDERS OF JUNIOR COFINA BOND CLAIMS, AND BONISTAS
RECOMMEND THAT YOU VOTE TO ACCEPT THE PLAN OF ADJUSTMENT.

FOR THE AVOIDANCE OF DOUBT, THIS DISCLOSURE STATEMENT IS
DISTRIBUTED SOLELY ON BEHALF OF THE DEBTOR, AND SOME OF THE
STATEMENTS HEREIN MAY BE DISPUTED BY CERTAIN CREDITORS,
INCLUDING, WITHOUT LIMITATION, STATEMENTS REGARDING THE
INTERPRETATION OF PROMESA AND RIGHTS AND REMEDIES OF COFINA,
HOLDERS OF SENIOR COFINA BOND CLAIMS, HOLDERS OF JUNIOR COFINA
BOND CLAIMS, AND MONOLINE INSURERS. EXCEPT AS OTHERWISE
EXPRESSLY PROVIDED HEREIN, THE VIEWS EXPRESSED IN THIS
DISCLOSURE STATEMENT ARE THE VIEWS OF THE DEBTOR ONLY AND MAY
NOT BE ATTRIBUTED TO ANY OF THE SETTLEMENT PARTIES OR ANY
OTHER PARTY.?

A. PROMESA Title ITII: An Overview

Confirmation of a Title III plan of adjustment by the Title III Court binds the debtor, any
issuer of securities under the plan of adjustment, any person acquiring property under the plan of
adjustment, and any creditor of the debtor. Subject to certain limited exceptions, the order
confirming a plan discharges a debtor from any debt that arose prior to the date of confirmation
of the plan and substitutes therefor the applicable obligations specified under the confirmed plan
of adjustment.

The Title III Court will confirm a plan of adjustment if it satisfies both section 314(b) of
PROMESA and the incorporated subsections of Bankruptcy Code section 1129, which are
further discussed in Section [VI.C, “Requirements for Confirmation of the Plan of Adjustment”]
of this Disclosure Statement. Among other things, section 314(b) requires that (i) the plan of
adjustment comply with the provisions of PROMESA and the applicable provisions of the
Bankruptcy Code, (ii) all the required legislative, regulatory, or electoral approvals necessary to
carry out any provision of the plan of adjustment shall have been obtained, or such provision is
conditioned upon such approval, (iii) the plan of adjustment is feasible and in the best interests of
creditors, and (iv) the plan of adjustment is consistent with the applicable fiscal plan certified by
the Oversight Board under PROMESA Title II. On [October 18, 2018], pursuant to section
104(j) of PROMESA, the Oversight Board certified the submission of the Plan of Adjustment.
Section 314(b) of PROMESA requires that the Title III Court make an independent
determination of whether the Plan of Adjustment is consistent with the applicable fiscal plan.

While the Debtor believes all classes of Claims should vote to accept the Plan of
Adjustment, the Plan of Adjustment may be “crammed down” on non-accepting creditors.

3 While the PSA Parties support the Plan of Adjustment and the Settlement, except as otherwise expressly provided
herein, including with respect to the information provided by applicable bond insurers (Ambac, National, and
Assured) in Article [X] of this Disclosure Statement, the view expressed in this Disclosure Statement are not the
views of the PSA Parties, including AAFAF.
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Bankruptcy Code section 1129(b)(1) provides that if all of the applicable requirements of section
1129(a) (including the requirement that at least one impaired class accepts the plan of
adjustment) other than class acceptance (as provided in section 1129(a)(8)) are met with respect
to a plan of adjustment, the Title III Court, on request of the proponent, shall confirm the plan of
adjustment if it does not discriminate unfairly and is fair and equitable with respect to each class
of claims or interests that is impaired under and has not accepted the plan of adjustment.

B. Summary of Key Components of COFINA’s Plan of Adjustment

The Debtor submits that the Plan of Adjustment maximizes the value of COFINA’s
assets for the benefit of its creditors, and that any alternative to confirmation of the Plan of
Adjustment would result in significant delays, litigation, lost value, and additional costs.

The Debtor also believes the Plan of Adjustment’s contemplated restructuring is feasible
and in the best interests of COFINA’s creditors. If the Plan of Adjustment were not to be
confirmed, COFINA’s options would be either for the Debtor to propose an alternate Title III
plan of adjustment or for the Title IIl Case to be dismissed, in which event, multi-party,
multifaceted litigation would likely ensue, as holders of claims compete for the limited resources
available to pay those claims.

The following overview summarizes certain key components of the Plan of Adjustment.
The overview is qualified in its entirety by the full text of the Plan of Adjustment.

1. Implementation of Settlement Agreement

The Oversight Board, COFINA, the Puerto Rico Fiscal Agency and Financial Advisory
Authority (“AAFAF”), certain holders of Senior COFINA Bond Claims, Ambac Assurance
Corporation (“Ambac”), National Public Finance Guarantee Corporation (“National”), certain
holders of Junior COFINA Bond Claims, Assured Guaranty Municipal Corp. (““Assured”), and
Bonistas del Patio, Inc. (“Bonistas™) (collectively, the “Settlement Parties”) have engaged in
extensive communications regarding the Plan of Adjustment process, and participated in an
extensive Title III Court-authorized mediation process in a concerted effort to resolve their
existing and potential disputes, including the Commonwealth-COFINA Dispute. These efforts
culminated in the entry into a Plan Support Agreement and Term Sheet, dated August 29, 2018
(the “Original PSA”), among the Settlement Parties, outlined in the terms of the Plan of
Adjustment. Key provisions of the Original PSA incorpora