
Iain, DSI has its own interest in preserving its secured indemnity interest against REL.  This is true whether or not 
MF 08 separately seeks to obtain priority over the Exchange Noteholders as an unsecured creditor vs. a 
subordinated creditor or whether MF 08 chooses to object to the Exchange Noteholder claims on the grounds 
same should be entirely disallowed (the result if I am correct re the application of the CA Corp Code to the 
Exchange Noteholder claims given the now bankrupt status of REL). 

As long as DSI is exposed to the risk of litigation from anyone, DSI will act to maximize the extent of its secured 
indemnity rights against REL to the fullest extent possible.  

On Tue, Feb 14, 2012 at 6:59 AM, Iain A. Macdonald <Iain@macdonaldlawsf.com> wrote:

Bill—I got your message Friday on this—we are talking to Jeff Krause about resolution and don’t intend to 
litigate this issue; not necessary for you to carry the banner for MF08.--Iain

From: William McGrane [mailto:william.mcgrane@mcgranellp.com] 
Sent: Monday, February 13, 2012 6:00 PM
To: Jeffrey C. Krause
Cc: Allan Cone; Amy Potter; Andrew S. Friedman; Barbara Hamrick; Barbara Suzanne Farley; Bill Brandt; Bob 
Cross; Carey James; Cecily A. Dumas; Charles R. Gibbs; Craig C. Daniel; David Weitman; Deborah Kurtin; 
Dixon Collins; Edward Swanson; Edwin Blue; Elliott Abrams; Eric D. Madden; Gary M. Kaplan; Gene Rapp; 
Geoffrey Berman; George F. McElreath; Holland N. O'Neil; Iain A. Macdonald; Ilana S. Rubel; Jay Pomerantz; 
John E. Garda; John Shaeffer; Jones, Gregory K.; Kathryn A. Honecker; Kyle Everett; Laurel Headley; Linda 
Reilly; Lisa Kran; Lisa M. Lucas; Margaret H. McGee; Mark A. Chavez; Merle Meyers; Michael P. Cooley; 
Nance F. Becker; Neary, William (USTP); Null, Gary G.; Pearl L. Tom; Peter H. Bonis; Randall B. Aiman-Smith; 
Reed W. L. Marcy; Richard E. Brown; Robert Brower; Ron Nahas; Ryan G. Cole; Sherratt Reicher; Stephen A. 
Goodwin; Steve Fong; Tracy Green; Tyler A. Baker; Virgil Ochoa; William Bachrach; William F. King; William G. 
Fairbourn
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From: William McGrane <william.mcgrane@mcgranellp.com>
To: Iain A. Macdonald <Iain@macdonaldlawsf.com>
Cc: Allan Cone <conelaw@comcast.net>; Amy Potter <apotter@gfattorneys.com>; Andrew S. Friedman 

<afriedman@bffb.com>; Barbara Hamrick <hamrick.barbara@yahoo.com>; Barbara Suzanne Farley 
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Elliott Abrams <elliott@eabramslaw.com>; Eric D. Madden <emadden@diamondmccarthy.com>; Gary M. Kaplan 
<gkaplan@fbm.com>; Gene Rapp <generapp@aol.com>; Geoffrey Berman <gberman@dsi.biz>; George F. 
McElreath <george.f.mcelreath@usdoj.gov>; Holland N. O'Neil <honeil@gardere.com>; Iain Macdonald 
<mac@macdonaldlawsf.com>; Ilana S. Rubel <irubel@fenwick.com>; Jay Pomerantz <jpomerantz@fenwick.com>; 
Jeffrey C. Krause <JKrause@Stutman.com>; John E. Garda <john.garda@klgates.com>; John Shaeffer 
<jshaeffer@lathropgage.com>; Jones, Gregory K. <GJones@stutman.com>; Kathryn A. Honecker 
<khonecker@bffb.com>; Kyle Everett <keverett@dsi.biz>; Laurel Headley <headley@achlaw.com>; Linda Reilly 
<linda.reilly@sbcglobal.net>; Lisa Kran <lisaandwaltkran@sbcglobal.net>; Lisa M. Lucas <llucas@ccsb.com>; 
Margaret H. McGee <maggie.mcgee@usdoj.gov>; Mark A. Chavez <mark@chavezgertler.com>; Merle Meyers 
<MMeyers@mlg-pc.com>; Michael P. Cooley <mcooley@akingump.com>; Nance F. Becker 
<nance@chavezgertler.com>; Neary, William (USTP) (USTP) <William.Neary@usdoj.gov>; Null, Gary G. 
<Gary.Null@klgates.com>; Pearl L. Tom <pearltom17@hotmail.com>; Peter H. Bonis <peter@bonislaw.com>; 
Randall B. Aiman-Smith <ras@asmlawyers.com>; Reed W. L. Marcy <rwlm@asmlawyers.com>; Richard E. Brown 
<rebrownlaw@aol.com>; Robert Brower <combatlit@aol.com>; Ron Nahas <rnahas@rafnah.com>; Ryan G. Cole 
<rcole@lbbslaw.com>; Sherratt Reicher <sreicher@hudsonco.com>; Stephen A. Goodwin <sgoodwin@ccsb.com>; 
Steve Fong <steve.fong@gfong.com>; Tracy Green <TGreen@wendel.com>; Tyler A. Baker 
<tbaker@fenwick.com>; Virgil Ochoa <vochoa@gardere.com>; William A. Brandt, Jr. <bbrandt@dsi.biz>; William 
Bachrach <bachrachlaw2@sbcglobal.net>; William F. King <bking@bffb.com>; William G. Fairbourn 
<gfairbourn@bffb.com>

Subject: Re: In re REL
Date: Tue, Feb 14, 2012 7:51 am
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Dear Jeff:

In reviewing the Plan and Disclosure Statement, I note there is no 
discussion of the very likely impact of California Corporations Code 
sections 17001 et. seq. on the Exchange Noteholders’ position in this 
matter.  

Since we have discussed how continuing payments on long term debt 
given in exchange for share distributions (here llc membership interests) 
is forbidden under applicable nonbankruptcy California law in the past, I 
am really very, very surprised by this apparently deliberate omission and 
write to ask how you can possibly justify ignoring this aspect of things 
before I raise this objection to the Plan and Disclosure Statement before 
Judge Houser.  [I note in this regard that Docket No. 372 was never 
intended by me to limit DSI’s objection to the Exchange Noteholder claims 
to merely fraudulent transfer theories.  That is your present gloss on 
things, not mine.]

For the record, California Corporations Code section 17001(j) defines the 
word "Distribution" as “mean[ing] the transfer of money or property by a 
limited liability company to its members without consideration.” DSI 
contends this code provision exactly describes the exchange note 
transaction described in the Plan and Disclosure Statement because 
surrender of llc membership interests is not value in any conventional 
sense of that word, as you well know and readily concede in the Plan and 
Disclosure Statement.

Next, California Corporations Code section 17254(a)(1) states that:  “No 
distribution shall be made if, after giving effect to the distribution . . . The 
limited liability company would not be able to pay its debts as they 
become due in the usual course of business.”

Finally, California Corporations Code section 17254(d)(2) states that: “If . . 
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. indebtedness is issued as a distribution, each payment of principal or 
interest on the indebtedness is treated as a distribution, the effect of 
which is measured on the date the payment is actually made.”

Thus, and leaving aside the question of whether REL’s prior 2008 
payments of distributions to Noteholders made in Q1, Q2, and Q3 are or 
are not returnable due to California Corporations Code section 17254(e)
(1)’s “actual knowledge” requirement, certainly there can be no doubt that 
no further payments may ever properly be made on account of the 
Exchange Notes post-Petition.

Why, may I ask, is this crucial fact skipped over by the Plan and 
Disclosure Statement when, if I am correct, there is absolutely no way the 
Exchange Noteholders will ever even possibly get a dime out of the Plan 
regardless of whether Wells grants REL any Exit Facility?

William McGrane

Attorney at Law

McGrane LLP

Four Embarcadero Center, Suite 1400

San Francisco, CA 94111

415.766.3590

william.mcgrane@mcgranellp.com

www.mcgranellp.com

The information contained in this e-mail message is intended only for the personal and confidential use of the 
recipient(s) named above.  This message may be an attorney-client communication and/or work product and as 
such is privileged and confidential.  If the reader of this message is not the intended recipient or an agent 
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responsible for delivering it to the intended recipient, you are hereby notified that you have received this 
document in error and that any review, dissemination, distribution or copying of this message is strictly 
prohibited.  If you have received this communication in error, please notify us immediately by e-mail and delete 
the original message.  Nothing in this message should be interpreted as a digital or electronic signature that can 
be used to authenticate a contract or other legal document.

--
William McGrane
Attorney at Law
McGrane LLP
Four Embarcadero Center, Suite 1400
San Francisco, CA 94111
415.766.3590
william.mcgrane@mcgranellp.com
www.mcgranellp.com

The information contained in this e-mail message is intended only for the personal and confidential use of the 
recipient(s) named above.  This message may be an attorney-client communication and/or work product and as 
such is privileged and confidential.  If the reader of this message is not the intended recipient or an agent 
responsible for delivering it to the intended recipient, you are hereby notified that you have received this document 
in error and that any review, dissemination, distribution or copying of this message is strictly prohibited.  If you 
have received this communication in error, please notify us immediately by e-mail and delete the original 
message.  Nothing in this message should be interpreted as a digital or electronic signature that can be used to 
authenticate a contract or other legal document.
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