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Attorneys for U.S. Bank National Association, not individually  
but as Series 2015 Note Trustee and Series 2017 Note Trustee, respectively 
 

 
UNITED STATES BANKRUPTCY COURT 
CENTRAL DISTRICT OF CALIFORNIA 

LOS ANGELES DIVISION 
 

VERITY HEALTH SYSTEM OF 
CALIFORNIA, INC., ET AL., 
 

Debtors. 
 

Case 2:18-bk-20151-ER 
Jointly Administered 
Chapter 11 Cases 
 
RENEWED RESERVATION OF RIGHTS 
OF U.S. BANK NATIONAL 
ASSOCIATION, AS SERIES 2015 NOTE 
TRUSTEE AND SERIES 2017 NOTE 
TRUSTEE, TO EMERGENCY MOTION 
OF DEBTORS FOR INTERIM AND FINAL 
ORDERS (A) AUTHORIZING THE 
DEBTORS TO OBTAIN POST PETITION 
FINANCING, (B) AUTHORIZING THE 
DEBTORS TO USE CASH COLLATERAL, 
AND (C) GRANTING ADEQUATE 
PROTECTION TO PREPETITION 
SECURED CREDITORS PURSUANT TO 
11 U.S.C. §§ 105, 363, 364, 1107 AND 1108 
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 2

U.S. Bank National Association, not individually but in its respective capacities as Series 

2015 Note Trustee (“2015 Note Trustee”) and as Series 2017 Note Trustee (“2017 Note Trustee” and 

together with the 2015 Note Trustee, the “Notes Trustee”), hereby submits this renewed reservation 

of rights with respect to the Emergency Motion of Debtors for Interim and Final Orders (A) 

Authorizing the Debtors to Obtain Post Petition Financing, (B) Authorizing the Debtors to Use Cash 

Collateral, and (C) Granting Adequate Protection to Prepetition Secured Creditors Pursuant to 11 

U.S.C. §§ 105, 363, 364, 1107 and 1108 [Docket No. 31] (the “DIP Motion”) and respectfully states 

as follows:  

I. Jurisdiction and Venue 

1. This Court has jurisdiction over this matter pursuant to 28 U.S.C. §§ 157 and 1334.  

This is a core proceeding pursuant to 28 U.S.C. § 157(b)(2).  

2. Venue is proper in this Court pursuant to 28 U.S.C. §§ 1408 and 1409.  

II. Background 

3. Prior to the interim hearing on the DIP Motion, the Notes Trustee filed a Combined 

Reservation of Rights of U.S. Bank National Association, as Series 2015 Note Trustee and Series 

2017 Note Trustee, to Emergency Motion of Debtors for Interim and Final Orders (A) Authorizing 

the Debtors to Obtain Post Petition Financing, (B) Authorizing the Debtors to Use Cash Collateral, 

and (C) Granting Adequate Protection to Prepetition Secured Creditors Pursuant to 11 U.S.C. §§ 

105, 363, 364, 1107 and 1108 [Docket No. 67] (the “Initial Reservation”).1   

4. As described in the Initial Reservation, as a result of various security documents and 

intercreditor agreements, the Notes are secured by (i) a senior first priority security interest and lien 

on certain of the Debtors’ assets, including (x) Accounts of St. Francis Medical Center, St. Vincent 

Medical Center, O’Connor Hospital, Saint Louise Regional Hospital, and Seton Medical Center, 

including Seton Medical Center Coastside (each a “Hospital” and collectively, the “Hospitals”) and 

                                                 
1 Capitalized terms used but not defined herein shall have the meanings given to them in the Initial Reservation or the 
DIP Motion, as applicable. The Notes Trustee incorporates herein by reference the Background section of the Initial 
Reservation. 

Case 2:18-bk-20151-ER    Doc 219    Filed 09/19/18    Entered 09/19/18 14:23:40    Desc
 Main Document      Page 2 of 6



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

 

 3

(y) real property and certain personal property comprising St. Francis Medical Center and Saint 

Louise Regional Hospital (collectively, the “Senior Note Collateral”); and (ii) a parity security 

interest and lien (held through the Master Trustee) on the collateral pledged to secure all of the 

Obligations under the Master Indenture, including the Series 2005 Bonds.  The 2017 Notes are 

additionally secured by the Moss Deed of Trust (as defined in the Interim Order, defined below).   

5. Pursuant to that certain Intercreditor Agreement dated as of December 1, 2015, as 

amended by the Amended and Restated Intercreditor Agreement dated as of September 1, 2017, as 

further amended by the Second Amended and Restated Intercreditor Agreement dated as of 

December 1, 2017 (as amended, the “Intercreditor Agreement”), the Master Trustee subordinated its 

liens and security interests, including the Gross Revenue pledge, to the Notes Trustee with respect to 

the Senior Note Collateral.2  A true and correct copy of the Intercreditor Agreement is attached 

hereto as Appendix A. 

6. At the first day hearing on September 5, 2018, after extensive and complex 

negotiations between the Debtors, the DIP Lender, and the Prepetition Secured Creditors, the Court 

entered an order approving the DIP Motion on an interim basis with the consent of all of the 

Prepetition Secured Creditors (the “Interim Order”) [Docket No. 86]. The Interim Order provided 

for adequate protection for each of the Prepetition Secured Creditors in the form of, among other 

things, Prepetition Replacement Liens junior only to the DIP Liens and Carve Out in all of the 

Debtors’ present and future assets to the extent of the Diminution in Value of the Prepetition Secured 

Creditors’ respective interests in the Prepetition Collateral.   

7. Importantly, the Interim Order protected the preexisting relative priorities among the 

Prepetition Secured Creditors by establishing corresponding priority rules for the Prepetition 

                                                 
2 See, e.g., Intercreditor Agreement, § 2.1 (“Each Party covenants and agrees, and the Master Trustee covenants and 
agrees, notwithstanding anything to the contrary contained in the Master Indenture or any of the documents related to the 
Master Indenture or as a matter of law, that in or outside of any Proceeding any Lien of the Master Trustee with respect 
to the property constituting Priority Assets shall be and is hereby expressly made subordinate . . . .”) and § 2.3 (“The 
Master Trustee, on behalf of itself and the Holders of all outstanding Obligations under the Master Indenture, agrees that 
it will not, and will not cause or support any other Person to, at any time contest, seek to avoid or subordinate the 
validity, perfection, priority, extent or enforceability of the Notes, the Note Documents, this Agreement or any Liens and 
security interests of the Note Trustee in the Note Collateral securing the Notes.”). 
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Replacement Liens.  

8. Specifically, Paragraph 4(a) of the Interim Order (the “Replacement Lien Provision”) 

provides:  

(a) Adequate Protection Replacement Liens.  To the extent of the 
Diminution in Value of the interest of the respective Prepetition Secured 
Creditors in Prepetition Collateral, each of the affected Prepetition Secured 
Creditors shall be granted, subject to the terms and conditions set forth below, 
pursuant to sections 361, 363(e), 364(d) of the Bankruptcy Code additional, 
valid, perfected and enforceable replacement security interests and Liens in 
the DIP Collateral, excluding the prepetition collateral held by WTNA with 
respect to the Clean Fund Bonds and the NR2 Petros Bonds, donor restricted 
funds held at the Philanthropic Founds and Avoidance Actions and any 
proceeds thereof (the “Prepetition Replacement Liens”), which shall be 
junior only to (1) the Carve Out, (2) to the DIP Liens securing the DIP 
Obligations, and (3) any perfected, unavoidable, prepetition liens granted by 
Holdings pursuant to those certain deeds of trust issued in connection with the 
MOB Financing and that certain Deed of Trust with Fixture Filing and 
Security Agreement and Assignment of Leases and Rents by Holdings in 
favor of U.S. Bank as 2017 Note Trustee and Deed of Trust Beneficiary, dated 
as of September 15, 2017, as further amended or modified (the “Moss Deed of 
Trust”) to secure the 2017 Working Capital Notes; provided, however, that 
any Prepetition Replacement Liens granted to the 2015 Note Trustee and/or 
2017 Note Trustee on account of the Diminution in Value of the Priority 
Assets as defined in the Intercreditor Agreement shall be senior to the 
Prepetition Replacement Liens granted to any other Prepetition Secured 
Creditors and junior to (i) the Carve Out, (ii) the DIP Liens securing the DIP 
Obligations, and (iii) perfected, unavoidable, prepetition liens granted by 
Holdings pursuant to those certain deeds of trust issued in connection with the 
MOB Financing and the Moss Deed of Trust, and further provided that any 
Prepetition Replacement Liens granted to the holders of deeds of trust issued 
in connection with the MOB Financing and the Moss Deed of Trust, on 
account of the Diminution in Value of such Prepetition Collateral shall be 
senior to the Prepetition Replacement Liens granted to any other Prepetition 
Secured Creditors and junior to (x) the Carve Out, (y) the DIP Liens securing 
the DIP Obligations, and (z) perfected, unavailable, prepetition liens of the 
Master Trustee, the 2015 Note Trustee and/or the 2017 Note Trustee on 
property other than the property subject to the Moss Deed of Trust.  With 
respect to the Prepetition Collateral that is subject to the Intercreditor 
Agreement, any proceeds of such Prepetition Collateral or Prepetition 
Replacement Liens related thereto shall be allocated among the Prepetition 
Secured Creditors in accordance with the terms of the Second Amended and 
Restated Intercreditor Agreement.   
 
 

III. Reservation of Rights 

9. As the Debtors made clear at the first day hearing, their current strategy is to 

maximize value for the estates through a series of asset sales. Consequently, there is a risk that the 
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sale proceeds of the two most cash flow positive Hospitals, St. Francis Medical Center and Saint 

Louise Regional Hospital, in which the Notes Trustee holds senior liens, may be used in whole or in 

part to repay the DIP Facility.  In this scenario, the Notes Trustee would suffer a significant 

Diminution in Value as a result of the loss of its senior Cash Collateral.  Any Prepetition 

Replacement Lien granted on account of such Diminution in Value must maintain the same senior 

priority that existed prepetition in order to afford the Notes Trustee adequate protection. 

10. The Replacement Lien Provision as set forth in the Interim Order properly protects 

and preserves the relative lien rights of each of the Prepetition Secured Creditors against the risk that 

their priority or exclusively-pledged Cash Collateral will be used to repay the DIP Loan, and must be 

included in any final order approving the DIP Motion (such order, the “Final Order”).   

11. The Notes Trustee reserves its right to object to any modification, without its consent, 

of the Replacement Lien Provision in the Final Order.  Among other things, to the extent that any 

modification purports to subordinate the senior Prepetition Replacement Lien of the Notes Trustee to 

the liens and security interests of the Master Trustee, it would violate the express terms of the 

Intercreditor Agreement.3 

12. Separately, the Notes Trustee continues to discuss with the Debtors the inclusion of 

other protections in the Final Order for the benefit of the Notes Trustee as well as the other 

Prepetition Secured Creditors.  These provisions include conditions to the continued use of Cash 

Collateral, including asset sale and bankruptcy case milestones, termination rights, budgeting and 

reporting requirements, and other protections in connection with anticipated asset sales. 

13. As with the Interim Order, the Notes Trustee will continue its good faith efforts to 

address any concerns it may have with the Final Order through dialogue and negotiations with the 

Debtors and other parties in interest.  Nonetheless, the Notes Trustee hereby expressly reserves all of 

                                                 
3 The Intercreditor Agreement is enforceable in these Chapter 11 Cases pursuant to section 510(a) of the Bankruptcy 
Code and its express terms.  See 11 U.S.C. § 510(a); Intercreditor Agreement, § 15 (“This Agreement is a continuing 
agreement of subordination pursuant to its terms and in accordance with Section 510(a) of the Bankruptcy Code . . . .  
Master Trustee hereby acknowledges that the provisions of this Agreement are intended to be enforceable at all times, 
whether before or after the commencement of a Proceeding, and hereby waives any right it may have under applicable 
law to revoke this Agreement or any provisions hereof.”).   
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its rights, claims, objections, and remedies with respect to the Final Order, on any grounds, as may 

be appropriate.  Further, the Notes Trustee reserves its right to amend or supplement this reservation 

of rights, or to file a separate pleading in support of the entry of the Final Order, based upon any 

facts or arguments that come to light prior to the hearing on these issues. 

 

Dated:  September 19, 2018 MCDERMOTT WILL & EMERY LLP 
 
 
 By:   /s/ Jason D. Strabo  
  Jason D. Strabo 
 
 
 MASLON LLP 
 
 
 By:   /s/ Clark T. Whitmore  
  Clark T. Whitmore 
 

Attorneys for U.S. Bank National Association, not 
individually but as Series 2015 Note Trustee and Series 
2017 Note Trustee, respectively 
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Intercreditor Agreement 
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PROOF OF SERVICE OF DOCUMENT 
 
I am over the age of 18 and not a party to this bankruptcy case or adversary proceeding.  My business address is: 
 

McDermott Will & Emery LLP 
2049 Century Park East, 38th Floor 

Los Angeles, CA 90067-3218 
 

A true and correct copy of the foregoing document entitled Renewed Reservation of Rights of U.S. Bank National 
Association, as Series 2015 Note Trustee and as Series 2017 Note Trustee, to Emergency Motion of Debtors for Final 
Orders (A) Authorizing the Debtors to Obtain Post Petition Financing, (B) Authorizing the Debtors to Use Cash Collateral, 
and (C) Granting Adequate Protection to Prepetition Secured Creditors Pursuant to 11 U.S.C. §§ 105, 363, 364, 1107 and 
1108 will be served or was served (a) on the judge in chambers in the form and manner required by LBR 5005-2(d); and 
(b) in the manner stated below: 
 
1.  TO BE SERVED BY THE COURT VIA NOTICE OF ELECTRONIC FILING (NEF):  Pursuant to controlling General 
Orders and LBR, the foregoing document will be served by the court via NEF and hyperlink to the document. On 
September 19, 2018, I checked the CM/ECF docket for this bankruptcy case or adversary proceeding and determined that 
the following persons are on the Electronic Mail Notice List to receive NEF transmission at the email addresses stated 
below: 
 

The United States Trustee 
Hatty K. Yip  hatty.yip@usdoj.gov 
Alvin Mar  Alvin.mar@usdoj.gov 
 
ATTORNEYS FOR DEBTOR 
Samuel R. Maizel samuel.maizel@dentons.com 
John A. Moe  john.moe@dentons.com 
Tania M. Moyron tania.moyron@dentons.com 
 
Gregory A. Bray, Mark Shinderman, and James C. Behrens on behalf of the Official Committee of Unsecured 
Creditors of Verity Health System of California, Inc., et al. 
gbray@milbank.com, mshinderman@milbank.com, jbehrens@milbank.com 
 
Emily P. Rich, Tracy L. Mainguy, and Caitlin E. Gray on behalf of Stationary Engineers Local 39, SEIU United 
Healthcare Workers-West, Stationary Engineers Local 39 Pension Trust Fund, and Stationary Engineers Local 39 
Health & Welfare Trust Fund 
bankruptcycourtnotices@unioncounsel.net, erich@unioncounsel.net, tmainguy@unioncounsel.net, 
cgray@unioncounsel.net 
 
Hutchinson B. Meltzer on behalf of the Deputy Attorney General 
hutchinson.meltzer@doj.ca.gov 
 
Mary H. Rose 
mrose@buchalter.com 
 
Mark A. Neubauer 
mneubauer@carltonfields.com 
 
Abigail V. O’Brient 
avobrient@mintz.com 
 
Lori L. Purkey on behalf of Stryker Corporation, et al. 
purkey@purkeyandassociates.com 
 
Kyrsten B. Skogstad and Nicole J. Daro on behalf of California Nurses Association 
kskogstad@calnurses.org, ndaro@calnurses.org 
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Jennifer Nassiri on behalf of Old Republic Insurance Company 
jennifernassiri@quinnemanuel.com 
 
Ralph J. Swanson 
Ralph.swanson@berliner.com 
 
Lori A. Butler, Melissa T. Ngo, Damarr M. Butler on behalf of Pension Benefit Guaranty Corporation 
Butler.lori@pbgc.com 
Ngo.melissa@pbgc.gov 
Butler.damarr@pbgc.gov 
 
Aaron Davis 
Aaron.davis@bclplaw.com 
 
John Ryan Yant, Donald R. Kirk on behalf of St. Vincent IPA Medical Corporation 
 
Latonia Williams on behalf of AppleCare Medical Management, LLC, et al. 
lwilliams@goodwin.com, bankruptcy@goodwin.com 
 
Darryl S. Laddin on behalf of Sysco Los Angeles, Inc. 
Darryl.laddin@agg.com, bkrfilings@agg.com 
 
Craig G. Margulies 
craig@marguliesfaithlaw.com, victoria@marguliesfaithlaw.com, helen@marguliesfaithlaw.com 
 
Steven T. Gubner 
sgubner@bg.law 
 
Matthew S. Walker 
Matthew.walker@pillsburylaw.com 
 
Michael B. Reynolds 
mreynolds@swlaw.com, kcollins@swlaw.com 
 
Alicia Berry 
Alicia.berry@doj.ca.gov 
 
Kenneth K. Wang on behalf of California Department of Health Care Services 
Kenneth.wang@doj.ca.gov 
 
Richard A. Lapping on behalf of Retirement Plan for Hospital Employees 
rich@trodellalapping.com 
 
Mark A. Serlin on behalf of Rightsourcing, Inc. 
ms@swllplaw.com, mor@swllplaw.com 
 
Kevin H. Morse 
Kevin.morse@saul.com 
 
Paul J. Ricotta, Ian A. Hammel, and Daniel S. Bleck on behalf of UMB Bank, N.A., as Master Indenture Trustee 
and Wells Fargo Bank, National Association, as Indenture Trustee 
 
Elan S. Levey 
Elan.levey@usdoj.gov 
 
Scott E. Blakeley 
Seb@blakeleyllp.com, ecf@blakeleyllp.com 
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Aram Ordubegian, M. Douglas Flahaut, and Robert M. Hirsch on behalf of Medline Industries, Inc. 
Aram.ordubegian@arentfox.com, douglas.flahaut@arentfox.com, Robert.hirsch@arentfox.com 
 
Gary F. Torrell 
gft@vrmlaw.com 
 
Jason Wallach 
jwallach@ghplaw.com 
 
Jeffrey K. Garfinkle 
jgarfinkle@buchalter.com, docket@buchalter.com, dcyrankowski@buchalter.com 
 
Julie H. Rome-Banks on behalf of Bay Area Surgical Management, LLC 
julie@bindermalter.com 
 
Lawrence B. Gill 
lgill@nelsonhardiman.com, rrange@nelsonhardiman.com 
 
Marianne S. Mortimer on behalf of Premier, Inc. 
mmortimer@sycr.com 
 
Rosa A. Shirley  
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Simon Aron on behalf of RCB Equitis #1, LLC 
saron@wrslawyers.com 
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2.  SERVED BY UNITED STATES MAIL:   
On September 19, 2018, I served the following persons and/or entities at the last known addresses in this bankruptcy 
case by placing a true and correct copy thereof in a sealed envelope in the United States mail, first class, postage 
prepaid, and addressed as follows. Listing the judge here constitutes a declaration that mailing to the judge will be 
completed no later than 24 hours after the document is filed. 
 

Claude D. Montgomery, Dentons US LLP, 1221 Avenue of the Americas, New York, NY 10020-1000 
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constitutes a declaration that personal delivery on, or overnight mail to, the judge will be completed no later than 24 hours 
after the document is filed. 

 
  Service information continued on attached page 

I declare under penalty of perjury under the laws of the United States that the foregoing is true and correct. 

 
September 19, 2018           Jason D. Strabo  /s/  
Date Printed Name  Signature 
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