UNITED STATES DISTRICT COURT
EASTERN DISTRICT OF WISCONSIN
GREEN BAY DIVISION
SECURITIES AND EXCHANGE COMMISSION,
Plaintiff,
v.

Civil Action No: 09-C-506

WEALTH MANAGEMENT LLC,
JAMES PUTMAN, and SIMONE FEVOLA,
Defendants, and
WML GRYPHON FUND, LLC;
WML WATCH STONE PARTNERS, L.P.; WML
PANTERA PARTNERS, L.P.; WML PALISADE
PARTNERS, L.P.; WML L3, LLC;
WML QUETZAL PARTNERS, L.P., and
EMPLOYEE SERVICES OF APPLETON, INC.,
Relief Defendants.
MOTION OF FAYE B. FEINSTEIN, RECEIVER FOR WEALTH MANAGEMENT LLC
AND THE RELIEF DEFENDANTS, FOR ENTRY OF AN ORDER (A) APPROVING
SETTLEMENT WITH VALSTONE FUNDS AND (B) GRANTING RELATED RELIEF
______________________________________________________________________________
Faye B. Feinstein, Receiver for Wealth Management LLC (“WM”), and the Relief
Defendants, WML Gryphon Fund LLC (“Gryphon”), WML Watch Stone Partners, L.P. (“Watch
Stone”), WML Pantera Partners, L.P. (“Pantera”), WML Palisade Partners, L.P. (“Palisade”),
WML L3, LLC (“L3”), and WML Quetzal Partners, L.P. (“Quetzal”, and together with Gryphon,
Watch Stone, Pantera, Palisade, and L3, the “WM Funds”) and Employee Services of Appleton,
Inc. (“ESA”), hereby asks the Court to enter an order (the “Settlement Order”) (a) approving the
settlement of certain claims and disputes (“Settlement”) between the Receiver and the following
entities (collectively, the “Valstone Funds”): (i) Valstone Opportunity Fund III(b), LLC; (ii)
Valstone Opportunity Fund III(b)-AIV I, LLC (together with Valstone Opportunity Fund III(b),
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LLC, “Valstone III(b)”); (iii) Valstone Opportunity Fund IV, LLC, and (iv) Valstone
Opportunity Fund IV-AIV I, LLC (together with Valstone Opportunity Fund IV, LLC, “Valstone
IV”) and (b) approving the Receiver’s entry into a letter agreement memorializing the settlement
(the “Settlement Agreement”) and accepting the promissory note (the “Note”) described therein
(executed copies of the Settlement Agreement and the Note are attached hereto as Group Exhibit
A). In support, the Receiver states:
General Background
1.

The captioned enforcement action was initiated by a complaint filed by the United

States Securities and Exchange Commission on May 20, 2009. Pursuant to the Court’s Order
Appointing Receiver dated May 20, 2009 (Docket No. 8) and the subsequent First Modified
Order Appointing Receiver (Docket No. 14) (the “Modified Receiver Order”), Faye B. Feinstein
was appointed Receiver for WM and the WM Funds, which receivership was later extended by
the Court to include ESA.
2.

This Court has jurisdiction over this matter pursuant to 28 U.S.C. §§754, 1367(a),

and the inherent equitable powers of the Court. Pursuant to Fed. R. Civ. P. 66, the Federal Rules
of Civil Procedure apply to this matter.
3.

Each of the WM Funds is itself invested in other investment funds and/or directly

in alternative investments (such investment funds and direct investments, collectively, the “subfunds”). Among the Receiver’s remaining tasks is to pursue distributions to the WM Funds from
the various sub-funds and to exit from the sub-funds as and when appropriate.
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Disputes Between Receiver and the Valstone Funds
4.

Prior to the Receiver’s appointment, Gryphon committed to invest $2 million into

Valstone III(b), a sub-fund that invested in, among other things, debt obligations. Gryphon
invested $1,928,6471 of that commitment, but failed to invest the remainder of its commitment.
5.

Prior to the Receiver’s appointment, Gryphon committed to invest $3.5 million

into Valstone IV, a sub-fund that invested in, among other things, debt obligations, and Gryphon
did invest $350,000 of that commitment, but failed to invest the remainder of its commitment.
6.

In the aggregate, pre- and post-receivership, Gryphon has received distributions

from Valstone III(b) totaling $1,802,518 (most recently, $126,138 in August 2012) and from
Valstone IV totaling $14,000 (distributed before the appointment of the Receiver). The Valstone
Funds have confirmed to the Receiver that, since the August 2012 distributions were made, no
other distributions have been made to investors in Valstone III(b) that were not also made to
Gryphon.
7.

Since late 2011, the Receiver and Valstone have discussed various options for

Gryphon’s exiting from Valstone III(b) and Valstone IV. Among the issues the Receiver and the
Valstone Funds addressed are (a) the appropriate calculation of Gryphon’s percentage interest in
Valstone III(b); (b) the asserted right of the Valstone Funds to offset unpaid capital calls against
distributions due and owing to Gryphon; (c) the effect of Gryphon’s unpaid capital calls on its
right to recovery from the Valstone Funds; (d) the right of Gryphon to receive repayment of its
investment in Valstone IV; (e) the ability of the Valstone Funds to make immediate distributions
to Gryphon given their current liquidity status, and (f) the timing of Gryphon’s exit from the
Valstone Funds, given the anticipated maturity dates of the Valstone Funds and the Receiver’s
responsibility to wind-down the receivership estates expeditiously.
1

Figures in paragraphs 4-6 are rounded to the nearest dollar.
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Relief Requested
8.

The Receiver asks the Court to approve the Settlement described herein and to

enter the Settlement Order.
9.

The Receiver and the Valstone Funds, each without conceding that it has any

liability to the other, but to avoid the cost and uncertainty of litigation, have agreed on the terms
of the Settlement as a means of resolving the issues described above. The principal terms of the
Settlement may be summarized as follows2:
(a)

Upon entry of the Settlement Order, Valstone III(b) shall pay to Gryphon

the sum of $71,353.58, on account of distributions owed to Gryphon but withheld by the
Valstone Funds to offset unpaid capital contributions.
(b)

Gryphon shall be deemed to have a 6.699% interest3 in Valstone III(b) on

a go-forward basis and shall be entitled to share in distributions made by Valstone III(b)
to its investors on that basis, provided, however, that Valstone III(b) may retain the first
$71,353.58 to which Gryphon would otherwise be entitled before making further cash
distributions to Gryphon.
(c)

The parties agree that the value of Gryphon’s investment in Valstone IV

shall be deemed to be $364,000.
(d)

In lieu of immediate payment from Valstone IV, the Receiver will accept a

promissory note (the “Note”) from Valstone IV, as maker and “Borrower,” in the face
amount of $364,000, bearing interest at a rate of 0.89% per annum, with all principal and
interest to be due and payable on the earlier of (i) March 17, 2017; (i) the occurrence of
2

The following is intended to be a summary of the terms of the Settlement; interested parties should review the
documents attached as Group Exhibit A hereto, which documents control in the event of any inconsistency with this
Motion.
3
This percentage is based upon Gryphon’s actual funding, rather than the slightly higher percentage that Gryphon
would have had if its full equity commitments had been honored.
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an event of default under the Note, and (iii) the delivery to Valstone IV by the Receiver
of a notice that she intends to petition this Court to close the Gryphon receivership estate.
If the Gryphon receivership estate is closed prior to March 17, 2017, Valstone IV will be
entitled to pay Gryphon a discounted principal amount, with the amount of the discount
being calculated on a sliding scale, depending upon how far in advance of March 17,
2017, the Gryphon receivership estate is closed.
(e)

The Receiver and the Valstone Funds will exchange mutual releases,

except that the Receiver shall not release the Valstone Funds for their obligations under
the Settlement Agreement or from fraud.
10.

The Modified Receiver Order vests the Receiver with the authority to take control

of all assets of WM and the WM Funds and to “take such steps as [she] deems necessary to
secure such . . . property.” Modified Receiver Order, §II.A, at 3-4.
11.

A “necessary corollary” of the authority to pursue assets of the receivership

estates is that a “receiver has the power, when so authorized by the court, to compromise claims
either for or against the receivership”. SEC v. Credit Bancorp, Ltd., No. 99 Civ. 11395, 2002
WL 1792053, at *4 (S.D.N.Y. Aug. 2, 2002) (citation omitted).
12.

This Court has “wide discretion to determine the appropriate relief in an equity

receivership.” SEC v. Capital Consultants, LLC, 397 F.3d 773, 738 (9th Cir. 2005). See also
SEC v. Enterprise Trust Co., No. 08 C 1260, 2008 WL 4534154, at *3 (N.D. Ill. Oct. 7, 2008),
aff’d, 559 F.3d 649 (7th Cir. 2009). One of the “primary purpose[s] of equity receiverships is to
promote orderly and efficient administration of the estate.” SEC v. Hardy, 803 F.2d 1034, 1038
(9th Cir. 1986).
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13.

The Court’s power includes the power to approve a settlement “if the district

court finds that the proposed settlement is fair.” SEC v. Princeton Economic Int’l Ltd., No. 99
Civ. 96667, 2002 WL 206990, at *1 (S.D.N.Y. Feb. 8, 2002). That approval should be
forthcoming if the settlement is “prudent in the administration of the assets of the estate” and
should balance factors that include the validity of the claims at issue; the difficulties, delay, and
expense involved in litigating the claims, and the amount involved in the compromise. SEC v.
Arkansas Loan & Thrift Corp., 297 F. Supp. 73, 78 (W.D. Ark. 1969), aff’d, 427 F.2d 1171 (8th
Cir. 1970).
14.

Moreover, “a precise determination of likely outcomes is not required, since ‘an

exact judicial determination of the values in issue would defeat the purpose of compromising the
claim.’“ In re Telesphere Communications, 179 B.R. 544, 553 (Bankr. N.D. Ill. 1994) (quoting
In re Energy Co-Op, Inc., 886 F.2d 921, 929 (7th Cir. 1989)) (regarding bankruptcy court
approval of settlement). All that is required is for the Court to be persuaded that the proposed
settlement does not fall “below the lowest point in the range of reasonableness.” In re Apex Oil
Co., 92 B.R. 847, 867 (Bankr. E.D. Mo. 1988) (citation omitted) (same).
15.

The Receiver and the Valstone Funds have exchanged information regarding the

issues outlined above, including information regarding the net value of the assets in the Valstone
Funds and the rights and responsibilities of the Receiver and the Valstone Funds under the
documents governing Gryphon’s membership in the limited liability companies that constitute
the Valstone Funds (the “Fund Documents”). The parties have negotiated the Settlement at
arm’s-length and in good faith, over the course of 18 months. Based on the language of the
relevant documents, analysis of the information described above, and the negotiations described
herein, and after considering (a) the value provided to the receivership estates by the payments
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described in paragraph 9(a), the delivery of the Note and the payment described therein, and the
determination of Gryphon’s percentage interest in Valstone III(b); (b) the complexity of the Fund
Documents and the extent of the manager's discretion thereunder; (c) the fact that Valstone III(b)
has already returned almost 93.5% of Gryphon’s investment; (d) the Receiver’s evaluation of the
likelihood of obtaining value for the Gryphon receivership estate in excess of that provided by
the Settlement, net of litigation costs, and (e) the concomitant risk of a finding, after litigation,
that the Gryphon receivership estate is either entitled to less than the value provided by the
Settlement, or has liability to the Valstone Funds, the Receiver has concluded in her business
judgment that the terms of the Settlement are fair and reasonable in all respects and represent a
favorable resolution of the disputes described above.
16.

The Receiver will post this Motion, including Group Exhibit A, to the Receiver

Web Site and shall send a copy thereof, by electronic mail, to all investors in Gryphon.
17.

The Receiver asks the Court to find such notice to be sufficient and that no other

or further notice of the Motion is required.
WHEREFORE, Faye B. Feinstein, as Receiver for WM and the WM Funds, respectfully
requests (A) entry of the Settlement Order, in the form submitted herewith and attached hereto as
Exhibit B, and (B) such other and further relief as the Court deems appropriate.
Respectfully submitted this 29th day of April, 2013.
s/ Christopher Combest_______________
Christopher Combest, One of the Receiver’s Attorneys
QUARLES & BRADY LLP
300 North LaSalle Street, Suite 4000
Chicago, IL 60654
Phone: (312) 715-5000
Counsel to Faye B. Feinstein, Receiver
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CERTIFICATION OF COUNSEL UNDER CIVIL L.R. 7.1(a)
I, Christopher Combest, counsel for the Receiver in the captioned proceeding, hereby
certify, pursuant to Civil L.R. 7.1(a)(2) of this Court, that the Movant hereunder does not intend
to file a brief or supporting documents with respect to this Motion (other than exhibits attached
to the Motion itself).
Respectfully submitted this 29th day of April, 2013.

s/ Christopher Combest_______________
Christopher Combest, One of the Receiver’s Attorneys
QUARLES & BRADY LLP
300 North LaSalle Street, Suite 4000
Chicago, IL 60654
Phone: (312) 715-5000
Facsimile: (312) 632-1727
Counsel to Faye B. Feinstein, Receiver
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Group Exhibit A
Settlement Agreement and Note

Exhibit B
Proposed Order

UNITED STATES DISTRICT COURT
EASTERN DISTRICT OF WISCONSIN
GREEN BAY DIVISION
SECURITIES AND EXCHANGE COMMISSION,
Plaintiff,
v.

Civil Action No: 09-C-506

WEALTH MANAGEMENT, LLC,
JAMES PUTMAN, and SIMONE FEVOLA,
Defendants, and
WML GRYPHON FUND, LLC;
WML WATCH STONE PARTNERS, L.P.; WML
PANTERA PARTNERS, L.P.; WML PALISADE
PARTNERS, L.P.; WML L3, LLC;
WML QUETZAL PARTNERS, L.P., and
EMPLOYEE SERVICES OF APPLETON, INC.,
Relief Defendants.
ORDER APPROVING SETTLEMENT WITH VALSTONE FUNDS
AND GRANTING RELATED RELIEF
______________________________________________________________________________
THIS CAUSE, coming to be heard on the Motion of Faye B. Feinstein, Receiver for
Wealth Management LLC and the Relief Defendants, for Entry of an Order (A) Approving
Settlement with Valstone Funds and (B) Granting Related Relief (the "Motion"; all capitalized
terms not otherwise defined herein shall have the meanings ascribed to them in the Motion); due
and proper notice of the Motion having been served on all entities entitled thereto and no other or
further notice being required; the Court finding that (a) the Court has jurisdiction to grant the
relief requested in the Motion; (b) the Settlement is reasonable in light of the benefits to be
conferred upon the receivership estate of WML Gryphon LLC (“Gryphon”) and the risks posed
by litigation in the absence of the Settlement; (c) the proposed Settlement as a whole is fair and
equitable and is in the best interests of Gryphon, and (d) entry into the Settlement represents a
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reasonable exercise of the Receiver’s discretion and an appropriate exercise of her fiduciary
duty, and the Court being otherwise fully advised in the premises,
IT IS HEREBY ORDERED THAT:
1.

The Motion is GRANTED.

2.

The Settlement is approved.

3.

The Receiver is authorized to enter into and perform under the Settlement

Agreement, including, without limitation, to accept the Note from Valstone IV.
4.

The Court shall retain jurisdiction to hear and determine all matters arising from

or related to the implementation of this Order.
SO ORDERED this _____ day of ____________, 2013

__________________________________
Honorable William C. Griesbach
United States District Judge
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