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It’s no secret that 95% of Puer-
to Rico investors have tradition-
ally invested in fixed income, 
especially in the island’s govern-
ment-issued tax-exempt bonds.

Local investors were attracted 
to fixed-income investments be-
cause they wanted to receive that 
check from the investment bank 
or brokerage firm every month. 
Attracted by their triple tax-

exemption (from local, state and 
federal taxes), many Puerto Rico 
investors placed their money—
and their trust—in government 
bonds over the years.

“It’s not about pointing fin-
gers. The government agencies 
needed the money, as they were 
in big debt. The investment 
banks needed the commissions 
and investors needed their triple 
tax-exempt investment, which 
most margined the heck out of, to 
buy whatever they needed to buy 

or to invest more to get a bigger 
check at the end of the month,” 
Gabriel de Jesús, a Puerto Rico-
born investor based in New York, 
told Caribbean Business. 

De Jesús, along with Derek 
Cheung, founded Honne Capital 
LLC in 2012, an alternative in-
vestment manager based in New 
York that focuses on event-driv-
en, special situation investing.

When the firm began opera-
tions, Cheung, who oversees 
all investment activity, had 

forewarned in a blog about the 
high risks investors of Puerto 
Rico bonds were taking. 

“In November 2012, I wrote 
that everybody who owned Puer-
to Rico bonds was taking on a 
huge amount of principal risk 
without the possibility of much 
return. At the time, general ob-
ligation [GO] and Government 
Development Bank bonds were 
trading at 100 cents on the dol-
lar. People thought I was crazy 
for being such a pessimist,” Ch-
eung recalled.

Today, GO bonds trade at 55 
cents on the dollar and GDB 
bonds are at 25 cents on the 
dollar.

In Cheung’s view, everyone—
from investors to investment 
brokers—got greedy, neglecting 
to protect their principal because 
investing in Puerto Rico bonds 
was a conventional thing to do.

“If you talk to them right now, 
they all feel they are ‘conserva-
tive’ investors. But they have no 

idea what the word ‘conservative’ 
means. A conservative investor 
would have sat down and read 
the prospectus of every single 
bond and noticed immediately 
that there was enormous credit 
risk due to the Commonwealth’s 
perpetual deficit,” Cheung said. 
“Puerto Rico investors may have 
been conventional, but they were 
definitely not conservative; the 
two words mean entirely differ-
ent things.”

Honne’s portfolio, de Jesús 
noted, is truly conservative and 
the fund was created with their 
own money, with their liquid 
net worth invested in the fund, 
which has averaged a return of 
19% gross per year. There is an 
option to receive an annual dis-
tribution of 7% for investors who 
seek extra liquidity.

“Right now, their minds are on 
getting back what they’ve lost, 
instead of getting the check. 
But we are here to help them 
through,” de Jesús said. n

Classic and modern are combined with the opening of our new Tower with 
beautiful rooms decorated by renowned designer Pilar Moreno. 66 spacious and 
cozy rooms are filled with modern furnishings and an Intelligent system that 
controls the air conditioning, the lights and the cable TV. Also all the rooms 
have free high-speed wifi and everything needed for an unforgettable stay.

The design of the new rooms fits perfectly with its spectacular view of 
Mayagüez Bay, with sunsets that will take your breath away. Two Executive 
Suites at the 6th floor and 64 rooms all with Queen sizes beds are waiting for 
you at the Best in the West.

This new rooms will add up to a total of 210 rooms with the 144 existing in 
the original wing. 

Either for a pleasant stay with your family or for 
that business meeting outside the metropolitan 

area, the Mayaguez Resort has the facilities to 
make your event unforgettable!
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Think out of 
The District...
Go West!
THE BEST ACCOMMODATIONS 
IN A UNIQUE SETTING
Classic and modern are combined with the opening of our new Tower with 
66 beautiful rooms decorated by renowned designer Pilar Moreno.

The design of the new rooms fits perfectly with its spectacular view 
of Mayagüez Bay, with sunsets that will take your breath away.

Either for a pleasant stay with your family or for that business meeting 
outside the metropolitan area, the Mayagüez Resort & Casino has the 
facilities to make your event unforgettable!

Free High Speed WiFi Available!

These new rooms will add up to a total of 210 
rooms with the 144 existing in the original wing. 

Founded in 2012, Honne Capital focuses on event-driven, special situation investing 

N.Y.-Based Hedge Fund  
Forewarned About Risks With 
Puerto Rico Bonds in 2012
Investors Were Attracted by Triple-Tax Exemption,  
but Many Unaware of Risks


