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DEFAULTED BONDS -AS
INVESTMENT PLAYS?

Whenweread about bond defaultsand bankruptcies, we
tend to think about investorswho are stuck with bad securi-
tiesfrom which they hopeto sal vage some meager recovery
after thelegal process has extracted its pound of fees. After
withessing the horrendous losses suffered by investors in
high tech over the last year, one is struck by the fact that
maybedefaulted bondsareasbad. Atleastinabond default,
you usually have a going concern that may even be profit-
able. You aso have other claimants, i.e. shareholders,
preferred holdersand junior creditorswho must suffer first.

What brings this to mind at thistime, is that since the
beginning of 2000, over 200 companies have defaulted on
some $87 billion in bond debt. On top of this, is probably
another $100 billion in bank debt that isalso for sale at fire
sale prices. These numbers mean thereisasizeable market
here which is more than asmall nitch. Itisamarket where
areasonableamount of predictability existsbothastotiming
and possible outcome. Investment strategiesin this market
requireaknowl edgeof thebankruptcy processalongwithan
analysis of the going concern value of the business in
question.

It may be helpful to our readersto stratify the market of
defaulted bonds, sincethey represent widely differentlevels
of risk. The premier defaults today are the two California
utilities, Pacific Gas& Electricand CaliforniaEdison. These
are blue chip companieswho needed to stop bleeding while
the political forces figure out how to raise electric rates
without suffering blame. PG& E chose not to wait and filed
bankruptcy, thereby bringinginthepower of thebankruptcy
court to force rate increases (and provide political cover for
the elected officials!). California Edison has defaulted but
not filed, choosing to continue bleeding, albeit at a slower
rate. A full recovery by bondholdersin thesetwo casesare
good, the real question is how long it will take.

Next we have the companies which may have been
investment grade and arein default or bankruptcy for politi-
cal or legal reasons, which necessitated a filing. Among
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these are the nine companies who filed in order to obtain
finality in the long running battle over asbestos health
claims. These companies are trying to use the bankruptcy
process to force a quantification of the absol ute amount of
claims they must eventually pay. Recovery prospects for
bonds in such companies are good, since the litigation
claimsdepend onthe company’ ssurvival and because such
litigation claims are mostly payable after the bonds come
due.

Next we have companies whose industries are going
through hard times and could not ride things out. This
includes health care, movietheatre and tel ecom companies.
Recovery prospects become quite dicey for this category
since many of these companiesare not healthy or needto be
merged or acquired. They oftenneed new capital inaddition
to a restructuring of existing debt. A key to profitability
here, isin therelative seniority of the bond claimsto other
creditors.

Finally wehave companiesthat fail ed through acombi-
nation of bad luck and bad management. This category of
companies represents the highest risk because there are
generally senior bank creditors, who will be calling the
shots. Bonds in such bankruptcies are subject to a "cram-
down", whereby bondholdersloseany voiceinthe outcome
becauseitisjudgedthereisnot enoughresidual valuetogive
them avoiceinany settlement. Profitableinvestmentinthis
category requires a disproportionate amount of luck. The
chances of atotal loss here are quite high and any recovery
will not be immediate, but rather, as a stockholder in the
surviving company.

Unlikepast default waves, webelievethat thehighyield
market has come to accept that defaults are to be expected
and have built thisinto their yield expectations. Thisisnot
inconsistent with an investment atmosphere where I nternet
ventures, with no substance, commanded billionsof dollars
of investment capital i.e. weareinthe mature stage of arich
capital market willing to accept increased levels of risk to
achieverates of return ever harder to achieve. This means
more really speculative paper will be sold than ever before
and higher volumes of defaultswill be afact of life for the
foreseeablefuture.
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AMERIKING INC.

Ameriking isamajor franchisee of Burger King restau-
rants. The company missed the June 1, 2001 interest pay-
ment on its 10.75% debentures of 2006. On June 30, 2001 a
majority of holders agreed to exchange their bonds for two
classes of National Restaurant Enterprise Holdings Inc, a
newly formed operating subsidiary of Ameriking. Bond-
holders will receive half the face amount of their bondsin
newly issued 10.75% NRE bondsof ' 07 and the other half in
NRE's 13% pay-in-kind notes both due 2008. In addition,
bondholderswill receiveawarrant for the purchase of apro-
rata portion of 19.99% of NRE's common stock.

AMRESCO INC

AMRESCO isadiversified financial servicescompany
speciaizing in commercial and residential real estate lend-
ing, asset management, and commercial finance. The com-
pany filed a Chapter 11 petition on July 2, 2001. As part of
the filing, AMRESCO has entered into an asset purchase
agreement with a group of investors whereby, subject to
bankruptcy court approval and amandatory auction process,
the company will sell substantially all of itsassets, for $309
million, subject to certain adjustments. Thepurchasepriceis
comprised of $151 million cash, a $25 million six-month
note and the assumption of current warehouse indebtedness
of $133 million. The company has $362.3 million in out-
standing public bond debt.

COMDISCO

Comdisco, Inc. is engaged in information technology
leasing, technology services, and venture loans and | eases.
The company and 50 domestic U.S. subsidiaries filed a
Chapter 11 petition in the U.S. Bankruptcy Court for the
NorthernDistrictof lllinoisonJuly 16, 2001. Thepreviously
announced discontinued operations of Prism Communica-
tion Services are included in the filing. The company said
that Comdisco’s operations located outside of the United
Statesarenotincludedinthecase, and arecontinuing normal
business operations.

Concurrent with the filing, Comdisco announced it has
reached adefinitive agreement with Hewl ett-Packard Com-
pany to sell substantially al of its Availability Solutions
(Technology Services) businessfor $610 million. Comdisco
also announced that it had received binding commitments
for a$600 million senior secured DI P financing facility led
by Citibank, N.A. as administrative agent and, Chase Man-
hattan Bank as syndication agent. Comdisco reported that
$100 million of the new secured financing facility has been
reserved specifically to support international operations,
pendinginterim court approval . Comdisco anticipatesit will
exit Chapter 11 by the end of thefirst quarter of 2002. The
company has$2.82 billionin outstanding public debt, in the
form of 19 dollar denominated bonds. The largest isa $500
million 9.5% bond due 2003.
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METRICOM

Metricom is a wireless data provider, with a unique
twist. 1ts 128k wireless modem, radiosinformation to local
neighborhood cells, which then connect to the Internet.
Whileabrilliant technol ogi cal feat, the subscri ption price of
$80 per month proved a barrier to widespread acceptance.
The company filed for Chapter 11 on July 2, 2001 in the
USBCDistrict of SanJose, California. Metricomblamedthe
depressed state of the capital marketsfor itsinability toraise
additional capital. The company’s largest creditor is
WorldCom, which claims it is owed $355 million. The
company appointed Kevin |. Dowd as chief restructuring
officer. Debtor-in-possession financing has not yet been
obtained. The company had $300 million in outstanding
public debt in the form of a 13% bond due 2010.

PYCSA PANAMA

PY CSA Panamaownsand operatesatoll roadinPanama
City, Panama. The company missed the June 15, 2001
interest and principal payment. Pycsa's parent, Madrid-
based Grupo Protectoy Control, hassaid it will not provide
capital to shore up the bond issue. PY CSA Panamaissued
thebondstofinanceaportion of thecost to construct the8.1-
mile Northern Corridor and 10.1-mile segment toll road
around Panama City.

PY CSA reported that traffic growth onthetoll road was
not sufficient tomeet thefinancial obligationsof theproject.
One of the segmentswas delayed in its opening for various
reasons. Useislow, becauseof delaysintheimplementation
of atransponder system and competition from free public
roads. PY CSA has been negotiating with bondholders to
restructurethedebt. Credit SuisseFirst Boston, John Hancock
Financial ServicesInc. and Loomis Sayles& Co. own most
of thebonds. According to Bloomberg, Pycsaanditsinves-
torsarediscussing lowering the coupon rate or constructing
an extension that will make the highway more profitable,
possibly through another debt issue. The $125 millionissue
carries a 10.28% coupon and is due 2012.

SHEFFIED STEEL

Sheffield Steel isamini-mill producer of hot-rolled bar
products, concrete reinforcing bar and fabricated products.
The company’ scash flow and liquidity hasbeen affected by
pricing pressures from high import levels and reduced
demandfrom certainof itskey markets. Sheffield missedthe
June 1, 2001 interest payment on its $110 million 11.5%
bond of 2005. On July 2,2001 the company made a partial
interest payment of $1.05 million or 1/6 of the amount due.
However, on July 17, 2001 the company received anotice of
default from the trustee stating that the partial payment
accepted by the trustee did not constitute a waiver of the
default. OnJduly 27, the company enteredinto aforbearance
agreement with Bank of America, which providesfor con-
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tinuation of thecompany’ slineof credit through August 31,
2001.

STERLING CHEMICALS HOLDINGS

Sterling Chemi cal sHol dings, manuf actures petrochemi-
cals, acrylic fibers and pulp chemicals, and provides large-
scale chlorine dioxide generators to the pulp and paper
industry. The company filed a Chapter 11 petition in the
Southern District of Texas (Houston) on July 16, 2001. The
Company’ sforeign subsidiaries, including thosein Canada,
Australia and Barbados, are not included in the filing. The
Company expects to commence discussions with represen-
tatives of holders of its various debt securitiesin pursuit of
aconsensusonanoverall financial restructuring. According
to the company, higher raw material and energy costs and
weak demand for petrochemicals, hurt the company’s
financial performance.

Thecompany hasreceived commitmentsfor up to $195
million in debtor-in- possession (DIP) financing from a
group of lendersled by the CIT Group/Business Credit, Inc.
The DIP financing will be used to repay existing revolvers
and to fund post-petition operating expenses. Of the $195
million $155 million will beimmediately availablewiththe
rest availablewhen certain conditionsaremet. Thecompany
has $912 million in outstanding public bond debt. The
largest issue, at $295 million has a12.375% coupon matur-
ing in 2006.

US DIAGNOSTIC

USDiagnosticInc. isanindependent provider of radiol-
ogy services. The company failed to make an interest pay-
ment on its 9% subordinated convertible debentures due
March 31, 2001. In addition to the above, the company
announced that it failed to pay the $10 million principal due
on its6.5% convertiblenotesthat matured on June 30, 2001.
US Diagnostic is currently engaged in negotiationswith its
secured and unsecured lenders. If negotiations are not suc-
cessful the company may be forced to file for bankruptcy
protection. The company has $32 million in outstanding
public debt.

WOODS EQUIPMENT

Woods Equipment Company is a manufacturer of at-
tachments for a variety of mowing, cutting and clearing
applications. The company failed to make its $7.8 million
interest payment onitssubordinated notesdueJuly 15, 2001.
Standard & Poor’ sindicates that because of the company’s
debt burden, lack of liquidity, and poor operating results, the
company isunlikely to make the payment within the 30-day
grace period. The default also affects Woods subsidiary
WEC Company. Together there is $181.9 million in out-
standing bond debt in two issues.
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CORPORATE BONDS

| ssuer AgencyAction NewRating
360Networks M/S - CalD
Adv Accessory Sy S - CCC+
Amer Greetings M - Bal
Ameriking Inc S - D
Ames Dept. Store M - Caa3
BWAY Corp M - B3
Benton Qil S - B-
Burke Inds M/S - CalD
Cdlif Steel Inds M - Ba3
Coeur D’ Alene S - C
Color Spot Nurse M/S - CaD
Comdisco Inc. M - Caal
Doe Run Resource M - Caa3
Dole Food Co. M - Bal
El Comandante M - Ca
Equistar Chem M - Bal
Exodus Comm M/S - Caal/B-
Federal-Mogul M - Caa2
Ferro Corp M - Baa2
Fleetpride M - Caa3
GATX Rail Corp M - Baa2
Gaylor Container S - CCC+
Globa Telesys M/S - ciC
HayesLemmerz M - Caal
Henry Co. S - CcccC
Hylsa SA DE CV M - B3
ISP Hldgs M - B2
ITC Deltacom Inc S - CCC+
Kinetic Concepts S - CCC+
Level 3Comm S - CCC+
Lucent Tech S - BB+
MTSInc M - Ca
Mail-Well Inc M - B3
Motor Coach Ind. M - Caal
Orius Cap Corp M - Caa2
Oxford Auto S - B-
Pacificare Hith M - Bl
Pentacon Inc M - Caal
Pinnacle Entmt S - B-
Polaroid Corp S - CCccC
Precision Ptnrs M - Caa2
Quality Stores M - Ca
Sheffield Steel M/S - CalD
Sun Media Corp M - B2
Thermadyne HIdgs S - D

US Gypsum Co. S - CCC+
USIndustries S - CCC+
Viskase Co S - D
WHX Corp M - Caa3
Westpoint Steven M/S - CalCCC+
Wheeling-Pitts M - C
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RECENT CORPORATE DEFAULTS

DEFAULT CANDIDATES - CORPORATES

I ssue Coupon Maturity ($Millions)
Ameriking 10.75 2006 100
Amresco 9.875 2005 185
Amresco 10 2004 127
Comdisco 9.5 2003 500
Comdisco 5.95 2002 350
Comdisco 6 2002 350
Comdisco 7.25 2002 300
Comdisco 6.13 2001 275
Metricom 13 2010 300
Pycsa Panama 10.28 2012 125
Sheffied Steel 115 2005 110
Sterling Chemical 12.375 2006 295
Sterling Chemical 11.75 2006 275
Sterling Chemical 135 2008 192
Us Diagnostic 9 2003 22
Woods Equipment (WEC) 12 2009 130
CORPORATE DEFAULT
SUMMARY
Total 1999 - (95 Issuers) $20,788,551
Total 2000 - (122 I'ssuers) $33,248,498
Total 2001 to Date - (79 Issuers) $54,531,628

MUNICIPALS

LARGEST UNSETTLED DEFAULTS

| ssuer Project Amount  Status

($000)

Palm Beach County ~ OkeelantalL P 288,500 2F
Camden Cnty NJ Solid Waste 189,490 1A
Maryland State Hagerstown Fibre 160,000 2A
PA Econ. Dev Ponderosa Fibres 152,000 2
Highland Park, Ml MI Health Care 113,037 2C

Total open muni defaults (580) 7,590,811

RECENT DEFAULTS

| ssuer Proj ect Date (Millions)
Harris Cnty Tex Windfern 7/01 20
Sykesville Md Eldercare 6/01 79
Allegheny Cnty Pa Lanchester 7/01 20
Total 1999 (121 Issuers) $1,605
Total 2000 (117 Issuers) $1,267
Total 2001 (54 I'ssuers) $766
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Company Bonds Next Installment Rating
($Mill) DT ($Mill) Mo/S& P
AmerikingInc. 100 6/1 54 Dflt
Anker Cod Group 127 101 90 Ca2iCCC
AamesFinancia 276 9/15 1.8 CaNa
AEI Resources 150 6/15 8.6 Dflt
Advance Agro 111 5/15 7.2 Caal/CC
Brunner Mond 124 7/15 6.9 Grace
BTI Telecom 250 9/15 131 CcC
Climachem 105 6/ 5.6 Dflt
Coeur D' Alene 294 7/31 3.2 Caa/lCCC
Crown Packaging 267 11/1 70 CaNA
Classic Cable 466 9/1 233 CaCcC
Color Spot Nurseries 100 6/15 53 Dflt
CSWireless 400 91 219 CacC
Doe Run Resources 250 9/15 141  Caa3/CCC
E& SHoldings 200 10/1 104  Caa2iCCC
Echo Bay Mines 100 10/1 55 CID

Envirodynelndus 219.6 6/1 11.2  Paid
Family Restaurants 450 81 213 Dflt

Fleet Pride 100 2/1 6.0 Ca3/CCC
Henry Co 85 10/15 4.25 CCC+
High Voltage 155 8/15 83 Caa2/B
Hollywood Entertan 250 8/15 132 Caa3/CC
James Cable Ptns 100 8/15 54  Caa2/CCC
Moll Industries 198 12/1 6.8 Caa3/CC
Nationwide Credit 100 12/15 51 CaB-
Numatics 115 10/1 11  Cas2/CCC
Orius Cap (Natg Hldgs) 150 8/1 9.5  Caa2/CCC
Paragon 115 10/1 55 Caal/CC
Production Resources 100 6/15 57 C-
Pycsa Panama 127 6/15 6.5 Dflt
Quality Stores (Central Tr) 105 10/1 5.6 CalCCC-
Riverwood Intl 900 10/1 345  Caal/CCC
Specia Devices 100 12/15 5.7  Caa2/CCC
Sheffield Steel 110 6/1 6.3  Dflt
Steel Heddle Group 129 12/1 53 CCC+
Teex 125 111 66 CaCCC
Unilab Corp 120 101 6.6 B3B-
Wiser Ol 125  11/15 59 CaCCC-
W.R. Carpenter 78.6 6/15 42  Dflt

NEW ISSUE VOLUME - HIGH YIELD CORPORATES

July 01 YTD 2001

($ Millions)
No. of New Issues 21 204
Amount of New |ssues $5,325 $58,827

© Copyright 2001 - Bond Investors Association

9



Defaulted Bonds Newsdletter August 2001 Vol. XV Issue 8

CORPORATE BOND PRICING

MUNICIPAL BOND PRICING

Issuer Coupon Matur  Dflt. Size Status Current Issuer Size($MM) Coupon
Rate Date Date ($Mill) Code Price Status Issue Dflt.Date Price
Algoma Steel ALLEGHENY CNTY PA (01730EAD) 20 7.0%
12375 2005 4/01 340 2A 23 1A Lanchester Energy 7/01 43
Armstrong World Industries BANGOR MI (060158AN) 21.4 7.50%
975 2008 12/00 125 2A 43 2A Malachi Corp Proj -a 12/98 47
Borden Chemical & Plastic BEECH GROVE IND (076698CB) 111 7.0%
9.5 2005 4/01 200 2A 19 1A Beech Grove Vig Apts 7101 44
ChiquitaBrands BIBB CNTY GA (08869NAL) 17 7.00%
9.625 2004 1/01 250 1A 72 1 Emerald Coast Hsg 2 A 6/00 42
Contifinancial Corp CENT. SAN JOAQUIN,CA (155060AB) 29.7 8.00%
8.375 2003 5/00 200 3B 8 1C Cap. Improvement Revenue 1/92 42
Globalstar FONTANA, CA. (344630EY) 46 8.5
11.375 2004 1/01 499 1B 5 1A Empire Ctr. Cfd No. 90-3 10/96 76
Hechinger HESPERIA, CALIF.(428055AP) 21 8.5
9.45 2012 5/99 200 2B 7 1A Assmt. Dist. No. 91-1 9/96 38
Integrated Health JEFFERSON CNTY GA (474075AL) 5.7 5.9
1025 2006 11/99 150 2A 125 1A Northminster Presbyt 9/00 18
Livent PALMDALE, CA 696738AM 35 8.80%
9.375 2004 11/98 125 3B 20 1A SierraGateway, 91-1 12/97 26
Optel PERDIDO HSG FLA 12.9 8
11.5 2008 10/99 200 2A 35 1A Lamplighter 71361WAK 2/01 42
Outhoard Marine PERDIDO HSG FLA (71361WAT) 11 8%
10.75 2008 12/00 160 2B 3 1A Colony House Pro 5/00 32
Pacific Gas & Elec Co RUSK CNTY TEX (782195AL) 10.6 8.5
7.75 2005 2/01 680 2A 80.75 1A Texas Choice Community 3/00 25
Paracelsus Hithcare Corp SUMMERSCNTY WV (865693AB) 16 8.00%
10.0 2006 3/00 325 2B 31 1A Midwest Disp Of WV 3/00 19
Southern CA Edison Co TRI-CITY GA (895402FR) 39 6.375%
7625 2010 2/01 250 1B 76 2A Tri-city Hospital 4/00 21
USG Corp TULSA CNTY OK. (899522CM) 27 6.75%
85 2005 6/01 150 2A 65 1A Tulsa American Ser A 3/99 46
Viatel VICTORVILLE, CALIF. (926434AP) 20 8.3
1125 2008 4/01 400 2B 15 1A Dist.No.90-1 SeriesA 9/95 82
Vlasic Foods I nternational WORTH IL 981738AL 25 9%
10.25 2009 1/01 200 2A 29 1A Belhaven Conval escent 12/98 35
Weblink Wireles CORPORATE DEFAULTS
15.0 2005 5/01 207 2B 10 (SMILLIONS)
Worldtex, Inc
9625 2007 12/00 175 2F 12

DEFAULT STATUSCODES

1InDefault - SatusUnknown, 1B In Default -Negotiatingwith creditors,
1C In Default - Workout Proposed, 2A |n Bankruptcy - No Settlement
Proposed, 2B In Bankruptcy - Settlement Proposed, 2F In
Bankruptcy - Settlement Pending Confirmation, 3 InLiquidation,
AC Default Settled - Operating Under a Settlement Plan, 6 Issue
brought current (Vauationsareas of July 31, 2001) Note: Bond
bid prices are shown for thinly traded issues which may vary
significantly from ask prices. Pricing is obtained from market
makersand published quotationswhenever possible. Other prices
are obtained from pricing services such as Bloomberg Capital
Markets and Bridge Capital Management.
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ALLEGHENY CNTY PA LANDFILL

LANCHESTER ENERGY PARTNERS

ThetrusteereportstheJuly 1, 2001 interest payment will
not bemade. Thereare$20 millioninbondsaffectedinthree
series. The Series A is a $6.4 million bond with a 6.8%
coupon and amaturity of 2005. TheseriesCisan $8 million
with a 7% coupon and matures 2008. The seriesB bondisa
taxable Muni with a 7% coupon with an unknown maturity
date. Cusip A (01730EAC), Cusip B (01730EAB), CusipC
(01730EAD)

BAYSHORE HSG. CORP HSG REV

BRIERWOOD PROJECT

The trustee reports an unscheduled draw on the debt
servicereserve fund was made, in order to make the July 1,
2001 interest payment. The draw was in the amount of
$12,297 leaving the fund balance at $93,174. The interest
payment was $286,885 for the Series A bond. Interest
payments on the Series B bond have not been made since
July 1, 2000. This non-rated $10.2 million manufactured
housing bond was issued in January 1998 with a 6.8%
coupon. Cusip A (073119AW), Cusip B (073119AX).

BEECH GROVE IND ECONOMIC DEV REV

BEECH GROVE VLG APTS

Thetrusteereportsthat theJuly 1, 2001 interest payment
was made from reserve funds. This $11.1 million multi-
family housing bond wasissued in 1997 inthree series. The
7% bond of 2028 was recently offered at 44. Cusip
(076698CB)

DADE CITY FLA REV

CHAMBER HEALTH CARE SOCIETY

Although this $1.84 nursing home issue has not de-
faulted, it is closed. As of June 14, 2001 all patients were
moved to other facilities. The project’s manager has indi-
cated that the facility has not had a positive cash flow for
several months. Thetrusteereportsthat all necessary insur-
anceisinplaceandthat acertificateof needisstill active. The
Trustee intends to have the collateral for the bonds, the
building, furniture, fixtures and equipment appraised. The
project manager indicated to thetrusteethat the December 1,
2001 interest payment of $66,650 and a $25,000 principal
payment will be made as scheduled. Cusip (23342PAH)

DICKSON TENN HSG DEV CORP FST LIEN

DICKSON AND WHITE BLUFF PROJECT
This$1.4 million housing bond wasissuedin 1978 with
a7.75% coupon, maturing in 2009. After 33 yearstheissue
is now in default. The low-income housing project was
receiving housing assi stance paymentsfrom HUD until the
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contract was terminated. The project lost its accreditation
because of poor maintenance of the facility. Consequently
the obligor wasunableto makeits schedul ed payment tothe
trustee. Cusip (253516BF)

HARRIS CNTY TEXHSG MULTI FAM

WINDFERN & WATERFORD PLACE APTS
The trustee reported that an unscheduled draw on the
debt servicereserve fund was madein order to pay the July
1, 2001 interest payment. This$ 32.5 million multi-family
housing bond wasissued in August 1999 with a6% coupon
maturing in 2029. Standard & Poor’ s has downgraded the
bonds from A to BBB.SER A B C D Cusip (414158PY)

ILLINOIS DEV FIN AUT MULTIFAMILY

SPRING GROVE

Thetrusteereportsthat theJuly 1, 2001 interest payment
was made from reserve funds. This $5.3 million housing
bond wasissued in 1998 in three series, including ataxable
bond. Cusip (451915AU)

INDIANAPOLIS IND ECONOMIC DEV REV

FARIS AVE L.P.-SERA &B

The obligor failed to pay theinterest and principal due
on April 30, 1998. The trustee declared an event of default
and accelerated theissue. Thetrustee then drew fundsfrom
the debt reserve account in order to make the May 1, 1998
interest payment. Sincethen, at least twoforbearanceagree-
mentshavecomeand gone. OnJune 11, 2001, anoticeof tax
sale was received from the Marion County Treasurer. On
August 16, 2001, theprojectiseligibleto beofferedinasale
for atotal of $1,007,668.00 plus an administrative cost and
titlesearchfee. Thereceiver of the project hasnot been able
to obtain financing to pay these taxes or to postpone the tax
saleof theproject. Thereceiver hasbeen offeringtheproject
for sale.Although he has received several indications of
interest, no firm offerings have yet been made. There is
$6.75 million of 6% Series A bondsand $.25 million of 6%
SeriesB bonds outstanding. Thebondswereissuedin 1996
and are not rated. (CUSIP 455261RE)

JACKSON CNTY MO INDL DEV MULTI FAM

STONEGATE MEADOWS APTS

This $12.8 million housing bond initially defaulted
when the January 1, 2001 interest payment was not made.
The trustee had areceiver appointed to oversee the project
and to provide day-to-day management. The receiver re-
ported that the apartment project is only 45% occupied and
needs extensive repairs that will cost approximately
$6,676,000. On June 27, 2001 the project was sold to Bank
of America Community Development Corporation for $7
million. The eventual settlement will likely be somewhat
lessthan the 54 centson the dollar the salewould imply due
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to trustee fees and expenses. Cusip (467369AZ)

MONROE CNTY FLA INDL DEV AUTH REV

KEY WEST BREWERY

This$7.4 million bond wasissued to expand the capac-
ity ataKey West Micro-Brewery. Issuedin 1999theobligor
defaultedontheJduly 1, 2001 interest payment. Thecompany
blamed construction delays and “growing pains’ for its
current difficulties. Negotiationsto secureadditional capital
are ongoing, as are negotiations with bondholders. Cusip
(610506AD)

SANDSTONE MINN

FAMILY APTS PROGECT SER B

This housing bond initially defaulted on July 29, 1998
when a draw of $50,446 was made from the debt service
reservefund. Thefund hasbeen drawn uponto makeinterest
paymentsever since, includingthe July 2, 2001 payment. As
of July 5, 2001, the balance in the debt service reserve fund
is $278,728, compared to the required balance of
$472,362.50. Cusip (800120CQ)

SOUTHERN SAN JOAQUIN POWER CALIF
TRANSMISSION CAPACITY

This $15 million bond was issued in 1991 to finance a
transmission line linking California with Oregon. In 1997
the Southern San Joaquin Valley Power Authority obliga-
tionsweretaken over by Pacific Gas& Electricin exchange
for theauthority’ sshare of itstransmission capacity. Pacific
Gas & Electric filed for bankruptcy protection on April 6,
2001. Consequently, the July 1, 2001 interest payment was
not made. Aninterest payment of $600,350 and a principal
payment of $575,000 were due. The Trustee is holding
$1,517,501inthedebt servicereserveaccount andisseeking
relief fromtheautomatic stay in order to pay theinterest due
from reserve funds. Cusip (843787AU)

SYKESVILLE MD. REV

ELDERCARE PROJECT CONTINUUM

Thetrusteereportsthat theobligor hasfailedto makethe
June 30 payment, which wasto be used to makethe Septem-
ber 1, 2001 interest payment on the bonds. The five-day
grace period has expired and the bonds have been declared
in default. Continuum Care Corporation has also failed to
provide audited financial statementsfor 2000 and rate cov-
enant information as required. Cusip (871239AD)

TARRANT CNTY TEX

HARVEST COMMUNITY OF HOUSTON

This $12.6 million unrated hedlth facility bond was
issued in January 1999 with an 8% coupon. It defaulted
about ayear later, when the January 2000 interest payment

© Copyright 2001- Bond Investors Association

was hot made. The trustee reports that the obligor failed to
remit sufficient funds in time for the trustee to make the
payment, althoughtheobligor subsequently madea$65,000
payment. The debt service reserve fund would have been
sufficient to make the interest payment, but, the trustee
declined to makethepayment. Thetrusteeisalsoconcerned
that any excess cash flow generated by the three facilities
supporting the bonds will first have to be used to repay
amounts advanced to the borrower (up to $1,200,000 plus
interest) under a cash flow loss insurance policy.

Threenursinghomessupport thebond. Thehomeswere
acquired for an aggregate total of $8.9 million, plus $1.2
million inrenovation costs. The Lockwood facility costing
approximately $2.9 million was recently offered for sale at
aprice of $100,000 however, the deal did not close. The
obligor is considering abandoning the facility. There have
been all egationsthat the obligor hasmadeimproper loansto
affiliated companies.

New management has been brought in operate the
projects. The trustee favors liquidating the projects, once
occupancy levels are increased, rather than an ongoing
operating plan. The obligor estimated that at the time of the
bankruptcy filing thetworemainingfacilitieswereworthno
more than $2,500,000. CUSIP (87638LFC)

TUPELO MISS HSG AUTH MULTI FAM

TUPELO APT HOMES

The trustee reports the July 1, 2011 interest payment
will notbemade. A cloud of uncertainty surroundsthisbond
issue. HUD removed the manager of the project, the Hous-
ing Authority of the City of Tupel o, Mississippi. Thetrustee
has resigned with no successor trustee yet named. Substan-
tial issues have arisen regarding tax credit cost allocations
and tenant certifications, which could have a material ad-
verse effect upon the project’ s eligibility to receive alloca-
tionsof tax credits. Thetrusteehasstill not receivedfinancial
information for1999 and 2000. Because of construction
delays only two-thirds of the apartments are finished, but
most of these are occupied. Cusip (899803AE)

WARNER ROBINS GA

ROSEWOOD APTS PROJECT

This issue defaulted on July 1, 1999 when the bond
interest payment was not made. The obligor had proposed a
restructuring plan that would reduce the interest rate for a
three-year period and then be re-evaluated in June of ' 03.
However, On January 28, 2000, the obligor filed a Chapter
11 bankruptcy petition in the Middle District of Georgia.
The bankruptcy petition was dismissed on June 29, 2001,
whentheobligor wasunableto haveapl an of reorgani zation
confirmed. A receiver hasbeen appointed who will manage
the collateral and prepare the project for aforeclosure sale.
This $5 million housing bond was issued in 1997. Cusip
(934604AJ)

Page 7



Defaulted Bonds Newsletter August 2001 Val. XV Issue 8

MUNICIPAL DEFAULT ALERT

ATLANTIC CNTY, NJUtility Authority (CUSIP 048509AN) - 3
BETHESDA HSG CORP./ Indiana (CUSIP 087140) - 3
BLACKWATER HOUSING CORP.(CUSIP 092597) -3
BOULDER CNTY, CO (CUSIP 3101502) - 3,9

COHOES, NY, Revenue (CUSIP 192522)- 3

FRANKLIN COUNTY, OH/Harding Hospital - 1, 3,4, 5, 9
GRAFTON PUBLIC SCHOOLS, ND (CUSIP 384450) - 3
GREEN SPRINGSHLTH CARE FAC (CUSIP 393397) -3
HEALTH INSPLN, NY (CUSIP 422181) - 3

HOWARD CNTY, MD/Industrial Development - 3

HUTTO, TEXAS/G.O. Bonds- 3,4

IILLINOISHEALTH FACS. Mercy Hosp -3

NDIANAPOLIS, IN Meadow's Proj (CUSIP 455261) - 3
JACKSONVILE, FL Methodist Hospital (CUSIP 469404HG) 9
JEFFERSON COUNTY, KY/Big Stone Gap (CUSIP 473042) - 3
LAWRENCE COUNTY, IN/Bedford Medical Ctr. - 3
LAWRENCE CNTY, PA, Ind Dev Auth (CUSIP 519833)- 3
LEWISCOUNTY, WV/Single Family Mtg.- 1,5
LOSANGELESCNTY., CA/CFD NO.6-B- 1

MA HLTH & ED, Bos Regn Md Cent(CUSIP 575849-51XV) - 3
MERCER COUNTY, NJ¥Solid Waste Bonds(CUSIP 587844GZ) - 1
MICHIGAN STATE Mich. Sugar Co., (CUSIP 59469C)
MOFFAT CNTY, CO/Single Family Mtg (CUSIP 607881)- 3
MONROE CNTY., NY Genesee Hospital, CUSIP 610755) -3
MOUNT VERNON EDERLY CORP, (CUSIP 623392) - 3
NEEDLES, CA/City Hall Proj. - 1, 3, 4

NEBRASKA INV FIN AUTH/Y orkshire Proj (CUSIP639673) - 3
NEW YORK DORM. AUTH./Eye Ear & Throat Hsp. -3
ODESSA HSG CORP., TX - Chaparra Village (CUSIP675905)-3
PASSAIC CNTY, NJ(CUSIP 702770AN) - 3, 9

PHOENIX IND DEV AUTH, AR (cusip 718904) - 3

PORT NEW ORLEANS, LA,Continental Grain Co 734786 -3
PRESTON COUNTY, WV/Single Family Mtg. - 1,5

PRINCE GEORGES COUNTY Greater S.E. Hithcre - 3.
RADCLIFF, KY/Big Stone Gap Apts- 3

ROANE COUNTY, WV/Single Family Mtg. - 1,5

*SANTA ROSA BAY BRIDGE FLA- (802576AA) 1,3
SANTA ANA, CA/Redevelopment Pr. - 1

SHELBY CNTY., TN Housing A, CUSIP 821697 -3
SHREVEPORT HSG AUTH, LA/Rev (CUSIP 82544E) - 3

ST. PAUL, MN/Port Auth. Res. 876 Com.Rev. - 1

TULSA HSG AST CORP, OK (CUSIP899636) - 3

VENICE, IL/ Bridge Revenue Bonds (CUSIP 922731) 3
WARREN CNTY, NJ(CUSIP935110DC) 3, 9

WASHOE, NV/Reno Sparks Conv. Ctr. - 1

YORK CNTY, PA/Memorial Hospital (CUSIP 986392) - 3

*NEW THIS MONTH

CODE DEFINITIONS

1) Projectedrevenueshortfall. 2) Default ratehighfor thesetypes
of issues. 3) Ratings have been lowered to below invest. grade.

4) Inviolation of certain financial covenants. 5) Negative asset
toliability ratio. 6) Project suspended. 7) Highdegreeof political
risk. 8) Project experiencing cost overruns. 9) Deteriorating finan-
cial condition. 10) Corporate obligor in default on other debt.
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MUNICIPAL BONDS

Issuer Rating
Project/Issue Old New
FLINT, MICHIGAN

GO Unlimited, CUSIP 339459 Bal Ba3
GRANITECNTY, ILL, HOSP. FACS.

St. Elizabeth Med Ctr, Ser. B CUSIP 387270 BB- CCC
GRANITECNTY, ILL, HOSP. FACS.

St. Elizabeth Med Ctr, Ser. A CUSIP 387270 Ba3 B2
GREENLEE CNTY ., INDUS. DEV.

Phelps Dodge Corp., CUSIP 395364 BBB BB-
GWINNETT CNTY. DEV., GA

Lucent Tech Project, CUSIP 403721 Baa3 Bal
HARRISCNTY ., TX., HSG. FIN. CORP.

CUSIP 414158 A BBB
LORDSBURG, NM, POLL. CONTROL

Phelps Dodge Corp., CUSIP 544052 BBB BBB-
MISS BUSINESS FIN. CORP.

Misssippi Chem Corp, CUSIP 60527M B+ B
NEW YORK ST. DORM AUTH.

Nyack Hosp., CUSIP 649836 Bal Ba3
SANTA ROSA BAY BRIDGE AUTH.

CUSIP 802576 BB+ B-

RESEARCH REPORTS & PUBLICATIONS

The Income Securities Advisor maintains a database of
information on over 1,900 municipal and 1,800 corporate bonds
indefault as well asadatabase on all corporate high yield bonds.
We are able to provide customized research reports on these
issues on an individual basis.

I.S.A. isaso the publisher of the Income Securities News-
letter, which provides information and recommendations on
corporate bonds and preferred stocks.

Defaulted BondsNewsdletter isamonthly publication (ISSN
1057-7521). Annual subscription rate is $425 Bloomberg users
may also receive electronic delivery and billing through their
terminals. Type BIA <GO> for details.

Publisher: C.Richard Lehmann

Editor: Jack Colombo
Subscription Services: TaraMartinez

The Income Securities Advisor is a corporation that provides
information on municipal and corporate bonds.

The Defaulted BondsNewsl etter isageneral circulation publica-
tion. It presents news, information and pricing datafromindividuals
and organi zations thought to be knowledgeable and reliable. Some of
thedataislimited and incomplete, asitisobtained fromindividualsin
afiduciary or trustee capacity. Such information must therefore be
interpreted in order to be meaningful. The opinions and analysis
herein are made by individuals who may or may not hold positionsin
the bonds under review. All contents are derived from data believed
to bereliable, but accuracy cannot be guaranteed.
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