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Busted Convert Monitor   
 

Busted Convert Monitor—Focus Convertible Bonds, as of 10/1/09 
Amt . Total Mkt LTM Adj. 1 Yr Fwd LTM Cash LTM

Issuer Tkr Out. Coup Maturity Put Date Price Yield Parity Prem Debt Cash Cap EBITDA EBITDA FCF Cov Lev
CONEXANT SYSTEMS CNXT 250.0 4.000% 3/1/2026 3/1/2011 86.50 14.99% 5.49 1476% 342.0 139.7 150.3 24.0 NA NA 0.41x 14.28x
GREAT ATLA & PAC GAP 255.0 6.750% 12/15/2012 NA 87.75 11.43% 22.28 294% 1,470.0 350.4 494.2 313.7 316.3 59.2 0.24x 4.69x
JAZZ TECHNOLOGIE TSEMIT 128.2 8.000% 12/31/2011 NA 68.50 27.80% 22.98 198% 436.7 38.1 173.1 35.1 NA 14.4 0.09x 12.46x
NATL FINANCIAL NFP 230.0 0.750% 2/1/2012 NA 78.00 11.86% 15.16 415% 345.0 49.8 350.0 139.1 NA 88.4 0.14x 2.48x
OVERSTOCK.COM OSTK 60.0 3.750% 12/1/2011 NA 80.00 14.93% 19.10 319% 60.7 69.8 331.4 18.1 23.9 (3.9) 1.15x 3.35x
PATRIOT COAL PCX 200.0 3.250% 5/31/2013 NA 81.00 9.53% 16.81 382% 204.8 49.2 982.7 411.9 146.9 NA 0.24x 0.50x
STILLWATER MNG SWC 166.5 1.875% 3/15/2028 3/15/2013 80.00 8.72% 28.50 181% 196.5 175.4 604.0 50.0 57.2 NA 0.89x 3.93x
TRICO MARINE SER TRMA 202.8 8.125% 2/1/2013 NA 93.00 11.42% 56.00 66% 704.8 35.1 143.6 105.4 125.0 (39.8) 0.05x 6.69x  
Sources: Bloomberg; Capital IQ; and Imperial Capital estimates. 
 
 

 

Investment Thesis and Overview of the Busted Convertibles Market 

The busted convert universe, which was once over 450 issues strong, is now down to 118 issues.  
In addition to the issues that have traded to yields below our 8% threshold, the recent opening of 
the capital markets has enabled issuers to issue new debt and/or equity in order to take out 
busted converts prior to the maturity or put date. This has resulted in an increased IRR on the 
converts and adds another level of optionality, in our view.  
 
Because the universe is down to what we view as a more-normalized level, investors may need 
to seek less-liquid and/or esoteric securities to find anomalies in the space. We continue to focus 
our analysis on short-term maturities/puts and companies with strong liquidity and cash flow, as 
well as converts that trade at a lower premium over parity, which we believe have increased 
equity optionality if the equity markets continue to rally. 
 
We continue to construct our busted convert universe on out-of-the-money converts yielding 
greater than 8% and priced below 98. The busted convert universe included in this report 
comprises 118 different issues. The group has an average yield of 17.48%, average cash 
coverage of 0.31x, average leverage of 7.35x, and average premium of 358%.  We have 
sorted the universe according to issuer, yield, maturity/put date, LTM leverage, forward 
leverage, estimated EBITDA growth, LTM free cash flow, cash coverage, premium, and 
industry. Additionally, we provide eight subsets of busted converts that we believe offer some of 
the more interesting opportunities in the busted convert asset class.  
 
We also believe that some of the out-of-the-money convertible bonds that are no longer part of 
the universe may have run their course. Therefore, we have incorporated the Swap 
Candidates screen into this report, which was previously part of our mid-month Busted 
Convert Focus report. The Swap Candidates screen identifies out-of-the-money converts 
trading below an 8% yield that may be worth swapping out of, in our opinion. The Swap 
Candidates screen comprises 43 different issues, with an average yield of 6.29%. 
 
 

*All bond and equity pricing as of 10/1/09. 
*Majority of financial data contained in this report reflect data from Bloomberg and/or Capital 
IQ. Some of the data may differ from actual or adjusted results.   
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Important Disclosures, Certifications and 
Other Information 
See the last page of this report for important 
disclosures, analyst certifications and other 
information concerning conflicts of interest that 
may exist between the subject of this report and 
Imperial Capital, LLC, Imperial Capital Asset 
Management, LLC and/or the author(s) of this 
report. 
 
The updates of issuers with Imperial Capital 
published reports should be read in 
conjunction with previously published 
research reports, which can be obtained from 
our website (www.imperialcapital.com) or your 
account executive. No investment decision 
should be made without reviewing the related 
research reports. 
 
Additional information is available upon request. 
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Opportunities in the Busted Convert Universe 
Our busted convert universe includes U.S. dollar-denominated, non-zero coupon 
convertible bonds that have $50mn or more in principal amount outstanding, are priced 
at 98 or lower, and have a yield to maturity/put of 8% or greater. We analyzed and sorted 
the vast number of potential investment opportunities available across the asset class in several 
different ways, and provide the eight subsets of busted converts that result: High-Quality High 
Yield, Short-Term Maturities/Puttables, High Current Yield, Capital Structure Arbitrage 
Opportunities, LTM Free Cash Flow/Total Debt, EBITDA Growth and Positive Free Cash 
Flow, Yield/Forward Leverage, and Low Premiums. The bonds included in these subsets 
present some of the more interesting opportunities in the asset class, in our view. In the 
following sections, we summarize investment opportunities that we believe are particularly 
compelling within each of these subsets.   

(1) High-Quality High Yield 
 Criteria: leverage < 5.0x; market cap/debt > 1.0x; cash coverage > 0.4x. 
 These criteria identify what we view as the highest-quality and safest converts that still 

offer a high yield return.  
 Companies in this group have relatively strong balance sheets, positive EBITDA, and 

significant equity cushion below the debt. 
 Most of these securities could be classified as “anomalies” in the universe given their 

solid credit metrics and high yields, in our view. 
Stillwater Mining Company (SWC) $166.5mn 1.875s @ 80.00 (8.72% YTP on 3/15/13). 
Parity: 28.50; Premium: 181%. 
The 1.875s are the primary debt in the capital structure, and cash of $175.4mn covers the 
debt approximately 1.0x. At a price of 80.00, the 1.875s create the company for 
approximately $175mn (excluding cash), which is approximately 3.3x LTM EBITDA of 
$50mn. Additionally, the $604mn market cap covers the debt 3.0x. On 9/23/09, SWC 
announced it had negotiated with a holder of $15mn 1.875% notes an exchange offer for 
shares of common stock reducing the amount of notes outstanding to $166.5mn. 
Stillwater is the only U.S. producer of palladium and platinum and is the largest primary 
producer of platinum group metals outside of South Africa and Russia. Historically, 
General Motors and Ford represented the company’s two largest customers. During 
General Motor’s bankruptcy proceedings, GM received approval to cancel its palladium 
contract with Stillwater on 7/22/09. However, Stillwater’s CEO has continuously 
reiterated that the company will be able to sell all metals it produces, recycles, and 
processes in the U.S. to other customers given well-established end markets for platinum 
group metals (PGMs). 
Risks associated with high-quality high yield convertibles include potential cash commitments, 
incurrence of additional debt, and weakening of financial results.  
  

(2) Short-Term Maturities/Puttables 
 Criteria: maturity/put date < 12/31/11. 
 This group comprises converts with short-term maturities or puts. 
 The converts in this group with strong cash coverage could represent safer “yield-to-

call” type investments.  
 The higher-yielding short-term investment opportunities may represent refinancing/restructuring 

candidates where the converts are trading more on a claim basis than a yield basis.  
Conexant Systems, Inc. (CNXT) $250mn 4.00s @ 86.50 (14.99% YTP on 3/1/11). 
Parity: 5.49; Premium: 1476%. 

As of 7/3/09, Conexant had $422mn of total debt versus $137.9mn of cash. Adjusting for 
the sale of Broadband Access, a recent $18.4mn equity raise, and the retirement of $80mn 
senior secured debt, we estimate pro forma debt is $342.1mn and cash is $139.7mn. Cash 
continues to be more than sufficient to cover the $92.1mn remaining senior secured debt, 
potentially leaving the 4s as the only debt on the company. Based on management’s 
recent guidance, run-rate EBITDA is approximately $30mn and could be even higher if 
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IMPORTANT DISCLOSURES, CERTIFICATIONS AND OTHER INFORMATION 
Ratings Distribution and Definitions 

Rating Equity Distribution 
Equity Ratings Definitions (through 6/30/09) 
Fixed Income Ratings Definitions     

Buy 87.5% Buy: TRR will exceed basket by at least 10% 
Hold 4.14% Hold: TRR expected to be in-line with basket 
Sell 8.33% Sell: TRR will underperform basket by at least 10% 
        
        
          
          
  Equity Ratings Definitions (as of 7/1/09) 
   Outperform: TRR will exceed basket by at least 10% 
   In-Line: TRR expected to be in-line with basket 
    Underperform: TRR will underperform basket by at least 10% 
Rating definitions are expressed as the total rate of return (TRR) relative to the expected performance of a basket of like securities over a twelve month period. 
Please refer to our publication dated 7/1/09 for details associated with the transition of our Equity Ratings to the current definitions, as described above.  

See pages 1-7 for a discussion of the valuation and risks associated with the various categories of issuers covered in this report. 
Analyst Certification:  Each research analyst whose name appears in bold on the front page certifies that: (1) the views expressed in this report reflect 
the analyst’s personal views about the subject securities or issuers; and (2) none of the analyst’s compensation was, is or will be directly or indirectly 
related to the specific recommendations or views expressed herein. The analyst(s) responsible for the preparation of this report receive(s) 
compensation primarily based upon individual performance (e.g., productivity and quality of work) and the overall financial performance of Imperial 
Capital, LLC, including overall revenues from investment banking activities. 

COMPANY DISCLOSURE 
Conexant Systems Inc. None 

Jazz Technologies None 
Overstock.com None 

National Financial Partners Corp. None 
Patriot Coal Corp. None 

Stillwater Mining Company None 
The Great Atlantic & Pacific Tea Company None 

Trico Marine Services, Inc. 3,7 
1 As of the date hereof, the analyst or other Imperial Capital, LLC (IC) or Imperial Capital Asset Management, LLC (ICAM) employee who assisted in the 
drafting of this report (or a member of his/her household) has a financial interest in the securities of this entity.  
2 IC makes a market in the debt securities of this entity.  
3 IC makes a market in the equity securities of this entity.  
4 As of 8/31/09, IC or its affiliates beneficially own 1% or more of any class of common equity securities of this entity.  
5 IC has managed or co-managed a public offering or Rule 144A offering of securities for this entity during the past 12 months.  
6 IC has received compensation for investment banking services from this entity during the past 12 months.  
7 IC expects to receive or intends to seek compensation for investment banking services from this entity within the next three months.  
8 IC or its affiliates has received compensation for products or services other than investment banking services from this entity during the past 12 months. 
9 IC had a [investment banking services] [non-investment banking securities-related services] [non-securities services] client relationship with this entity 
during the past 12 months. 
10 As of the date hereof, the analyst or other IC or ICAM employee who assisted in the drafting of this report (or a member of his/her household) serves as an 
officer, director or advisory board member of this entity. 
11 IC had (and/or currently has) a financial advisory relationship with certain creditors or equity holders with respect to the entity during the past 12 
months. 

*Disclosure items appropriate to each entity, if any, are indicated. 
 
 

The table above discloses IC’s or its affiliate’s ownership, if any, of securities mentioned herein. While this report is in circulation, IC or its affiliates may, 
from time to time, make purchases or sales for their own accounts of securities of any entity. The table above also discloses, as of the date hereof, whether or 
not IC makes a market in any of the securities mentioned herein. IC’s market making may constitute, in the case of equity securities and certain debt 
securities, standing ready to make purchases or sales of securities on a regular or continuous basis or quoting markets in debt securities. Notwithstanding 
IC’s market making activities as of the date hereof, while this report is in circulation IC may begin or discontinue such market making activity for any entity. 
 

 
(continued on next page) 
 
 
 
 

This Equity Ratings Distribution reflects the percentage distribution for rated equity securities. Rating definitions are expressed as the total rate of return (TRR) 
relative to the expected performance of a basket of like securities over a 12-month period. Within the previous 12 months, IC has provided investment banking 
services to 9.5% of companies with equity rated a Buy, 0% of companies with equity rated a Sell, and 0% of companies with equity rated a Hold. As of 
6/30/09. On 7/1/09, Imperial Capital's equity ratings definitions have been changed as follows: 
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This report was jointly prepared pursuant to an intercompany agreement with IC’s affiliate, Imperial Capital Asset Management, LLC (ICAM), a SEC registered 
investment advisor. The analyst who prepared this report is an associated person of ICAM. From time to time, ICAM may accept payments from customers for generic 
investment advice contained in this report. None of the analyst’s compensation was, is or will be directly or indirectly related to the specific recommendations or views 
expressed herein. This report is for information purposes only. Under no circumstances is it to be used or considered as an offer to sell, or a solicitation of an offer to 
buy any security. While the information contained in this report has been obtained from sources believed to be reliable, we do not represent or guarantee that the report 
is accurate or complete, and it should not be relied upon as such. Based on public information available to us, prices and opinions expressed in this report reflect 
judgments as of the date hereof and are subject to change without notice. The securities covered by or mentioned in this report involve substantial risk and should 
generally be purchased only by investors able to accept such risk. Any opinions expressed assume that this type of investment is suitable for the investor. This report 
may be the last or only report covering the issuer(s), industries sectors and/or securities discussed. Decisions to cease coverage are based on a variety of factors. IC and 
ICAM’s research coverage is opportunistic in nature and analysts generally are not assigned continuing-coverage responsibilities for any issuer, industry, sector or 
security. As a result, coverage of such issues is frequently characterized by either isolated reports or long periods between reports. IC’s and ICAM’s views of a 
security, issuer, industry or sector may change without the issuance of a new report. If you would like to know whether IC’s and ICAM’s views have changed, please 
call us at (310) 246-3700. 
Imperial Capital, LLC is a member of FINRA (www.finra.org) and SIPC (www.sipc.org)  
© Copyright 2009 Imperial Capital, LLC and Imperial Capital Asset Management, LLC 
 




