Statement of Diversified Committee Regarding Commencement of Involuntary Bankruptcy of USA Investors VI, LLC.

With the cooperation and assistance of the Diversified Committee, the debtors filed an involuntary bankruptcy petition against USA Investors VI, LLC ("IP VI") on December 15, 2006.  The sole petitioning creditor was the Diversified Fund debtor.  IP VI is an entity that is owned by USA Investment Partners, LLC ("USAIP") an entity which is in turn beneficially owned mostly by Tom Hantges and Joe Milanowski.  One of the unpaid loans that is 100% owned by the Diversified Fund is the Sheraton Hotel loan with an unpaid loan balance in excess of $6 million.  The collateral for the Sheraton Hotel loan consisted of a hotel at the Salt Lake City airport.  Diversified Fund foreclosed on the hotel in 2003 or 2004 and took title to the same.  Presumably at the direction of Mr. Milanowski and Mr. Hantges, the hotel was operated by IP VI for several years until it was sold in October of 2005.  The net sale proceeds of the sale of the hotel appear to have been remitted to the Diversified Fund, however, Diversified Fund made numerous advances to IP VI during the years that the hotel was operated by IP VI and there are other indications that Mr. Milanowski and Mr. Hantges considered IP VI to be the owner of the hotel, presumably acquiring the hotel from the Diversified Fund at the time of the foreclosure for an assumption of the loan owing to the Diversified Fund.  As a result, at the time of the bankruptcy filing, the books and records of both Diversified Fund and IP VI reflected that IP VI owed Diversified Fund in excess of $6 million.  The Diversified Committee believes that amount is substantially understated and the actual amount is far higher.

IP VI is also the owner of the Hotel Zoso (formerly the Marquis Hotel) located in Palm Springs, California (directly adjacent to the Marquis Villas condominiums).  The purchase and renovation of the Hotel Zoso was financed by IP VI in part with a loan from direct lenders arranged by USA Commercial Mortgage Company ("USACM") in the original amount of $13.5 million, but now in an amount in excess of $20 million due to the failure of IP VI to make payments on the loan.  IP VI has been in escrow since May of 2006 to sell the Hotel Zoso for approximately $29 million.

The Diversified Committee, as well as the debtors, had participated in protracted negotiations with Mr. Milanowski and his counsel in late summer and autumn in connection with a proposed sale of the Hotel Zoso by IP VI.  The hope was that Mr. Milanowski would agree to arrangements that ensured that essentially all of the net sale proceeds of the Hotel Zoso would be paid over to the Diversified Fund.  However, when those negotiations reached deadlock, the debtors and the Diversified Committee determined that an involuntary bankruptcy petition, coupled with an immediate motion for the appointment of an interim trustee, was the most acceptable course of action.  

The involuntary case was commenced on December 15, 2006, the motion for the appointment of an interim trustee and seeking to restrict Mr. Milanowski's operating authority was filed that same day, and the court orally granted the motion at a hearing held on December 19, 2006.  On December 21, 2006, the US Trustee's office appointed James Lisowski as the interim trustee.

By this series of actions, the debtors and the Diversified Committee sought to restrict the ability of Mr. Milanowski to retain control over the disposition of the Hotel Zoso and sought to ensure an appropriate distribution of the proceeds of the sale of the same.  

On January 16, 2007, IP VI filed a motion to dismiss and motion to transfer venue of the case to the Bankruptcy Court in Riverside, California.

The Bankruptcy Court has set a status conference on this matter for Wednesday, January 31, 2007, to hear the motion to dismiss and transfer venue and to set a trial date for the determination of whether the involuntary petition is well-founded and whether the Bankruptcy Court should therefore enter an order for relief, thereby commencing a full-fledged bankruptcy case.
