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CDS (credit default swaps), 3, 18, 49
Cerberus Capital Partners, L.P., 79, 179
Chapter 7, 22, 100, 123
Chapter 11. See also Plan of reorganization

(POR)
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121
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need for speed in reorganization, 72
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parties involved in, 101–103
prepackaged (see Prepackaged
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principle documents filed, 151–154
professionals, 103
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relation between time and number of legal
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reluctance to use, 121–122
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tax disadvantages, 95–98
threats to control of business, 122
types of, 120–125
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voluntary versus involuntary petitions,

100–101
Chapter 15, 25–26
Chapter 22, 115
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creditor’s, 107
defined, 106–107
impaired, 113–115, 211, 213
purchasing, 214–215
secured, 107, 117–118
subordinated securities, 220
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Collateral, 117, 118

risks associated with, 165–168
valuation of, 127

Collateralized loan obligations (CLOs), 3
Common stock, 85, 91
Communication methods, 18
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Comparable deal multiple, 144
Compensation, management, 71–73
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Complexity, 30
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Contractual rights, 87–88, 91

Control, 42, 122, 172, 195–196
Control securities, 42, 86
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121–123. See also Plan of
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Corporate capital structures, 8–9
Corporate credit market debt, 10
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uncontrolled, 54, 87, 169–170
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Cram down provision, 113, 115, 119, 121,

221
Cram down risk, 168–169
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Credit default swaps. See CDS (credit default
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Credit markets, 6, 7, 8, 10
Creditors, 22

claim, 107
corporate, 78–82
cost of restructurings, 86–87
litigation trust, 220
postpetition, 121
prepetition, 121
rights of, 87–88
secured, 102, 109, 126–128
unsecured, 102–103, 110, 119, 128–129

Creditors’ committee, 24, 102, 211
Credit risk, 3, 38–39, 157
Credit support, 161–163, 191
Critical vendors, 110, 118–119, 128,

163–164
Kmart, 206–207

Cross-border cases, 25–26

Daily Bankruptcy Review, 155
Darden Restaurants, Inc., 142
Deal expenses, 53–69
Debt, 4–6, 8
Debt exchanges, 73
Debtor, 22, 82, 101, 103

defined, 25
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Debtor-in-possession (DIP), 40, 86, 100,
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Bear Stearns, 45
Kmart, 215–218
lenders, 108, 121
and leverage, 128

Debt-to-assets ratios, 12
Deemed consolidation, 159, 210
Default, 196–197
Deferred tax asset, 148
Depreciation, 137–138
Deregulation, 9
Derivatives accounting, 49
Derivatives market, 3
Designation rights, 205
Direct costs of distress, 86
Disallowance risk, 158
Discipline, 33
Disclosure statement, 111
Discounted cash flow (DCF), 28, 143
Discount rate, 142, 143
Distressed instruments, 93
Distress investing:

changed environment, 3–26
differences from LBO investing, 40
five basic truths of, 77–88
risks, 157–170
understanding, 27–42

Documents, financial, 151–154
Drexel Burnham Lambert, 12, 44–45
Due diligence, 133, 151–156, 160

Earnings, 29
Earnings-base valuation, 134–136
EBITDA (earnings before interest, taxes,

depreciation, and amortization), 11, 40,
136

EBITDAR, 141, 142
EBIT (earnings before interest and taxes), 40
Edgar, 153
Efficient market hypothesis (EMH), 28,

29–32
Employment contracts, 23
Enron, 91, 128, 159
Enterprise value (EV), 142, 144

Home Products International, 199–200
risks, 165–168

Entrenchment, management, 71–73
Equilibrium, 30–31, 34
Equitable subordination, 127–128, 158–159

Equity Group Investments, LLC (EGI), 187,
195

ESL Investments, Inc., 213, 214, 220
Evans Products, 123
Exchange offers, 82, 84
Exchanges, voluntary, 82–83
Exclusivity. See Period of exclusivity
Executory contracts, 23, 104–105
Expenditures, capital, 137–138
Expenses:

administrative, 53–54, 109
deal, 53–69
determinants of, 67–68
interest, 141–142
noncash, 137
priorities in Chapter 11, 109–111
rent, 141–142

External forces, 32–34

Fair and equitable standard, 39
Fair value, 139, 141
Fair value accounting, 41–42, 49
Fannie Mae, 17, 20, 185
Feasibility, 53–54, 225, 226
Feasibility test, 113, 115
Federal Bankruptcy Rule 3001, 214
Federal Reserve Board, 45
Federal Reserve National Shared Credit, 15
Federated Department Stores, 12
Fees, 53

breakup, 125
charged by professionals in Chapter 11

cases, 56–57
excessive, 68–69
legal, 67
retention, 58
topping, 125

Financial Accounting Standards Board
(FASB), 17

Statement 109, 148
Statement 123, 41, 42
Statement 133, 17
Statement 157, 17

Financial advisers, 54–66, 68, 119. See also
Professionals, bankruptcy

Financial distress:
capital infusions into companies, 184–186
case studies, 177–186
causes of, 43–52
principle documents filed, 151–154
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Financial innovation, 3–4
Financial Institutions Reform, Recovery and

Enforcement Act (FIRREA), 11
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Fixed multiple enterprise value (FMEV), 142
Fleet Capital Corporation, 193
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Foote, William C., 51
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Foreclosure sales, 128
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Forum shopping, 101, 117, 128
Fraudulent conveyance risk, 161–163
Fraudulent transfers, 24, 209–210
Freddie Mac, 17, 20, 185
Freeze-out mergers, 84
Fulcrum security, 51, 214

GAAP EBITDA, 136
GAAP performance, 48–51
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GDP (gross domestic product), 4–5, 13
General Electric, 17, 185
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GMAC (General Motors Acceptance

Corporation), 17, 20–21, 31–32,
78–79

case study, 178–181
Going concern, 17

Home Products International, 199–202
Kmart value, 206
valuation of, 134–143

Goldman Sachs, 17, 185
Government, U.S., 20, 34, 185
Graham, Benjamin, 37
Gramm-Leach-Bliley Act, 3
Great Risk Shift, The (Hacker), 35
Green shoe, 190
Growth, 38, 142, 143

by acquisitions, 189–192
Guarantees, intercorporate, 129

Hacker, Jacob S., 35
Haynes International, 183
Hedge funds, 3
High-yield market, 11
Holdout problem, 93–94

Home Products International, Inc.:
amendment of indenture, 196–197
case study, 187–202
cash and noncash charges, 140
deterioration of operating performance,

46–48
early years, 188
fight for control, 195–196
files for prepackaged Chapter 11, 197–198
going-concern and liquidation valuations,

199–202
implementation of Chapter 11, 199
indenture, 81
liquidation analysis, 149
measures of liquidity, leverage and credit

support, 191
operating results, 192
public comparable multiple analysis, 145
retail industry problems, 192–194
speed in reorganization, 183
statement of operations, 139
subordination agreements, 108
treatment of impaired classes, 198
utilization of reserves, 140

Impaired claims, 95, 113–114, 114–115, 213
Home Products International, 198
Kmart, 211, 213, 221

Impairment, 139, 141
Indenture, 80–81, 94

Home Products International, 196–197
trustee, 214–215

Indubitable equivalent, 182
Inflation risk, 157
Innovation, 3–4, 12, 33
Insolvency, 88, 96
Intel Corporation, 137
Intercorporate credit support risk, 161–163
Intercorporate guarantees, 129
Interest, unmatured, 107
Interest expense, 141–142
Internal Revenue Code (IRC):

Section 108, 74
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Section 1257(a), 74
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Internet, 18
Intrinsic value expense method, 41–42
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Investment bankers, 24–25
Investments:

and control, 42
risk, 35, 157

Investments (Sharpe), 31
Investment value, 84
Investors, 85, 119

Kmart, 218–222
Involuntary Chapter 11 petitions, 100–101

JPMorgan Chase, 17, 20, 185
JRT Acquisition, Inc., 195
Judge, 117
Junk bonds, 4, 6–12, 13, 45
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72–73, 126

Kmart, 208–209
Kmart, 184, 194

administrative costs, 212–213
blocking positions, 211, 213
buying claims, 214–215
case study, 203–224
critical vendors, 110, 163, 206–207
debtor-in-possession financing, 215–218
deemed consolidation, 159
fraudulent transfers, 209–210
going-concern value, 206
investment performance after

reorganization, 222–224
plan of reorganization and plan investors,

218–222
subsidiary guarantees and substantive

consolidation, 210–211
unexpired leases, 204–206

Law firms, 66–67
LBOs. See Leveraged buyouts (LBOs)
Leases, unexpired, 23, 141–142, 146–147,

204–206
Lehman Brothers Holdings, 17, 18
Leverage, 191

and creditors, 127–128, 128–129
factors in Chapter 11, 125–129

Leveraged buyouts (LBOs), 8, 14, 39–40, 84,
133

Leveraged loan markets, 4, 6, 12–16
Liabilities, 51–52, 94–95
Liability reserve, 138
Lien, 107, 113, 128

Liquidation, 100, 123, 124–125, 148–149
Liquidation value, 127, 199–202
Liquidity, 11–12, 191, 203
Loan Pricing Corporation (LPC), 15
Loans, 12–16, 178–182
Loan Syndication and Trading Association,
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London Interbank Offered Rate (LIBOR), 14
Look-back period, 128

Management, 117
compensation and entrenchment, 71–73
Kmart, 208–209

Management buyouts (MBOs), 40, 84, 133
Mandatory recapitalization techniques, 84
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Market participant, 29
Market price, 30–31, 181
Market risk, 34, 35, 157
Market value, 172
Mark-to-market accounting, 14, 17, 19, 49
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case study, 178–181
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Micron Technology, 137
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Money market funds, 9
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Mutual funds, 171
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preserving, 75–76

Net present value (NPV), 77
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New value exception, 111
Noncash expense, 137
Noncontrol investors, 85
Noncontrol vulture investors, 119
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Outside passive minority investors (OPMIs),
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contents, 111–112
conventional (see Conventional
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creditor committees, 24
direct costs, 86–87
fair and equitable standard, 39
Kmart, 203–224
large cases, 184, 203–224
parties involved, 117–119
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prepackaged (see Prepackaged

reorganization plans)
reclamation claims, 25

risk, 168
small cases, 182–183, 187–202
speed, 183
tax claims, 24
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169–170
workout process, 117–129

Plastics, Inc., 191, 193, 194
Political disadvantages, 73–76
Postpetition creditors, 121
Preferences, 23–24
Preferred stock, 85, 185
Prepackaged reorganization plans, 23,

83–84, 115–116, 120, 123–124. See
also Plan of reorganization (POR)

Home Products International, 188,
197–198

small cases, 183–184
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Present value, 142
Price, 30–31, 34, 181
Principle of equitable subordination,

127–128
Priorities, 109–111, 129, 158–165
Productivity, 33
Professionals, bankruptcy, 103, 119

fees, 53, 68–69
Kmart, 211
uncontrolled costs, 54, 87, 169–170
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Public comparable multiple, 144, 145
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93, 184
Put options, 18
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Recession, 12
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Reorganization plan. See Plan of
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Reorganizations, 100
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Replacement cost, 127
Rescap, 21
Reserve Funds, 17
Residual rights, 87–88
Resolution Trust Corporation (RTC), 11
Resource conversion activities, 134, 135
Resource conversion valuation, 146–148
Restructuring charges, 138–139
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226–228
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ideal, 225–231
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collateral, 165–168
cram-down, 168–169
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enterprise valuation, 165–168
fraudulent conveyance, 161–163
intercorporate credit support, 161–163
investment, 35
market, 34, 35, 157
perfection of security interest, 164–165
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types of, 34–38
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Secured creditors, 102, 109, 126–128
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exemption, 97
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Seniority, distressed instruments, 78, 93
Separate and salable assets, 146
Seymour Sales Corporation, 190
Sharpe, William F., 31
Short selling, 17, 18
Shutters, Inc., 188
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Special purpose entities (SPEs), 49
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Stand-alone entity, 41–42
Starbucks Corporation, 142
Statement of Financial Accounting Standards

(SFAS) 133, 49
Stock, 85, 185
Stock-for-debt exception, 73, 75
Stock options, 41
Storage Acquisition Company, LLC, 188,

195, 197
Structural subordination, 129
Structured investment vehicles (SIVs), 3
Subordination agreements, 107–108,
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Subsidiary guarantees, 210–211
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Syndicated loan market, 12–16
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TARP. See Troubled Asset Relief Program

(TARP)
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Tort liabilities, 51–52
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110, 119, 128–129, 210
USGCorporation, 51–52, 95, 184
Utilities, 25

Valuation, 39–40
cash-flow or earnings-based, 134–136
collateral, 127
going concern, 134–143
how to analyze, 133–149
liquidation, 148–149

Valuation multiple, 142–146
Value, 84, 127
Vendors. See Critical vendors
Volatility, 6
Voluntary Chapter 11 petitions, 100–101
Voluntary exchanges, 82–83, 91–98
Voluntary recapitalization, 84, 121

Wachovia Bank, 17, 185
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Wealth generation, 134
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Zero coupon bonds, 91, 95, 181
Zone of insolvency, 88

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om


