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Life after debt

; MERICANS are still trying ta come
| 1o szrms with the legacy of the debt-

come from the pacties, prevalent then,

of issuing 5o much junk debe diat bar-

cewers face the brear of bankruptoy?
| Federated Depariment Stores, which

H’I wans Bloomwingdales emong wthe

| chains), went bust in 1990 alier one of

| the bigpest junk-finanzed takeovers, led
| hy Rebert Campeat, Specalation that it

|! plans o launch a bid for angther firm, 1.

., Macy—a rival remiling frem that bor-

rowed beavily during a managoment

buyout and is e bankrept—has rekin-
| dled the debate,

\ Despite its recen: problems, leder-
ated is a more valuable company than it
weuld have beer: if the takeover had
never happened, claims a timely new
study by Steven Kaplan, an evongmist at

" the University of Chicage®. Before the
bid was launched in December 1987, the
company wasworth $2.23bilun, When
it emerped from: chaprer 1 bankrupicy
in Februany £992, aber including asset
sales and cash returred ta shareholiers
and ereelitons, (he notvalug of 118 assets,
in 1987 delars, had rsen by #16 bil-
ch-ic,hymcrct]::-.nath[rd.(NcnctEm—
logs it5 wwners, who paid 587 billion for
the company, made a hefy loss ]

This increase in vaiue was achicved

| happy 19505 Could anything good have

by urbundling—Mr Campeau raised
$3.8 aillion by selling off poripherat biis
ofthe musiness—and by managing asseis
Betier, reckans b Eaplan. The noea 1o
mcet massive interest payments on the
fin's debt, which eeeceded 10% ol jumn-
OVCF, pul exlra Pressute O its manage-
ment 10 mn the firm offciently. Belore
Me Campeaw’s bid, Faderated's postur-
manice had been lacklustre,

lntriguingly, Federateds nssets in-
creased in value during e teo yrars il
spent in chapter 1, even aftes albonwing
for mome than $300m in legal and
restracturing costs, according o A
Kaplan. Most other studies have found
that chapter 11 leaves firma worth less
than before. One reason for this is that
both sharchaiders and ereditors mus
agree © any reseus package; because
their interests often conflicl, negotia-
tinng can umble on faryears while legal

_ ills, paid outedthe firm'sassels, mount.
In Federated's case, some big creditors
were also hig shaccholders, mitigating
such canflices.

But Mr Kaplas suggests another in-
terpretation: too much debt may be less
of a threat tan you might thick. Re-
membee that borrowing sxerts sxtra dis-
¢ipling on managers; to that extent, “too
much” debt is acwally a gaod thing. If
the Anin gaes bast as a result, chapter 1L,
by protecting it from its ceeditors, ay
aflaw its Salance sheet to be restructued
cfficizatly while basses aveid the harm
darie 1o 3 business by the process of pa-
ing ust, {A firm that went buss for un-
corlying business reasons, rather than
bezause it barrowed oo mech, would
nat Lo 5o lugky.) Onee our of ¢haple i,
fuamzs junk-laden frms can dovorywell
indeed, pury Macy's sharcholder think-
ing of scliing should bear in mind G
Federated's share orice bas risen by 304
sinceitlel chapler i,
¢ Canpcine s ACquisiion ol Padezaied: Fosi-Racks
rupicy Resulic, by Stever Eaplan, Joaimal af Finan-
gidl Econamig,  wiacy 491

{1) Junk Dcht
(2) Unbundling asscls
{3) Takeover
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must agree to any rescue package because their

negoliations ¢an rumble on for ycars whilz Tegal bills,
assels, mount. [n Federated's case, some big creditors were also big shareaplders,
reitigazing such conflicts.” semRly, ALY SER shareholders&il creditars
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"(ine reasnd for this is that both sharcholders and creditors
interests olten conflict,
paid out of the finm's




