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Restructuringfor Privatization - Courses Offered 

Module 1 Module 2 Module 3 Module 4 

Cash Flow Flow and Value Techniques Value Creation: Objective... 

.... to provide an understanding of the importance ofmanaging cashflow 
and its impact on value, value creation and restructuring alternatives... 
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aRestructuring for Privatization Course 

Module 3 Module Objective: 

...u.u...g ... to provide participants with an understanding of turnaround techniques and how to 
Techniques apply them. The techniques cover financial restructuring, operational restructuring,....... .. asset dispositions, mergers/joint ventures as well as developing a turnaround plan, and
.. 

negotiating with borrowers and creditors. 

Major Topics Covered 

i Motives for Restructuring 

i Recognizing and Analyzing Distressed Companies 

If RestructuringTechniques 

t/ OtherAspects of Implementing Changes 

%ICase Studies - Capital Structure, Asset and Business Dispositions, 
Acquisitions and Joint Ventures 
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aModule III: Restructuring Techniques 

Course outline... 

[ Restructuringdefined
 
[ Motives forrestructuring
 
IRestructuringtechniques
 
]Recognizingand analyzing distressedcompanies
 
iRestructuringtechniques-distressedcompanies
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Restructuring Defined 

- Corporate restructuringis a 
broad term that includes, for. 
example, mergers and 
consolidations, divestitures
 
and liquidations, and various
 
battles for corporate control.
 

0: -Atthe most general level, 
the term corporate 
restructuring refers to any 
change in operations, 
capital structure, or 
ownership, that is not part 
of the firm's ordinary 
course of business. 
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aRestructuring Defined 
Corporate restructuringcan also be definedas any substantial 
change in a firm'sasset portfolioor capitalstructure,with the 
objectivesof: 

" Increasing value to the owners 
" Improvingoperating efficiency 
* Exploitingdebt capacity 
* Redeploying assets 
* Changing or "defending" corporatecontrol 

Restructuringcan involvea diverse set ofactivities,such as: 

* Divestingofunderperformingbusinessunits 
'ISpin-ofifs" ofassets/businessunitsto shareholders 

a Acquisitionsandjoint ventures,
 
Stockrepurchases
 
Debt swaps
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0Restructuring 	 Defined 

For purposesof thiscourse, we willseparate restructuringactivities 
into two groups: 

StrategicRestructuring 
* 	 This type of restructuring is 

aimed at improving shareholder 
value, maintaining corporate 
ownership, and other strategic 
plans associated with a "going 
concern" business. 

Distressed Company Restructuring 
• 	This type of restructuring focuses on 

decisions and strategies aimed at 
reorganizing a financially distressed or 
even bankrupt company, to once 
again make it a "going concern." 

Both methods relyon many ofthe same 
restructuringtechniquesto achieve theirgoals 
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0Restructuring Defined 

Corporate restructuringcan be separated in to 3 distinct, 
yet related groups ofactivities... 

Mergers & acquisitions 
ConsolidationsSExpansions Joint Ventures 

Sell offs 
Spin offs 

Contraction 	 Equity carve outs 
Asset divestiture 
Liquidation 

Ownership & 
Gaining controlControl Diverting takeovers 
Stock repurchase programs 
Going private 
Capital structure changes 
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aModule III: Restructuring Techniques 

Course outline... 

IRestructuringdefined
 
I Motfives forrestructuring
 
iRestructuringtechniques
 

FRecognizing and analyzing distressedcompanies
 
F Restructuringtechniques-distressedcompanies
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Motives for Restructuring 
1. Distressedcompany turnaround 

A distressedcompany can be defined as: 
6 A company unable to meet current obligations 
6' ' A company whose total liabilities exceed the fair 

valuation of its total assets 

Restructuringmay be the onlyway to avoidbankruptcyand liquidation
of the company... 
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Motives for Restructuring 

2. Value creation 

One clearreason to.focus on restructuringIs to create value 
'forthe "stakeholders,ofthe company: 

Management 
Shareholders 
Lenders 
Customers 
Suppliers 
Employees 
Government 

As stated earlier,,this type ofrestructuring 
is called "strategicrestructuring" 
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0Motives for Restructuring 

3.Takeover threat 

In many cases, restructurings are motivated by a desire to prevent a 
takeover bid by corporate "raiders" who look for: 
(1) undermanaged, (and undervalued), companies where changes in 
strategic direction could dramatically increase the value of the shares 
of the company, and 
(2) companies with high liquidation values relative to their current 
share price. 

Thus, one way to avoid a takeover is to increase the price of the
 
shares (or the value of the company).
 
Which means that increasing the share price becomes a fundamental
 
purpose of corporate restructuring.
 

Government interventionin the businessaffairs ofa distressed 
company couldalso occur... 
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Motives for Restructuring 

4. To avoidfutureproblems 

Financialproblems 
Legal problems 
Problems for the "stakeholders" 

It is easier to preventproblems 
before they occur than to try 
to reverse the problems in a 
distressedcompany. 
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0Module III:Restructuring Techniques 

Course outline... 

I Restructuringdefined
 
[9J Motives for restructuring
 
[IX Restructuringtechniques
 

] Recognizingand analyzing distressedcompanies
 

IE Restructuringtechniques-distressedcompanies
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aRestructuring 	 Techniques 

As stated previously,corporate restructuringcan be separated 
into3 distinct,yet related groupsofactivities... 

Mergers.& acquisitions 
Consolidations 

Expansions JointVentures 

Sell offs 
Spin offs 

Contraction 	 Equity carve outs 
Asset divestiture 
Liquidation 

Ownership &Onrshp Gaining control 
Diverting takeovers 

Stock repurchase 	programsHandout-
Going privateExpansions Capital structure changes 
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a Restructuring Techniques 

Discussionofcorporaterestructuringtechniques... 

Expansions 

Merger: a combinationof two firms such that onlyone survives. Mergers tend 
to occurwhen one firm is significantlylargerthan the other and the survivor 
is usuallythe larger of the two. 
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0Restructuring Techniques 
Discussionofcorporate restructuringtechniques... 

eExpansions continuedMe rg e rs..................................
 

~~.....
.......
 

Horizontal 	 Involvestwo firmsin similarbusinesses;for 
example, two oilcompanies 

Involves two firmsinvolvedin different stages 
ofproductionof the same end productor relatedend products. For example, an oilproducerand 

an oilrefiner. 

Involvestwo firms in unrelated business 
Conglomerate activities. For example, an oil refinerand a 

waste disposalcompany. 
These distinctionscan be importantin understanding the 

sources ofvalue in business combinations. 
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0Restructuring Techniques 

Motives forenteringinto mergers/acquisitions... 

4 	 Synergies if the value ofthe combinedcompaniesexceeds the 
value of the individualtwo firmsbefore the merger, then synergy 
is saidto exist There are 4 reasonssynergiescan occur: 

- Operatingeconomies ofscale (cost reductions) 
- Financialeconomies (higherP/Es, lower debt cost, greater debt 

capacity 
- Improved management (the management ofonefirm is better 

than the other and can improve return on,assets) 
- Increased marketpower (from reduced competition). 

.4 	 Tax Considerations-a profitablefirm may acquire a firm with tax 
losses. 
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aRestructuring 	 Techniques 

Motives for enteringintomergers/acquisitions,(continued)... 

.4 	 To purchase assets below theirreplacementcost- it may be 
cheaper to purchaseassets througha merger than to builda new 
factory; 

w Diversification- is viewed as a means ofstabilizinga firm's 
earningsand reducingcorporaterisk. (for example, geographical, 
productorcustomerdiversification).Stabilityis importantto the 
firm 's -takeholders. 

4.Maintainingqcontrol- a companywho is the target ofa takeover 
may merge with another companyto increase theirsize and make 
takeovermore difficult. 

4 Technoloqicaland managerial skilltransfer- operatingbenefits 
may occurwhen when the technicalor managerial skillsofone 
firm can be advantageouslyappliedto the other. 
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aRestructuring Techniques 
Discussionofcorporaterestructuringtechniques... 

Expansions- continued 
........~ ~ ~ ~ .. ... ~ ~.~ ...... ~ ........... ~ ~ <. 

A merger/acquisitionhas several advantages ofover 
"internalgrowth" strategies: 

" Entry in a productmarket via acquisitionmay take weeks ormonths while 
internaldevelopmenttypicallytakes years. 

* Acquiringa businesswith a strongmarket positionis often less costly
 
than a competitivebattle to achieve market entry or market share.
 

" Strategicassets such as brand names, distributionchannels,proprietary 
technology,patents, trademarks, and experienced management are often 
difficult,if not impossible,to develop internally. 

" An existing,proven businessis typicallyless riskythan developinga
 
new one.
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Discussionofcorporaterestructuringtechniques... 
Expansions continued 

.. ... .....[......... ........ ....................... . ...... 
...


Acquisition: generallymeans an attempt by one firm (the acquiringfirm), to
 
gain a majorityownership interestin another firm (the target firm). Could
 
lead to a merqer or combination. Can be "friendly"or "hostile."
 

Overview ofthe merger/acQuisitionprocess: 
* Establish the merger/acquisitionobjectives 

IIdentifypotentialcandidates 
Narrow the listofcandidatesby usingscreeningprocedures 

.,Interviewmanagement and obtain financialand operationaldata 
a Perform a due diligenceofthe company 
• Perform a valuationofthe company "as is" & combined 
• Establishan offerprice and negotiate the acquisition 
o Determine methods and sources offinancing
 
e Close the deal
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Discussionofcorporaterestructuringtechniques... 
Expansions =continued 

... ..............
.
...... 

Why mergers/acquisitionsmay fail 

• Overpayingforthe company
 
" Lack ofexperience in managing the process
 
" Failure to keep keypersonnelofthe acquired/mergedcompany
 
* Purchase ofa companythat is too big for the resourcesofthe buyer 
• Incompatibilityofcorporate cultures 
* Fraud on the part ofthe seller 
* Failure offavorable forecaststo occur 
* IhUnforeseen disasters 
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0Restructuring Techniques 
Discussionofcorporate restructuringtechniques... 

Expansions- continued 

Consolidation:involvesthe creation ofan altogethernew firm owningthe 
assets ofboth of the firsttwo firms--andneither of the firsttwo firmssurvive. 
Typicallythe firms are ofabout the same size. 

In the case of the merger and consolidation,one or both ofthe companies
 
is dissolved.
 

JointVenture: involvestwo separate firmswhichpoolsome oftheir 
resources that does notlead to the dissolutionofeither firm. Such ventures 
typically involveonlya smallportionof the cooperatingfirms' overall 
businessand sometimes have limitedlives, 

*To be successful,a structureforeffective
 
controlmust be in place, and both partners shouldbe strong.
 

* 50/50 ownership has proven more successful Case Study 
than uneven ownership. (60% vs. 31%) JointVenture 

* Flexibilityto accommodate future changes is important. 
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a LRestructuring Techniques 

Discussionofrestructuring through "contraction." 

Mergers & acquisitions 
Consolidations

Expansions Joint Ventures 

Sell offs 
Spin offs 

Contraction 	 Equity carve outs 
Lquidation 

.:
.':Vi Ownership &,
Control 	 Gaining control 

Diverting takeovers 

Stock repurchase programsGoing private 

Capital structure changes 
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Discussionofcorporate restructuringtechniques... 

Contraction 
: ..::..::::..:: :.;.::::::.:.,:: :.;: ===============.,...;..;:...;.+;: ;;,............::::::::::::::::::.. ,,.........,:.. .:......:;.........,.,.,.....:::::.,........:...................:;;..:;. ..........:.;,.;.. ....:.. ,..;. ................... ,...,.... .
 .....::> ::::.,:.. :..::, === :. ,;: ; .;...... ; ... ...
 

Contractionactivitiesresultin a smallerfirm, resultingfrom the sale or 
abandonment ofassets. The dispositionofassets (also called "sell-offs") 
can take either of3 broad forms: 

Si-fsDivestitures (Equity carve-outs 

Spin-offsand carve-outscreate new legal entities,while divestituresdo not. 

Page 25
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0Restructuring Techniques 
Discussionofcorporaterestructuringtechniques... 

Contractionocontinued 

In a spin-off,the parent company transferssome 
Spin-offs 	 ofits assets and liabilitiesto a new firm. The 

shareholdersofthe originalfirm are then given 
shares in the new firm on a proportionalbasis 
to theirownership in the originalfirm. 

After the spin-off,the originalshareholdershave the same equityinterestbut
 
nowit is dividedbetween two separate entities. The shareholdersare free to
 
keep or sell theirshares in the new entity.
 

By creatinga new firm with itsown assets, its own management, and separate 
ownership, the spin-offrepresents a transferofcontrol. 

A "split-off"is a variationofthe spin-off:some ofthe shareholdersare given
 
an equityinterestin the new firm in exchange for theirshares in the old firm.
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0Restructuring Techniques 
Discussionofcorporate restructuring techniques... 

Contraction - continued 

Spin-off Two variationsofspin-offsexist.. 

In a "split-off"some ofthe shareholdersare given an equityinterestin the 
new firm in exchange for theirshares in the old firm. 

In a "split-up"all ofthe assets ofthe parent companyare dividedamong 
the spin-offcompanies and the originalparent companyceases to exist. 

It is importantto note that in all forms ofspin-offs,the parent company
 
receives no cash from its transferofassets to the new firm(s).
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a Restructuring Techniques 

Discussionofcorporate restructuringtechniques... 

Contraction- continued 

Divestitures : 

A divestitureinvolvesthe outright 
sale ofassets, usuallyfor cash 
consideration. In most cases, no 
new legal entityresultsfrom the 
transaction. 

A divestiturecouldbe made of 
individualassets (equipment,real 
estate, intangibleassets) or entire 
divisionsor subsidiaries. 

RestructuringTechniques 

A manager is faced with three central 

questions regarding divesting assets: 
Which assets may be used to 
generate capital? 
How much capital will they 
generate? 
What effect will a proposed 
transaction have on the 
company? 
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0Restructuring 	 Techniques 

Divestitures 	 General considerations 

The 	selecteddivestitureofassets shouldserve the purposesof: 

1. 	Raising necessaryfunds. 

2. 	Preventing unnecessarylosses and expenses 

relating to the businessoperations. 
3. 	Fittingwith the overallcorporatestrategicplan. 

Asset divestitureoptions: 

" Sales of the whole or part of a division on a going-concern basis, or 

liquidation basis. 
" Sale of certain assets of the business (non-operating or excess). 

* 	Reorganization and redeployment of the existing assets in an offort
 

to establish a feasible business operation.
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Restructuring Techniques 

Divestitures Divestitureoptionsspecificto real estate assets 

I0 The property may be sold outright
 
l The property may be refinanced.
 

.1I The owner may enter into a sale leaseback.
 

El The owner may find a partner and develop the property to its most
 
advantageous use.
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Discussionofcorporaterestructuringtechniques... 

Contraction- continued 
-------- -. - --------- ----

A form ofcontractionbetween a 
spin-offand divestiture- it bringscash 
to the firm, and dispersesassets 
(and asset ownership)to a new firm. 

The originalfirm forms a new firm and 
transfersassets to it, and then sells 
shares in that firm. 
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03 	 Restructuring Techniques 

Discussionofrestructuringthrough changes in 
ownershipand control 

Mergers & acquisitions 
Consolidations 

Expansions Joint Ventures 

Sell offs 
Spin offs 

Contraction 	 Equity carve outs 
Asset divestiture 
Liquidation 

Ownership & 
Control 	 Gaining control 

Diverting takeovers 
Stock repurchase programs 
Going private 
Capital structure changes 

Page 32
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aRestructuring Techniques 

Discussionofcorporaterestructuringtechniques... 

Ownership & Control 

As stated earlier, one motivationforrestructuringis to avoidan "unfriendly" 
takeover ofyour company. In additionto increasingthe value ofthe company 
there are otherways to maintain control: 

" Staggering boardmember terms;
 
" Supermajorityvotingprovisionsinvolvinga merger (75/80%);
 
" Sizeable terminationpayments to management in the event management
 

is terminated followinga change in control. 
" Repurchasingshares in the market so that controlis heldby management 
9 Going private 

Goingprivate toolsinclude:leveraged buy-outs,management buy-outs 
bank loans and privateplacement debt. 

Most ofthese strategiesapplyto companies whose shares are publiclytraded... 
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Discussionofcorporate restructuringtechniques... 

Ownership & Control 
•. . . . . . . i u . . . . . . . . . .'...-.. . C~< . .-.. ... .*-.'--' .~.~5.. . || |i | | i | i . . . . . . . . C(. . ...... ,.v... '..'''...'.'-" .;.---


Capital structurechanges- involveschanges in the debt and equity 
securities. 

Changing the debt structureofa companyas a restructuringactivity 
is most often associatedwith distressedcompanies. 

Alteringthe debt structureis includedin the "Ownership & Control" 
restructuringcategoryfor several reasons: 
* Debt forequityexchanges can impactwho controlsthe company. 
•Distressedcompanies are often targets for "turnaround"specialists 

The governmentmay also take over management. 
e Also, if a companygoes bankruptand is restructuredor liquidated, 

lossor change ofownership occurs. 

Chaur the equity structure will almost always result in a change
ng
in ownership, and perhaps control. 

Page 34
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Course outline... 

19 Restructuringdefined
 
F9 Motives for restructuring
 
F Restructuringtechniques
 
i Recognizingand analyzing distressedcompanies
 
IE Restructuringtechniques-distressedcompanies
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aDistressed 	 Companies 

Causes ofdistressedcompanyproblems... 

Internal causes 	 External causes 

" 	 Ineffective management Legislation or politics 
* 	 Undercapitalization o Industry conditions 
* Excessive debt * General economic conditions
 
" Failure to penetrate key markets Labor problems
 
* Lack of product innovation * Regulatory issues
 
" Large concentration of customers * Foreign competition
 
* 	 Limited sources for strategic or scarce Innovative technology leading to
 

materials obsolescence
 
" Poor incentives to retain key people • Natural disaster
 
" Lack of planning or budgeting • Shifting customer preferences
 
• Lack of management information systems Decreasing market for products or
 
" Lack of timely internal reporting seivices
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0Distressed Companies 

Quantitativeindicators- based on a financialanalysisofthe firm 
There are a number ofquantitativetoolsto assess and predictthe financial 
health ofa firm. 

Debt to worth ratio Working capital 
Indicates the amount ofdebt 0 Determines the extent to which 
relative to equity value. A the company is able to meet its 
higher ratio indicates more current obligations. 
debt. 	 0 Low or negative working capital 

" 	 An increasing ratio generally indicates an inability to meet 
indicates a pattern of losses or current obligations as the come 
increased borrowing and is a due, which is one definition of 
cause for concern. insolvency. 

A trend of declining working 
capital, or deteriorating working

'Example ratios:m capital ratios, its a certain 
Current ratio predictoroffinancialdistress. 
Working capital/sales 
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aDistressed 

Quantitativeindicators... 

Increased aging ofreceivables and
 
payables. 


" Measured by the "days receivable" and 


"days payable" ratios. 

* 	 An increase in the "days receivable" ratio 

indicates a longer collection time, and a 
deterioration in the manner in which the firm 
is managing its receivables, which is its 
second most liquid asset. 

" This also might indicate a decline in the 
financial health of the firm's customer base. 

* 	 Increases in the "days payable" ratio 
indicates the firm is taking a longer time to 
pay due to cash constraints, which could 
have serious implications about the firm's 
ability to obtain further credit. 

Recognizing andAnalyzing 

Companies 

Financinglong-term assets 
with short-term funds. 

, 	 When this practice is 
observed it generally 
indicates a problem either 
from bad management or 
the inability to obtain 
appropriate financing. 

Page 	38
4:48 PM 11/27/95RestructuringTechniques 



Deloitte & 
Touche LLP Recognizing andAnalyzing 

aDistressed Companies 

Quantitativeindicators... 

Inordinatelyhigh financing Slower turnoverof
 
costs. inventories.
 
Extremely high costs of debt , Increasinginventory levels can 
are an indicator that lenders reflect: 
perceive the company to have 0 Obsolescence 
financial problems or are • Declining sales 
headingin thatdirection,hneaingnthat irklection Increasing inventories can be a 
increasing the risk of collection. peitro uuecs 

predictorof futurecash
 
" It is true that those who need problems.
 

the financing the most, the
 
• The financing cost ofcarryingmore they pay for it. 

excessive inventory further 
accelerates a company's 
deterioration. 
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aDistressed Companies 

Quantitativeindicators... 

Profitabilitymeasures. 
* 	 Declining gross profit margins - could indicate costs are not being 

effectively controlled, or that prices cannot keep up with increases in the 
cost to produce the product. Management may not be doing a good job 
at controlling costs. (Gross profit = sales minus cost of goods sold). 

* 	 Declining net profits - could be declining as a result of the decline in 
gross profit margins, but also due to high selling and administrative 
costs or interest costs. 

" 	 Declining sales - this can result from a number of reasons including 
decreased demand, quality problems and delivery problems. Any of 
these reasons, if not cured, could lead the company to financial 
distress. 
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Quantitative indicators... 
Ratio Analysis- Z Score 

The Z Score was developedto predictbankruptcyin the shortterm (one 
to two years). It is based on historicalstudies offinancialdata 
for companiesthat later went bankrupt. It has shown a high success 
rate ofpredictingwhich companies willgo bankruptwithin two years. 

The Z Score is based on 5 ratios with formulas developed 
for the foilowingtypes ofcompanies: 

Publicly-traded Private 
manufacturing manufacturing Non-manuacturing 

The weightingof each of the ratios (e.g., the coefficient)is differentfor each 
of the types ofcompanies listedabove, and was determinedby a combined 
process ofempiricaland statisticalprocedures. 

The Z Score cannot be used for construction, real estate, banking or insurance companies. 
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0Distressed Companies 

Ratio Analysis- Z Score 
The Z Score relies on five ratios to predictbankruptcy: 

A measure of the net liquid assets of the company relative 
Working capital to to the total capital. Usually, a company experiencing 

total assets consistent operating losses will have shrinking current 
j assets relative to total assets 

F Retained earnings to A measure of a company's cumulative profits. A new firm
S total assets 1is likely to have a lower ratio than an older company, and 
I Ithus a lower Z Score. In reality, new firms fail more often. 

Income before Interest A measure of the true productivity of the company's 
and taxes to total assets assets, excludingany tax effects or the effects of debt. 

An indicator of how much the company's net worth can
Market value ofequity to decline in value before the liabilities exceed the assets 

book value of total liabilities and the company becomes insolvent. 

A measure of the sales generating ability of the company'sSales to 
totalassets assets and management's ability to deal with competitive 

_conditions. 
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aDistressed Companies 
Ratio Analysis - Z Score 

Working Capital
 
Publicly-traded Total Assets X 1.2
 
manufacturing
 

Retained Earnings+ PLUS + xI1.4 
Total Assets 

Z >3 EBIT* *EBIT = earnings before 
Total Assets X 3.3 interestand taxBankruptcy + PLUS + 


Unlikely TotalAssets
 

Market Value of EquityZ <1.8 + PLUS + XO0.6 
Total DebtBankruptcy 


Probable
 
Sales 

+ PLUS + x 1.0 
Total Assets 

EQUALS Z Score 
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Ratio Analysis: - Z ScoreiWorking:::i.::::.:. :Pvata:. 

Pnivata 

manufacturing 


+ PLUS + 

Z > 3
Bankruptcy + PLUS + 

~Total 

Unlikely 

Z < 1.2 + PLUS + 
Bankruptcv 

Probable 

+ PLUS + 

EQUALS 

.

Recognizing andAnalyzing 

Companies 

Capital X7 

X.72 
Total Assets 

Retained Earnings X .85 
Total Assets 

EBIT* *EBIT = earnings before 
X 3.11 interestand tax 

Assets 

Note: book value is used
Book Value of Equity 

x 0.42 rather than market value 
of the equity.Total Debt 

Sales 
x 1.0 

Total Assets 

Z Score 
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aDistressed Companies 

Ratio Analysis- Z Score 
MWorking Capital
 
!i:Non-manufacturng; Total Assets X6.56
 

Retained Earnings+ PLUS + X 3.26
[ :Total Assets 

Z > 2.6 
Bankruptcy EBIT* *EBIT = earnings before 

Unlikely + PLUS + X 6.72 interestand tax 
Total Assets 

Z< 1.1 
Bankruptcy Book Value of Net Worth Note: book value is used 

Probable + PLUS + X 1.05 rather than market value 
Total Debt of the equity. 

EQUALS Z Score 

Note that the Sales/asset ratiois not used fornon-manufacturing firms. 
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Z Score Calculation 
Non-manufacturing 

6.56x A + 3.26x B + 6.72x C + 1.05 x D 

A = (Current assets - Current liabilities) / Total assets 

B = Retained earnings / Total assets 

C = Earnings before interest and tax / Total assets 

D = Book value of net worth / Total debt 
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Touche LLP
 

aDistressed Companies 

Z Score Calculation 
Non-manufacturing (594 - 764) 

(739) X3.26 -..1-02 
" PLUS + 

2,570 

281-.8
 

X 6.72+PLUS + 
2,570 

X 1.05
+ PLUS + 2,268 

Score
EQUALSZ 
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Results ofthe Z Score in predictingbankruptcy 
in the U.S. 

One Year Before Failure 
Failed firms 98%1 
Non-failed firms 72 

Two Years Before Failure 
Failed firms 08D% 
Non-failed firms 76 
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Qualitativeindicators 

These factorsaffect the efficiencywith which the companypursuesits 
objectives, strategies, the relationshipsithas with customers andsuppliers, 
and the manner in which it deals with iempoyees. None ofthese 
factors, analyzed on an individualbasis, is a predictoroffinancial dis ess. 
-Butwhen observed over time and in connectionwith severalother factors, 
financialproblemsin the future are predictable. 

" 	 Production problems 0 Customer dissatisfaction with 
* 	 Late shipments products or services 

* Incorrect shipments 0 Deferred maintenance 

" High number of returns • Low morale 

* 	 Rework • High employee turnover rate 

" 	 Lack of timely and accurate * Management becomes 

operating and financial data reactive instead of proactive 
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aDistressed Companies 
Stages ofa troubledcompany... 

Isolatedinefficienciesin the productionand distribution
 

begin to occurmore frequently.
 

Shipmentsslowdown and qualityslips.
 

Inventory builds orremains constantwhile sales are stagnant
 

or declining
 

Margins may be declining.
 

Payables may begin to be extended.
 

Cash balances may be falling,bUt notyet causingproblems
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Distressed Companies 
Stages ofa troubledcompany... 

Productionproblems become more acute. 

Material shortagesmay be occurringas management 

attempts to conserve cash byreducinginventories. 

: problems are more frequent.
 

Internediate Gross margins are slippingnoticeably.
 

Payables are fallingmuch furtherbehind. Some vendors
 
may be demanding cash on delivery. Debt may be in default.
 

Cash is low, meeting payrollmay ba a challenge.
 

Employee moral may be low,and some employees may be
 
lookingforjobs,or have already left.
 

*::*Quality 
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0Distressed Companies 

Stages ofa troubledcompany... 

A companyin late decline is generallyin chaos. 

Production schedules are routinelynot met...orders are 
rescheduledto customers with betterpayinghabits,or 
to those who are threateningto purchase elsewhere. 

LQuality problemsare prevalent,and returns are rising. 

LChronic shortage ofmaterials also hampers production. 

Collectionsslowdue to dissatisfiedcustomers. 
Severe working capitalshortagesexist. 

Allsuppliersmay be demanding cash on delivery. 

Layoffsmay be occurringin large numbers. 

Lenders may want to renegotiate loan terms. 
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aModule III:Restructuring Techniques 

Course outline... 

I9 Restructuringdefined 
[I Motives for restructuring 
19 Restructuringtechniques 
I9 Recognizingand analyzing distressedcompanies 
IRestructuring] techniques-distressedcompanies 
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aDistressed Company Restructuring 

Restructuringalternativesfor distressedcompanies 

The are many restructuringalternativesfor distressedcompanies.,
 
Most of those previouslydiscussedcan be appliedto distressed
 
companies.
 

The management team mustdecide which alternative is best, in order 
to achieve a successfulturnaroundofthe company. 

In assessingthe advantages and disadvantagesofeach alternative, 

quantitativeanalysisis criticalin reachingthe rightdecision. 

In this section, we will focus on the following restructuring options: 
* Secured financing 
* Sale of assets (or division) 
* Exchange offer 
* Capital structure changP3 
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Distressed Company Restructuring 
Restructuringalternativesfordistressedcompanies 

If some assets are notpledged as collateralon 
Sloans, it may be feasible to use them as collateralto obtain additionalsecureddebt. Attentionmust 

be paid to the existence andpriorityofexisting 

liens,and the covenantson existingdebt. 

To refocus the business(and raise cash), the sale 
ofcertain assets or divisionsmay allowmanagementSale ofasset to turn its attention to the company's core business. 

odivision. 
Care mustbe taken however, to avoidimpairing 
the viabilityofthe survivingentity. 
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Distressed Company Restructuring 

Restructuringalternatives fordistressedcompanies 

An 	exchange offerentails the voluntaryexchange ofExchange 
the debtor's oldsecuritiesfornew ones (whichoffer -might 	 be new debt, equityor a combinationofboth). 

• 	 A debt for debtexchange typicallyinvolvesthe issuanceofnew 
debt with a lower interestrate, an extended repayment schedule 
or other terms less stringentto the debtor. 

" 	 In an equityfordebt exchange, existingcreditorsare offered
 
common orpreferredshares for theirdebt securities.
 

* 	 In the U.S., typically85 to 90 percent ofthe holders must accept 
the exchange offer for it to take place. For those who reject the 
offer, the debtorremains liable to those debt holdersunder the 
originalterms of the debt security. 
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aRestructuring Techniques 
Restructuringalternativesfordistressedcompanies 

Capital structurechanges 

Capital restructuringalternatives: 
* Issue debt 

*Reduce debt 
Swaps (debt fordebt, equityfor debt) 

- Pay offprincipalwhen due 
- Negotiate with creditors 

• Issue orrepurchase common shares 
* Issue preferredshares 

Preferred shares are a mixture ofdebt and 
equity. Preferred shares have a stated dividend 
(similarto interestcosts on debt), buthave prior
claims (overcommon and debt holders) to assets. 

_ 

Debt saves taxes, and provides 
a lower cost ofcapital than 
equity. 

Tf 
The dilutive effect ofissuing 
more shares mustbe considered.
Does the gain in value exceed the 

dilutionthat occurs due to more 
shares outstanding? 

In a repurchase ofshares, does 
the reductionin shares offsetthe 
costto acquire the shares? 
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aRestructuring 	 Techniques 

Restructuringalternativesfordistressedcompanies 

Capital structurechanges I 

Determining Debt Capacity 
" Strive to achieve a capitalizationstructurethat providesadequate 

cushionand flexibility. 
" Analyze competitorsto determine what theircapitalization 

structuresare and what willbe requiredto enable the company to 
compete. 

* 	 Determine what interestcoverage ratiosare appropriate. 

* 	 A general rule of thumb is that the company's plan wouldshow 
debt coverage ofone and a halftimes itsannual interestcharges. 

° 	 Consider if there is enough capacityto serviceprincipal
 
payments.
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aRestructuring Techniques 

Restructuringalternativesfordistressedcompanies 

Capital structurechanges I 

Checklistforcapitalstructuredecisions... 

-aSales stability firm withsablesales can safelytake on more 
debt and incurhigherfixedcharges. (e.g., utilitycompanies).

21IAsset structure- firms whose assets are suitableas securityfor. 
loans are able to borrowmore. For example, real estate 
companies versus companiesinvolvedin technological research. 

21 Operating leverage - a firm with less operatingleverage is better 
able to utilize higherlevels ofdebt 

I: Growth rate - fastergrovingfirms-typicallymust relymore heavily 
on external capital

(Z'Financial condition-the financialconditionof the firm willhave an 
impacton the amount and terms ofdebt allowedbylenders. 
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Restructuring Techniques 

Szczecin and Gdansk Shipyards
 
Case Study
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Gdansk and Szczecin Shipyards 
Alternativeapproaches to state enterprise restructuring 

Management I 
Challenge 


Debt overhang 
Financing 
Product mix 
Production methods 
Labor relations 
Compensation 
Modernization 
Strategy 
Leadership 

Approach of 
Szczecin Shipyard 

Radical restructuring 
nnovative buyer 
ocused 

estructured 
onsensus for rationalization 
edesigned system 
ikely 
ompetitiveness 
isionary and consensual 

Approach of 
Gdansk Shipyard 

Inaction
 
Inaction
 
Diffuse
 
Unchanged
 
Resistance to rationalization 
Unchanged system 
Unlikely 
S-: intervention 
Protective and backward looking 
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Performance ofGdansk and Szczecin Shipyards, 1990-1993 

Gdansk 
Year Ships Built Sales 
1990 6 $55 million 
1991 NA 77 
1992a 7 171 

Szczecin 
Year Ships Built Sales 
1991 5 $46 million 
1992 13 185 
1993a 14 260 

a = projected 
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Profit 
Negative 
Negative 
Negative 

Profit 
Negative 
Negative 
Positive 
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aDistressed 	 Company Restructuring 

Restructuringalternativesfordistressedcompanies 

Valuation analysisofrestructuringalternatives 

'	The firststep is to identifythe problems the companyfaces and 
develop restructuringalternativesthat willalleviate those 
problems. 

" -The secondstep is to determine the value of the business
 
enterprise (equityand debt)based on the terms of the
 
restructuringplan andallocate the value to each class of claims
 
(equity, debt holders). 
"Thisstep mustbe repeated for each ofthe restructuring

.. 

alternativesbeing considered. 

* 	 A varietyofsecuritycombinations shouldbe examined to 
determine which offers the greatestand most equitable recovery 

all involved(both equityand debt holders).to,: 


Exercise 
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Handouts and Exercises 

Document File 

Merger/acquisition diagrams m3merg.ppt 
Xerox and Fuji Xerox case study usafuji.doc 
Z score exercise usazsc.xls 

'The Szczecin Shipyard case study ilaship.doc 
;XYZ Corporation case study x-corp.doc 
iXYZ Corporation case study x-corp.xls 
XYZ Corporation case study - base case base.xls 
IXYZ Corporation case study - sale of division scenario sale.xls 
XYZ Corporation case study - debt for debt exchange scenario debtexch.xls 
XYZ Corporation case study - equity for debt exchange scenario eqex9O.xls 



m3merg.ppt 

Expansions 

Merger: 

+
 

Consolidation: 

Joint Venture: 

,-VJoint 
-~ Venture 



m3merg.ppt 

Contractions
 
Spin-offs: 

O Assets 

LiabilitiesSpin-off 


abcd
 

S Assets 

LiabilitiesSplit-off 

ab cd 

abcd
Split-up 

a bc d 

Equity Carve-out: Cash 

Assets 

--------------------------- zLiabilitiesII I 
abcd abcd and/or new shareholders who 

contribute cash 



USAFUJI.DOC 

Xerox and Fuji Xerox 
A Joint Venture Analysis 

This case describes the 30-year history of Fuji Xerox, a joint venture in Japan 
between Xerox (a leading manufacturer of photocopiers) and Fuji Photo Film. This joint 
venture is, by most accounts, one of the most successful United States- Japanese 
partnerships on record; by 1990 Fuji Xerox had sales of about $4 billion and it was an 
integral part of Xerox's global strategy. This case provides a condensed history of the 
relationship and the key challenges going forward. 

Establishment of Fuji Xerox 
Fuji Xerox was established in 1962 as a 50/50 joint venture between Fuji Photo Film 

and Rank Xerox, the 50/50 U.K. joint venture formed in 1956 between Xerox in the U.S. 
and the Rank Organization of Britain (U.K.) Fuji Xerox was originally intended to only be 
a marketing organization for Xerox in Japan. However, the Japanese government refused 
to approve a joint venture intended only as a sales organization, leading Rank Xerox to 
provide Fuji Xerox (and not Fuji Photo Film) with manufacturing rights. As part of the 
technology licensing agreements, Fuji Xerox had the exclusive rights to sell the machines 
in Japan and most areas in Asia (except for certain major markets like China, Malaysia, 
Hong Kong, and Australia). In return, Fuji Xerox would pay Rank Xerox a royalty of 5% 
of sales of photocopiers, and Rank Xerox would also be entitled to 50% of Fuji Xerox's 
profits. 

The management structure was such that daily operations were controlled by 
Japanese managers (mostly from Fuji Photo Film), while a board of directors composed of 
,-presentatives from Rank Xerox and Fuji Photo Film decided on broad policy matters. 

Development of Fuji Xerox 
Fuji Xerox's first sales plan targeted financial institutions, large manufacturing 

corporations, and central government agencies. At the time that Fuji Xerox began selling 
the Xerox model 914 in the early 1960's, 75% of the Japanese copier market was held by 
Ricoh. Within a year, the back-order list for the 914 was five months long. Output rose 
fivefold in five years, and Fuji Photo Film soon built a second production facility. In 1967, 
Fuji Xerox's sales passed those of Rank Xerox's French and German subsidiaries. Fuji 
Xerox thus gained a dominant position in the Japanese market. 

Product Development at Fuji Xerox 
The transfer of production facilities to Fuji Xerox and the direct relationship 

established between Fuji Xerox and Xerox contributed to a continued strengthening of 
Fuji Xerox's technical capabilities. Soon Nobuo Shono, managing director of Fuji Xerox, 
advocated the development of long term research and deveiopment (R&D) capabilities 
that would enable the company to develop its own products. In particular Shono 
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compact machine for use in the Japaneseenvisioned a high performance, inexpensive, 
market. 

When Shono's development group produced an experimental compact copier (the 

future FX2200) and showed it to Xerox executives in 1970, the Xerox executives were 

amazed. Consequently, for the first time, Fuji Xerox was given a small budget for R&D 

and allowed to produce a product developed by itself. 

Increased Competition 
The compact FX2200 copiers appeared just in time to face an avalanche of new and 

serious competition. By 1975, eleven companies competed in the Japanese market. Fuji 

Xerox responded with aggressive sales tactics, offering one and three year rental 

contracts. However, Xerox prohibited Fuji Xerox from using these sales tactics. Xerox 

didn't use these tactics in the U.S. and insisted on uniform policies- every country had to 

be managed like the U.S. firm. Fuji Xerox had wanted to gain market share and promote 

low-end (and low profit) products like the FX2200, while Xerox was concerned with 

promoting high-end products with high profit margins. This lack of flexibility was a lost 

opportunity for Fuji Xerox and Fuji Xerox consequently fell behind Canon in the market 

segment. 

Fuji Xerox's TQM Program 
Partly as a response to the new competition, as well as the oil shock and recession of 

1973-1975, Fuji Xerox launched a total management (TQM) program. The program 

involved three goals: to speed up the development of products that matched customer 

needs; to reduce costs and eliminate waste; and to adopt aggressively the latest 

technologies. 

As a result, the FX3500 copier was produced and broke the sales record in Japan for 

copiers sold in a year. This was an especially good success for Fuji Xerox since: 1) Fuji 

Xerox performed all the basic research; 2) Xerox had not wanted to develop a low-end 

copier such as the FX3500; and 3) Xerox ended up adopting some of the elements of the 

TQM program for its own use. 

Meanwhile... Xerox's Lost Decade 
During the 1970's, competition in the U.S. and European copier markets changed 

radically. Prior to that period, Xerox had had a virtual monopoly because of its 

technology patents. But beginning in 1970, one competitor after another entered the 

industry, often with new and improved technologies. The Xerox Group share of 

worldwide copier revenues fell from 93% in 1971 to 40% in 1985. This was Xerox's "lost 

decade"- an era of increasing competition, stagnating product development, costly 

litigation, and Xerox's own slowness in responding. 

Adjusting the Relationship between Xerox and Fuji Xerox 
As Fuji Xerox's business grew and Xerox came under increasing pressure at home, 

the relationship between the two companies changed. The original joint venture and 
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technology assistance agreements of the early 1960's were updated in 1976 and in 1983. 
Bob Meredith, Xerox's resident director in Tokyo, described the role of these contracts: 

"The legal contracts are flexible. We don't follow an adversarial, 
arm's length approach, where you might try to gain short-term 
advantage or act opportunistically. The equity commitment focuses our 
relationship on one main objective: What is the profit-maximizing thing 
to do?" 

However, David Kearns, a former Xerox executive, recalled how he tried 
unsuccessfully to give Fuji Xerox more autonomy. "Xerox was attempting to control so 
many aspects of Fuji Xerox's operations. We were reviewing their marketing strategies, 
what products they were going to develop, and so on. But it didn't make sense to me to 
try to run the business from thousands of miles away." 

Xerox and Fuji Xerox in the 1990's 
Going forward, Xerox strategists saw the relationship between Xerox and Fuji 

Xerox as a critical element in competing worldwide against Canon, their strongest 
competitor. However, Fuji valued some type of independence. 

The central question facing Xerox and Fuji Xerox was: How should the relationship 
between the two companies be structured and managed in the new global environment of 
the 1990's? 

You should focus on the areas of r.iarketing, research, and manufacturing. Use the 
information in the case as well as common sense in deciding what would work best. See 
Exhibits 1,2, and 3 for the relationship options identified for Fuji Xerox and Xerox. 

Note: This is a Harvard Business School case study, "Xerox and Fuji Xerox", which has 
been adapted for the purposes of this course. 
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Xerox and Fuji Xerox
 
Exhibit 1
 

Marketing Options 

A. 	 Independent and overlapping 
Act as two separate companies serving 

Xerox the world market, with some 
coordination on business direction and 

Fuji strategy. No geographic constraints. 
Xerox 

B. Independent and separate 

Concentrate efforts on licensed 
Fuji territories for core products, 

Xerox [ ex with multinational business as required. 

.. Separate with exceptions 	 Same as B,but with joint or 

overlapping activities across 
i. Fuji territorial boundaries on case by case 

Xerox Xerox basis. 

D. Coordinated global product mandates 

Worldwide and exclusive 
Xerox responsibility for products or 

product ranges manufactured under 
X/ special licenses. 
FX 

Fuji 
Xerox 
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Xerox and Fuji Xerox
 
Exhibit 2
 

Research Options 

A. Independent 

[ 
Xerox 

Fuji
Xerox 

Each pursues own interest and becomes 
self-sufficient 

B. Coordinated 

Coordinated group research programs of
Xerox and Fuji Xerox, with both self

sufficiency and overlap 

C. Joint 

X 

Xerox 

FX 

Fuji 
Xerox 

Single research organization 
without overlap 

D. Complementary 

Separate organizations operating on 
exclusive projects 

X FX
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Xerox and Fuji Xerox 
Exhibit 3 

Developiaent and Manufacturing Options 

A. 	 Independent 
Each development and manufacturing 
(D&M) organization supplies its own 
marketing organization (MO) 

D&M 

X 	 FX 

B. Complementary without overlap 

O M 	 Assign development roles to each 

organization, with no overlap allowed in 
development 

X FX 

C. Complementary with overlap 

MO MO 
Same as B, but with overlap in 
development projects 

X FX 

D. Joint 
X FX 

Single development and manufacturing 
MO MO 	 organization with individual projects 

targeted to needs of separate marketing 
organizations 

I 	 / 
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Analysis of Options. 

Marketine Options 

A. 	 Independent and overlapping: 
* 	 Attractive option because accommodates Fuji Xerox's niche strategy while benefiting 

the organization 
" However, goes against a key success factor that worked in the past: market 

segmentation 
" Market segmentation avoided conflicts and helped cooperation 

B. Independent and separate:
 
" This is the current situation
 
" However, this situation doesn't deal very well with issues of:
 

-multinational buyers 
-global scale economies 

" Problems with transferpricing could arise if one company manufactures the product 
and the other sells it 

C. Separate with exceptions: 
" Attractive option 
" However, exceptions may be difficult to agree on. For example, if Fuji Xerox wants 

to market in the U.S., should the U.S. market be an exception? 

D. Coordinated global products: 
" This would be a good plan if product lines could be neatly separated 
" However, for example, some low-end copiers may be substitutes for mid-range 

copiers. This could create problems 
" Furthermore, licensing of same products under different brand names could create 

confusion with buyers 

Research Options 

A. Independent: 
" This will lead to duplication and waste 
" This is clearly not the response to the greater need for cooperation and synergies 
" However, in the 1970's, this model did work well when Fuji Xerox developed 

successful products like the FX2200 against the wishes of Xerox 
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B. Coordinated: 
were doing in the late 1980's and what they later* 	 This is what Fuji Xerox and Xerox 

decided to continue 
" 	 The difficulty here is, again, in the details of deciding who should do what 

In certain areas of research it may be good to have duplication (for example, where* 
it may be best to avoidthere is great uncertainty about results), and in other areas 

duplication 

C. 	 Joint: 
This would be very difficult to implement because of the geographic distance" 

" Also, differences in individual markets could make this difficult to implement 

D. 	 Complementary: 
This is close to option B., except that it attempts to avoid all duplication" 


" Two problems with this approach:
 
1) Technology transfer between the companies might be difficult, unless there are 

specific departments in each company to acquire and learn how to use the 

other company's technology 
2) This means that the firms are highly dependent on each other for key inputs 

" For these reasons, this is the least popular option 

Development and Manufacturin Options 

A. 	 Independent: 
than the duplication in independent" 	 Duplication is likely to be even more costly 

research (option A. in research) 
There are likely to be greater economies of scale in production" 

" There are fewer uncertainties in development 

B. 	 Complementary without overlap: 
• 	 This creates serious dependence of one firm on the other 
" 	 With international trade, the percentage of certain products made locally could be very 

low. This could cause political problems 

C. 	 Complementary with overlap: 
" 	 This solves some of the problems in option B. 

One practical approach Xerox and Fuji Xerox could take here is to centralize" 
production when economies of scale are high, and allowing duplication when 

economies of scale are low 
* 	 The main disadvantage is that there could be political problems if it were decided that 

it would be more efficient to close down an American plant and let Fuji Xerox 

manufacture the product, especially when Xerox only receives 1/4 of Fuji Xerox's 

profits 
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* 	 There are additional problems in transferring sensitive technology and in figuring out 
which company is actually better able to produce a certain product 

D. 	Joint: 
* 	 This is the least realistic option for the same reasons as the "joint" research option 
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Z Score Exercise 
Southeast Publishing Company 

lBalance Sheet 

Assets 
1991 1992 1993 1994 

Total current assets S 674.499 $ 611.540 $ 593.707 $ 354.177 
Property, plant, and equipment 31.643 33.808 62,087 78.535 
Intangible assets 2.131.026 1.894.459 1.711,415 1,577.503 

Other assets 70,702 2.372 50.000 

Total Assets $ 2,907,870 $ 2,539,807 $ 2.369,581 $ 2.060.215 

Liabilities and Shareholders' Equity 

Current portion of long term debt $ 252,209 $ 180.000 $ 213.333 $ 1.215.556 
Total current liabilities 1.084,530 832.859 763,973 1.766,299 
tong term debt 2,392.481 2,227.649 2,054,669 820.773 

Total Liabilities 3.477.011 3.060,508 2,818,642 2.581.072 

Common stock 265,402 241.835 290.402 337.828 
Retained earnings (834.543) (762.536) (739,4C3) (864.685) 

Iolal Equity (569.141) (520.701) (449.061) (526.857) 

Total Liabilities and Shareholders' 
Equity $ 2.907.870 $ 2,539.807 $ 2.369.581 $ 2.060.215 

income Statement 

Net sales $ 

1991 
3.795.146 

Actual 
1992 

$ 3.818.872 
1993 

$ 3.956.741 $ 

1994 

3.635.796 

1995 

$3,822.519 

Forecast 
1996 

$4.008,418 

1997 
$4,176,989 

Operating expenses 3.611,240 3.263,444 3,471.184 3,331,574 3.143,247 3,371,993 3,530,178 

EBIrDA 183.906 555.428 485,557 304.222 679,272 636,425 646.811 

EBIT (13.653) 349.085 281,324 146.463 629.199 584,210 608,172 

Net income $ (317.063) $ 72.007 $ 23,073 $ (53.096) $ 370.639 $ 343.311 $ 357.385 



USAZSC.XL- worksheet 

Z Score Worksheet
 
Nonmanufacturing
 

Southeastern Publishing Company
 

Z Score 
= 6.56 x A + 3.26 x B + 6.72 x C + 1.05 x D 

A (Current assets - Current liabilities) I Total assets 

B Retained earnings / Total assets 

C EBIT / Total assels 

= _ _ I _ _ _ 

D Book value ol net worth I Total debt 

= /__ _ _ 

Z Score Test: 
Score of 2.6 or more, bankruptcy unlikely 

Score of 1.1 or less, bankruptcy probable 
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USAZSC.X- - answer 

Z Score Worksheet
 
Nonmanufacturing
 

Southeastern Publishing Company
 
1993 

Z Score 
- 6.56 x A + 3.26 x B + 6.72 x C + 1.05 x D 

(0.47) + (1.02) + 0.80 + (0.21) 

=1 (0.901 

A (Current assets - Current liabilities) / Total assets
 

593,707 - 763973 I 2369,581
 

= (0.07)
 

B Retained earnings I Total assets 

= (739,463) ,369,581
 

= (0.31)
 

EBIT / Total assets 

281,324 / 2,369581
 

= 0.12
 IZ Score Test: 
Score of 2.6 or more, bankruptcy unlikely 

D) Book value of net worth / Total debt IScore of 1.1 or less, bankruptcy probable 

= (449,061) I 2,268,002
 

= (0.20)
 



Case Study
 
The Szczecin Shipyard
 

Goal 
The goal of this exercise is to help Krzysztof Piotrowski, the new managing director 

of the Szczecin Shipyard, develop a plan for the company to survive. 

Situation 
Since 1948, the Polish-owned Szczecin Shipyard flourished to become Poland's 

third largest shipyard, producing up to 18 ships a year by the late 1970's and employing 

up to 13,000 people at some of the highest wages in Poland. 

However, after years of receiving government subsidies, which could often account 

for up to 50% of a ship's construction costs, the new Solidarity government canceled all 

the company's subsidies in 1990. Unwilling to abandon its customers or to sacrifice its 

strong reputation, the shipyard began to finance its projects with bank debt, which had 

previously been minimal. 

Before long, however, the company's debt grew to 1.1 trillion zlotys ($116 
million)(at the historical exchange rate). Compounding the situation, the company lost its 

biggest customers with the economic and political collapse of the Soviet Union. Before 

the Soviet market had disintegrated, 8 of 11 ships under construction in the production 

bay had been ordered by Soviet clients. All these orders were canceled. Furthermore, the 

shipyard had already completed 3 ships for Soviet customers, who were unable to pay. 

Because of the highly technical specifications, the shipyard was unable to sell them, even 

at prices far below production costs. The disappearance of the Soviet market thus 

resulted in staggering losses at the Szczecin Shipyard, adding an additional 700 billion 

zlotys ($74 million) to the shipyard's total debt. 

By 1991, chaos erupted at the shipyard. From a debt level of nearly zero in 1990, 

expensive bank loans and Soviet insolvency pushed the yard's total debt to $190 million in 

1991. Management was forced to delay payments to over 1,500 suppliers and to a 

number of baks. Uneasy creditors began to threaten legal action when it appeared that 

the company would be unable to pay its debts. Prospective international ship fleet owners 

had begun to express significant doubts about placing orders for fear that the business 

would be shut down in the middle of a shipbuilding project. Rather than attempting to 

implement reforms, Zenon Grabowski, the shipyard's Communist manager, appealed to 

old tactics aad demanded that the Polish government bail out the company with 

unconditional cash transfers. The government didn't respond. 

Piotrowski Emerges 
Faced with a crisis, major players in Poland's shipbuilding industry moved quickly to 

revitalize the loss-producing, state-run giant. The Ministry of Industry assembled a search 



committee consisting of representatives from various government ministries, several 
shipyard creditors, and a panel of shipyard union members to locate a market-oriented 
managing director who would replace Zenon Grabowski. After narrowing the choice to 
three candidates and evaluating their proposals for free-market change, the committee 
selected Krzysztof Piotrowski, a long-time union leader, to fill the position of managing 
director. 

Piotrowski was a fortunate choice. Not only was he a skillful manager, but he had 
established a high level of credibility with shipyard employees. He had been fired from his 
job at the yard in 1985 as a result of his pro-union activities. Thus, when he returned as 
the yard's director in 1991, he had the full support of the shipyard workers, who were well 
aware of the sacrifices he had made for the labor movement in the 1980's. However, 
although Piotrowski was committed to his workers (whose numbers had fallen to 6,000 
with the difficult conditions), he did not allow his labor sympathies to impede his vision for 
an efficient shipbuilding operation that would be able to compete profitably on world 
markets. 

Now that Piotrowski is managing director, how should he proceed in order to save 
the company? In particular, how can he restructure the debt to satisfy the major creditor 
groups and how can he carry out an operational restructuring to stop the losses. (See 
Exhibit 1for certain detailed information.) 

2
 



Exhibit 1
 

Debt: There is approximately $190 million in total debt, which is owed to over 1,500 
suppliers, banks, and government revenue departments. 

Product Mix: The shipyard is involved in almost every segment of the shipbuilding 
industry and its product line contains over 30 ships, including cargo ships, research 
vessels, bulk carriers, ferries, tanikers, and hospital ships. There is no marketing 
department in the company. 

Cycle: The average amount of time spent on producing a ship is 2 to 3 years. 

Compensation: All workers are paid at a piece-wage rate, that is, they are paid for each 
task accomplished rather than for the total number of hours worked. Although workers 
work quickly under this system, they also work carelessly, and poor quality craftsmanship 
often results in costly rework. Under this compensation system physical labor is valued 
and production workers often earned more than managers, engineers, and even members 
of the supervisory board. 

The shipyard's wages were two to three times the national average, and many benefits like 
company housing and transportation were provided for free. 

Inventories: Materials are ordered months in advance and stored in shipyard warehouses. 
This practice originated when the company had to rely on the inefficient central allocation 
system under the Communist party. 

Financing: Typically Soviet customers paid a lump sum amount upon delivery of a 
completed ship. 

Sales: 

Year Sales Profit 
1991 $ 46 million Negative 
1992 $185 million Negative 

Note: This is a Harvard Business School study ("The Szczecin Shipyard") which has been 
adapted for the purposes of this course. 
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Restructuring Plan Implemented
 

Operational Restructuring 

I. Product Mix: 
" 	 Before there were too many ship designs with over 30. 
" 	 The problem with such a diverse product portfolio was that the company was not able 

to focus its manufacturing operations, resulting in a good deal of inefficiency. 

" 	 The advantage of a similar design is that workers and engineers can learn a great deal 

from working repeatedly on the same type of ship and could introduce substantial 

efficiencies in design and construction. 
" 	 Thus, Piotrowski decided to develop a specialty. 

" 	 In order to accomplish this, he put together a market research team to carefully 

analyze the trends in the shipbuilding industry. 
" 	 Piotrowski decided to focus almost all production on container ships, for which there 

was a strong demand. 
E 	 Result: Within a few years Szczecin gained 40% of the international market for 

12,500 ton container ships and has become the world's dominant producer of vessels 

in this category. 

II. Reducing the Product Cycle:
 
" When Piotrowski started as managing director, it took 2 to 3 years to produce a ship.
 

" This created two difficulties. First, it meant that more capital was required to finance
 

a ship, adding to interest expense. Second, some potential customers placed orders 

with other companies who could produce a ship more quickly. 

" Thus, Piotrowski made some significant changes to the operating process to 

accomplish this. 
* 	 Result: The cycle time was reduced to 11 months, which set a new standard in the 

shipbuilding industry and helped to bring in new business. 

III. A New Compensation Structure: 
" In order to improve employee productivity, Piotrowski made radical changes to the 

compensation system. 
" 	 In the new system, Piotrowski and J. Kiryluk, the director of human resources and 

compensation, assigned each shipyard worker to a professional qualification category 

that reflected occupational training and total years of work experience. An hourly 

wage was then assigned to employees in each qualification category, with higher 
wages being allocated to more highly qualified workers. Employees could advance to 

higher qualification classes by passing a series of occupational exams. Each advance in 

professional qualification resulted in an automatic 50% increase in a worker's hourly 

wage, while each additional year of work experience resulted in a 10% increase 
through the eighth year of employment. 
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" Previously physical labor was valued more than intellectual labor. With the new 
system, however, managers and engineers attained higher professional qualification 
ratings, and the compensation hierarchy at the shipyard was reversed. 

" To Piotrowski's credit, he was able to persuade the shipyard's four employee unions 
to agree to this change in relative wages and thus avoid the strikes that had paralyzed 
Poland's shipyard's during wage negotiations in the past. 

* 	 Result: Significant productivity gains were achieved, providing justification for the 
employees high wages. 

IV. Cost Control: 
" 	 For starters, Piotrowski eliminated many of the employee amenities that the yard's 

Communist leadership had provided in the past. These included fully paid vacations at 
shipyard-owned vacation resorts, free employee housing, and highly subsidized meal 
plans. In addition, he sold an entire transportation fleet of buses and cars that shipyard 
management had used for personal travel. 

" 	 He also brought labor costs under control by eliminating 700 jobs, bringing 
employment close to 5,000. This move did not hurt output. Piotrowski was able to 
successfully curb employee privileges and reduce employment because he had 
established a high level of credibility with the shipyard's four employee unions. By 
virtue of his past, he was in a position to convince ,vokers that changes which 
benefited the shipyard also benefited its employees. 

" 	 Piotrowski also reduced the huge inventories that had been hoarded in the past. 
Piotrowski was careful to order materials only as they were needed, rather than 
acquiring them months in advance and storing them in shipyard warehouses where 
they would tie up precious capital. 

" 	 Finally, as he eliminated unnecessary shipyard services and removed costly production 
facilities from operation, unused space became available on the shipyard's extensive 
property. Piotrowski decided that rather than allow the space to remain idle, he would 
lease it to other companies. Thus, Piotrowski made an attractive deal with a Danish 
shipyard to lease two idle production halls, invest $500,000 of modem equipment, and 
spend another $500,000 training Szczecin Shipyard employees. 

* 	 Result: Working capital financing costs were lower, and unused space was turned 
into a valuable asset which brought in rental payments, capital investment, and training 
from a foreign company. 

Other Areas 

Marketing 
New clients were crucial for the Szczecin Shipyard at a time when the company's 

new orders had declined by 50%. During Poland's Communist era, the shipyard's 
marketing function had been performed by a government-controlled trade monopoly called 
Centromor. Centromor had located all customers and negotiated all contracts for the 
shipyard, eliminated the need for the yard to develop a marketing department. However, 
with the introduction of market economy in Poland, Centromor lost its monopoly on 
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foreign trade, and the Szczecin Shipyard was left to pursue clients on its own. The 
Szczecin Shipyard thus created its own marketing department and quickly began to pursue 
Western clients. 

In developing a new client base in the West, the Szczecin Shipyard's geographic 
location proved to be an advantage. Located near the German border, Szczecin was easily 
accessible to German ship owners. After the first four container ships were delivered to 
Germany, the company soon became recognized for its container ship expertise, strong 
technology, and fast production cycles. These became selling points for the new 
marketing department, and new orders followed rapidly. In the first 10 months of 1992, 

the shipyard signed contracts with German ship owners for an additional 13 container 
ships worth $300 million. As the shipyard's German business continued to expand, 
Piotrowski made plans to open a trade office in Hamburg. 

Ship Construction Financing 
With a restructured debt portfolio, a vastly improved production system, and a 

tightly controlled cost structure, Piotrowski turned his attention to locating sources of 
financing for new ship construction. Instead of rceiving a single payment once the ship 
was completed, Piotrowski adopted Western financing techniques. Thus, the Western 
fleet owner paid the shipyard :0%of the total fee to be charged for the new ship before 
construction, 15% once the design was completed, 20% once the hull was completed, and 
the remaining 55% at the end. With the customer financing a significant portion of the 
business, Piotrowski found Polish banks more willing to approve loans. 

Financial Restructuring: Debt Reduction 

One early proposal for debt restructuring was a debt-for-equity swap. However, it 
became apparent that this would not work. First, the shipyard had so much debt that its 
shares would be worth very little and it would be difficult vo convince creditors to accept 
the trade. Second, all shares in the shipyard belonged to the State Treasury, which would 
have to approve the transaction. Finally, Polish law stipulated that shares in Polish 
companies could only be transferred through a direct sale. 

After a process lasting over a year, Szczecin finally worked out a complex 
restructuring arrangement, which included the following primary components: 
* 	 An overall reduction in total debt of 33%. Originally Bank Gdanski, the largest 

creditor, refused to attend the negotiations because it claimed that as a mortgage
secured lende,, it could not be forced to accept any sort of a reduction in its claim. 
This could have put the entire debt restructuring arrangement in jeopardy because 
without the bank's participation in the arrangement proceedings, the shipyard would 
not have received the necessary approval from creditors holding 2/3 of the outstanding 
debt. However, the Polish Development Bank stepped in and held secret negotiations 
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with Bank Gdanski and Szczecin management. Finally, Bank Gdanski sold its claim to 
the development bank at a significant discount. 
An arrangement with suppliers whereby smaller suppliers would receive payment 
within 1 month of the debt restructuring agreement. For larger suppliers, they would 
be paid in 20 quarterly payments starting in December of 1993. The shipyard was able 
to convince its suppliers that it was in their best interest to renegotiate their credit 
claims for two reasons. First, if suppliers were to sue the shipyard rather than 
negotiate a settlement, the yard would be able to meet only a small number of its total 
obligations, and .nost suppliers, whose claims were subordinated to those of higher
priority creditors, would receive nothing. Second, if a restructuring plan weie 
successtul, the shipyard would be able to provide suppliers with profitable orders in 
the future. 
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The Gdansk Shipyard
 

At the same time the Szczecin Shipyard was struggling, the Gdansk Shipyard also 
tried to adapt to the new environment without government subsidies and without the 
Soviet customers who had been important in sustaining business in the past. However, 
management of Gdansk Shipyard pursued a very different approach to dealing with its 
problems and trying to restructure. 

Brief History 

Once a thriving company supported by central plans, government subsidies, and 
Soviet clients, through the 1980's the shipyard suffered the consequences of government 
retaliation against the shipyard's famous Solidarity movement. Total employment fell 
from over 15,000 in 1980 to 12,000 in 1985, while the value of total ship production 
dropped from $196 million to $111 million. In a final act of political vei geance, the 
government issued a liquidation order to the shipyard in 1988. 

Fortunately, the rise of Solidarity brought an opportunity for recovery to the 
shipyard. In January 1990, the new Solidarity government rescinded the 1988 liquidation 
order and embarked on a program of free market reforms. Yet, despite this second life, 
the shipyard's managing director, Hans Szyc, had to deal with same problems as 
Piotrowski did at Szczecin: the cessation of government subsidies, the loss of key Soviet 
customers, and a large debt load. 

Restructuring Efforts 

The following elements comprise the key components of Szyc's strategy. 

Product Mix 
Gdansk Shipyards had historically built over 30 different kinds of ships (as Szczecin had in 
the past), and Szyc intended to continue producing as many of these models as possible. 
He wanted the shipyard to remain versatile and not to become dependent on a single type 
of client. 

Result: 

Cost Control 
Szyc was convinced that high gross income was the most important indicator of 

industrial success. He believed that if he could increase his order book to achieve $300 
million in annual sales, that the high costs and inefficient operations would not be a 

problem. He said, "At this level ($300 million sales), the shipyard will surely break even." 
Thus, Szyc concentrated his managerial efforts on increasing production. 
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Result: 

Compensation 
Having been a long-time union member, the worker was of fundamental importance 

for Szyc. Szyc had fought hard for high employment levels and high wages. Thus, for 

example, Szyc maintained a staff of 100 accountants rather than computerizing the 
shipyard's bookkeeping operations. On the welding floor he hired 300 Russian migrants 

because it was more cost effective than buying new machines. The danger of this strategy, 

of course, was that by neglecting investments in modem equipment, the Gdansk Shipyard 

risked ceding significant technological advantages to more progressive producers. 

Result:. 

Inventory 
Gdansk Shipyards had operated as a city by itself and the strategy was to 

manufacture whatever could be produced on-site, and to horde large inventories of 

whatever could be obtained from outside suppliers. There were two consequences to this 

approach. First, the cost of supplies was often higher than if they purchased them from 

outside. Second, much of what was produced on the shipyard grounds was not intended 

for ship construction, but was required simply to maintain the shipyard's equipment. 

Result: 

Debt 
Szyc spent all his energies attempting to obtain government assistance to cover the 

shipyard's debt. 

Result: 

Marketing 
The company did make an effort at marketing. 

Result: 

Leadership 
Szyc pursued a protective and backward-looking leadership style, reminiscent of the 

Communist era of which he was a product. 

Result: 

Note: This is a Harvard Business School study ("The Gdansk Shipyard") which has been 
adapted for the purposes of this course. 
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The Gdansk Shipyard 
Results 

Product Mix 

Result: The product mix caused the operations to remain complex and costly, and the 
shipyard developed no specialty or lasting competitive advantage. 

Cost Control 

Result: Ships produced that are not price competitive for the level of quality. 

Compensation 

Result: Low productivity and unsustainably high labor costs. 

Inventory 

Result: The shipyard was slow to develop a network of suppliers who could provide cost 
effective parts and who could help ship customers with maintenance. 

Debt 

Result: Szyc made no plans for financial restructuring and financial survival. 

Marketing 

Result: With the inefficient, high cost production process, it was difficult to attract buyers 
willing to pay the high price for the level of quality 

Leadership 

Result: This style was not a formula for success in a free market economy. 

10
 



Managerial Challenges Faced by Piotrowski and Szyc 

Both shipyards faced overwhelming management challenges as they restructured to 
operate in a market economy. The table below shows the areas in which they faced 
challenges. 

Planned Economy 
" Pervasive monopoly power 
" Output targets 
" Input allocations and hoarding 
" Vertical integration 
" Product orientation 
" Broad, fixed product offerings 
" State financing 
* Workers and ministries as clients 

Market Economy 
* Competition 
e Profit 
e Cost minimization 
* Competition among suppliers 
e Innovation, marketing, and sales 
e Focused, flexible product offerings 
* Private financing 
* Customers and shareholders as clients 
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Gdansk Shipyard is on its way to the grave, with the loss of thousands ofjobs. 

Szczecin Shipyard is a world leader in its area of shipbuilding and can support thousands 
of high paying jobs into the future. 
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X-CORPDOC 

CASE STUDY: XYZ-Co rporation: Analysis of Financial 

Restructuring Alternatives 
'
XYZ-Corporation ("XYZ-Corp. 

Purpose of the Case Study: 

study is to analyze different financial restructuring alternatives for 
The purpose of the case 

a company under financial distress due to a leveraged buyout by
XYZ-Corp. (the "Company"), 
management two years earlier. 

Company History 

XYZ-Corp. has three stand alone divisions: Largeco, Cashcow, and Newco.
 
It is a
Largeco is a strong division that manufactures consumer products. major supplier

" 
to Cashcow. Its success largely depends on just-in-time inventory management and short 

manufacturing lead times. 
centers in the

* 	 Cashcow is a retailer in a specialty niche. It operates sport fitness 
Cashcow's growth has been significant during the 

southwestern and central United States. 

past five years and it has generated substantial cash while growing. 
consumer products. It manufactures unique

* Newco is a manufacturer of specialty 
on a product

fabric with enhanced water resistant fabric. Newco is workingouterwear 
resistant sports industry, but processing

fabric that will perhaps revolutionize the water 

problems are delaying its development and the product is not yet profitable. 

The Leverned Buvout ("LBO") 

was purchased in 1992 for $280 million plus assumption of current liabilities in a 
XYZ-Corp. 

LBO. The post-LBO capital structure as of December 31, 1994 is 
management-sponsored 
presented below: 

($OOOs) 
Liabilitiesand Stockholders' Equity

Assets 

$22,000$66,000 Current liabilitiesCurrent assets 
150,000,Fixed assets 210.000 	 Secured loan 
100,00016,000 Subordinated debtGoodwill 
30,000


Other assets I0,000 	Common stock 
S12000S302-000 TotalTotal 

1.000.000 coinion shares outstanding 

The substantial depreciation deductions resulting from the write up of assets, coupled with the 

interest from the deal's debt, provided a significant tax shield for the company. However, the 

short of prnjections. Furthermore. shortly after the LBO. 
company's earnings have fallen 

First, interest rates began to rise, increasing the interest 
some unfavorable events occurred. 

loan and the subordinated debt 
-xpense on XYZ-rF.rn 'sfloatinu-rate debt 	(hoth the secured 
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have variable interest rates). Interest rates are anticipated to continue to increr.se on the 

Company's debt as presented in the following chart. 

Current 
1997 1998 1999
Rate 1995 1996 


10% 10% 11% 12/o 12% 12%Secured loan 
13% 14% 14%Subordinated debt 12% 12% 14% 

The subordinated debt ispublicly-traded whereas the secured debt isbank loans. 

a second problem, Largeco has required significant unexpected capital expenditures to
As 
maintain its market position. XYZ-Corp. anticipates that it will be required to spend $5.0 

1996 and $6.0 million in 1997 through 1999 in
million in capital expenditures in 1995 and 

order to maintain its projected market share. 

XYZ-Corp. in Financial Distress 

on its secured loan covenantsAs of December 31, 1994, XYZ-Corp. is in technical default 

and projects that it will have insufficient cash to meet its payments on its bonds and bank debt. 
The Company realizes that ;t is not

XYZ-Corp.'s capital structure is no longer viable. 
or to provide sufficient

generating enough money to meet principal and interest payments 
of plant and

funds to satisfy XYZ-Corp.'s critical needs for maintenance and replacement 
noradvance additional funds. Neither the LBO sponsorequipment. The banks will not 


management are prepared to invest additional funds.
 

Restructuring 

as to the remaining solutions, you develop a chart with
After discussions with management 

XYZ-Corp.'s restructuring alternatives (Exhibit 1).
 

Part A 

Your first task is to value the Company's equity "as is" using the information in Exhibit 2 (as 

well as in the text of this exercise) and using the discounted cash flow model (NOTE: input all 
Complete all

unit assumptions, dollar account assumptions, and shares outstanding in 000s). 


the blanks in Section A based on your calculations.
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Part B 

Using the discounted cash flow model, value the company using the valuation assumptions in 
the presented restructuring scenarios (I through 5) and complete Section B in Exhibit I (new 
handout). Solutions for Liquidation and Bankr-uptcy (Voluntaly BanAm77ptcy) options are 
provided with explanations below. Evaluate each of the restructuring scenarios based upon 
your completed analysis. 

1. 	 Liquidation - After discussions with management, you decide that XYZ-Corp. is not only 
in financial distress, but also no longer a viable operating entity. The creditors are 
informed and a trustee is appointed to liquidate the Company. The proceeds from the 
liquidation amount to $115 million. The senior secured debtholders are completely paid 
off while the subordinated debtholders receive 20 percent of the face value and the equity 
holders receive nothing. 

2. 	 Bankruptcy (Voluntary Banknptcy) - Because the debt and equity shareholders are a 
cohesive group and they decide the Company is worth more alive than dead, the 
shareholders voluntarily submit the Company to the court for reorganization as a going
concern. The delegated recoveries are presented in Exhibit 1,with more of the recovery 
attributed to the subordinated debtholders and common shareholders than under 
liquidation. 

3. 	Sale of Divisioti cd Reduction in Deht - You decide as an alternative to sell the Newco 
division and use the proceeds to retire subordinated debt. Newco can be sold for $20 
million (assume that $20 million equals the book value of the Newco assets). (Assume 
that beginning year debt is reduced by ($33.333 million or $20 million/0.6 and that the 
new value of the remaining subordinated debt is equal to 60 percent of the remaining 
principal outstanding). The remaining debt will be paid off in 5 equal payments of 
principal. 

4. 	Debtfor Debt Exchange - You decide to issue new debt at a lower, fixed interest rate and 
with extended repayment schedules in the early years. The debt swap is made possible by 
a!tering the covenants of the debt instruments to allow for greater collateral security to the 
debtholders. The terms of the new debt are as follows: 

New interest rate Payment terms 

Secured loan, new Fixed rate at 9% 	 Pay $15 million/year in principal (1995
1998) with a $90 million balloon in 
1999 

Subordinated debt, new Fixed rate at I % 	 Pay $10 million/year in principal (1995
1998) with a $60 million balloon in 
1999 

5. 	 Equityfor Debt Exchange - In yc .r recapitalization plan. you decide to offer the 
subordinated debtholders equity to replace their current debt. Under the recapitalization. 
the Company attempts to issue 3.5 million shares of common at the current market value 
of the stock to replace the existing common stock and retire subordinated debt. The old 
common stock disappears and the existing shareholders receive I share of the new 
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stock for each share of the old stock. You analyze the exchange assuming that 90 percent 

of the new stock issue is successfully exchanged to the debtholders as follows: 

" 	 Issue I million new shares, at the current market value per share, to existing 

shareholders and 2.25 million new shares (90 percent of 2.5 million) to exchange 

for subordinated debt (input shares outstanding in 000s). Total outstanding shares 

is 3.25 million shares. 
* Use the proceeds from 2.25 million shares to exchange for the subordinated debt 

(assume debtholders exchange debt at 60 percent of face value so that the current 

year debt balance is reduced by an amount = (2.25 million* current share 

price)/0.6)). 
* 	 The remaining debt will be paid off in 5 equal payments of principal. 

* 	 Assume that the market value of the remaining subordinated debt is equal to 60 

percent of the remaining principal outstanding. 

* 	 Assume that due to the decreased leverage risk, the cost of equity decreases to 20 

percent from 30 percent. 
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Exhibit 1 
Case Study 
Analysis of Financial Restructuring Alternatives 
($000s) 
Section A 

Current Fair Current FMV/ 
Face Value Market Value Face Value 

Senior Secured 
Percent offace value 

$150,000 $135,000 90.0% 

Subordinated Debt 
Percent of/ace value 

100,000 60,000 60.0% 

Common Equity 
Percent offace value 

30,0001 

Common Equity 

Shares Outstanding 
Value Per Share 

1,000 
$30.00 

1,000 1,000 

Totul Value $280,000 

Percentofface value 
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Exhihit I 
XYZ Crpration 

Case Study 
Analysis of Financial Rcstruchuring Alternatives 

(SO1111s) Fair Market Values 

Section A I Section B Sale of Equity for Debt 
Division to Excljangc Offer 

Current Fair Current FMV/ Pay dowin Dcbt ftr i)cbt '90 piCCIII 

Face Value Market Value Face Value Liquidation Banknptcv Sub. Dcbt Exhange Offer Acceptance 

Senior Secured 
Plercent offace volie 

$150.000 $135,000 90.0% $1 15.000 
76.7% 

$125,000 $140,000 
83.3% 93.3% 

$13000) 
86.7% 

$14(0.000 
93.3% 

Subordinated Debt 
Percentofffice value 

1(00,000 60,000 60.0% 0 
0.0% 

59.0001 
59.0%1 

55,0001 
55.0% 

Commnon Equity 
Percent offoce vahw 

30,00301 25,8531 86.2% 03,
0.0/ 

000U 
1).o% 

Common Equit% 

Shares Outstanding 
Value Per Share 

1,000 
$30.00 

1000 
$25.85 

1,000 1,10 
$0.00 

1,(ooo 
$3.00 

!0ot 1,000 3.25o 

Total Value $280,000 $220,85 $115,000 $187.000 I 
Per'ent office value 78.9% 41.1% 66.8%1 
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Exhibit I 
XYZ Corporation 
Case Study 

Analysis of Financial Restructuring Alternatives 
Fair Market Values(SOlllls) 


Section A Section B Sale of Equity for Debt
 
Di-vision to Exchange Offer 

Current Fair Cutrrcm FMV/ Pay do\\n Debt for Dcbi 91) puIccct 

Face Value Market Value Face Liquidation Bankruptcy Sub. Debi Exhange Offer Acceptance 

Senior Secured $150,000 $135,.0t) 90.0% $1 15,000 $125.000 $140,000) $130.000 $140.000() 

Percent offaice vahte 76.7% 83.3% 93.3% 86.7% 93.3t 

suilhi inalcd 
Pe,''nc 

)ebt 
offace vahe 

100.000 60.000 60.0% 0 
0.0% 

59.0001 
59.0% 

40.,0 

6o. 
5.00 

55 o) ! 

1.839 
60.% 

Comn Eqtiii\. cxisting 30.001 25.8531 86.2% 0 3.0001 48,41981 50,969 

iPtj',, (t0(ce vahue (1.0% 1).0% 161 7/, 169,91%1) 

(o011on Equity, ne\ issue 176.71 

Shares Outstanding 
Value Per Share 

1.000 
$30.00 

1.000 
$25.85 

1..000 1,0(10 
$0.0( 

1.000 
$3.0 I 

1.0101 
$.j 

1.0,(1 
$50.97 

3.251, 
$54.37 

ot$al Valuc $280!000 1 2853 $115;1100 $187,000 $228,498 $235,969 $318,539 

Percentofface value 78.9% 41.1% 66.8% 81.6%I 84.3% 113.8% 



X-CORPXLS 

ltxliil)it 2 
XYZ Corporation 
Case Study 
Analysis of Financial Restructuring Alternatives 

1994 1995 1996 1997 1998 1999 

Unit 

Unit Sales ((00%)[I.aILJco 

('asqo%% 

Capacity 

3,000 

800 

2,582 

742 

2,632 

742 

2,683 
742 

2,735 

7-12 

2,788 
742 

2,8431 
7421 

Nc%%co 1,500 880 944 I.3 12 1,091 1,154 1,219] 

Forccasted 

Pcrccull 

Uinit Priic (G.ruI it 

I il ct) 3 0% $I0() $103 $106 $109 $113 $1 16 

Cash'w 3 11% 120 124 127 131 135 1391 
N LI) 3 Ou% 50 52 53 55 56 58J 

Icrci ll 
11i (OM G ru%% 1l1 

1I;i A 
cs 3 0% 

3(0% 
$79 
96 

SRI 
99 

$94 
102 

S86 
105 

$89 
I(18 

$92 
II 

Nc,,i,, 0Oo 53 53 53 53 53 531 

Otlher Aimumplions, 

'uicunt Ncar Ificd costs ((OfOs) $1,570 Currcn veir depreciation e.\)cns 10,750 

Iuiccasted pceticn gpo\\lhinl Ik'iedcosts 
Ia\ Iale (cu i i anid p ojected) 

30% 

350% 

Curent %car iitersI epclse 
I)l amonlizaii.i 

27,000
I 

1)piccable hlc of fi'wd wisCts (eiuls) 20 Secured aill l'qual ilnstallments over 5 y'ears 

I)ClepiC Illlleol capilal c\pendilmes ( ears) 20 Sidrdiialed deb( Iqual listallluenIts over 5 vears 

W oII. i capital reqnir1illes 10 0% ICost of' I'(Ui 30,(2% 
Relsidal poIh\lh rate 3.0% 



iN P LT S E CT I ON)icout.d Net Cash Fo Iod 

IX-Curporatsn I 

Ji ol" Deceint),'r 3 1. 1994 

Step 1. INPUTS fur Product Sales and Current year Year I Year 2 Year 3 Year 4 Year 5 

Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999 

..\ INIC.T Current ro '4 

B Forecast TOTAL SALES q I Iw U:NIt SALES I 1F'V is sCICLccd[iprccd t, a I'. IfI isselected. proceed I,a I Di 

C IN 'I IS for T: )TAL SAILS iTi lorcat
 

INI't. T Curtent sear r;c%
 

IN'! 'I Cu rent "cat2 oo-d r ofse" ice)
Cost soldor cost 
.'% oao I U IF' F- 55.IN'PlUT Sale% goi rates fMr%cars I1.5 Ju 

INIl'LT Cost ol go,,ds sold ,r ci 4 sers,,e ais., percent Wtsales for sears I- CU, J % W2% oisu", , " 

D INI'L-TS for LNI I SAILS :) torecast INII 
Cunent ear 

I 'nrs Sold NI" 7 Frcc.v;tcd iris SoddINPI 'T Product Names and F,,rcc.Lstcd Imilt Priductnin 
2' ' 2.'S-l 2.7 1 2.7a, 2.tn43j'ridu<-, aI 

742 742 74: 742 742;2
I'r-duct 


I 'Urrorri schr 

Product X1 ,Ciii l , S'1 . I.2 1, 
a I. I 't[.,re.,.,..'dIN'!'!"TProduct'robotd ir.ups-'llt~ I'ipa, its II~ .,, J "0 L' I 00Sii",pIiI ; ,I . 

S t. 7I'TuducI-tP a: 

0,.INTlTProduc 6 u%1ni IP102 I rLlt i'.I io3r 

Producta3 t,,,U0it, 3 i01Jo 

3i~ w .30%Produ.ct a01 

"T r - ost ; Rates 
oduct i +;w Is I I o3 3 I.. 3 W0. 

I'TT rrducSat ies n IIn nPer I] i td I 'nii iritl 

[ 5, )3 1I'. Ion, Oni. 22'1Irduct a 3 1 

P-oduct u I j 3U.1 -i 
 20 

Step 2. INPUTS for Variable and Fixed Current year Year I Year 2 Year 3 Year 4 Year 5 

Costs and Taxation FORECASTS 1994 1995 1996 1997 199S 1999 

IN' _T 
Current vceor 

'anahle i - as a Percent oi Sales 

0 11% 110- tiu, 2101% 
A INPIT7 Variable Cost foreca.srs ',IN.I Variable (,isi 

Admnhostratve 
" 

0 t% U P,. t, 0)
M a~krling ,I I * . 

iI. ir it0 .O
Inrruice 

o. i iI10', 1u!o l)b .
Leral and auhili g 

i(o) iII,. oi . 2)12'. ut'.
U Iihes 

' - UIP 0- 1)W..02Miscellaneous 

T 
OPT7.0,.-.IL: /I'MPTT(TAL. IA/R..IULE C'iNTS [ ( uu,"cr"" 1)[11 "' I U0% 

IM'' I 

IurTeliL.If 

Fiscd I ',,I Ni 'i- Firecasted Fised Cost Gr~iuh Ratesb N1\11T for Fixed Cost Ilrccast.s 
W.1,I J 1 ] VI ll 1)Jt0k=,enl 

ui,. 0 0% 13D...".i 1o)0.salnt, 
Other 4i1t" L1 .1,. U 7 .'o t v if'oIi2 , 

' 
1i) , (12)0.L 0(0. 

Sahurres I I t1120 tI 10, (3 "I 21(1°0
0 

(Ithe' i2 0211 

Wil 3 .1 3OI'fl02'AL; INPtITT0TAJ. F7VFI)('.STS . I 

INPI 'I 

Current ver 
l .\ R.itc INTI 'T Firecasted Ta\ R tes 

0 
C INPUT Cunrent Year Taxes and Forecasted Tax Rates 351, 3522., 3S ,.,1 35 1 i 0".1 3i (. 

http:OPT7.0,.-.IL
http:Produ.ct


Dc d %,IC., VI.. k.bIN PUT SECTION 

A%.u[ 0Decmbr 3 1, 19v4 

Siep 3. INPU IS for IORLCASI) 
and Capital Expenditures 

Deprecalaon 

INPUT Cii..,,) Yes [vip-lauon Lpnc..epe--

B INPUT CurrnI Deprr..bl. Ai i, 
,oro depte~,.ble In.fl? .I-ne. 

INPL'T 

C-ennl Nci INPLT 

E ous Depre'u'e 

,)1 

Long depreculblc Ifc 1201 1V 1) 11u I) 

T''a,, 

_11 

,r 41 

'W 

ilt .I 
iiew,t ubi U ' 11 I 1 1 

Step 4. INPUTS fur FORECASTEI) Lone Term FIljnI _ 

A INPLT for Curent d Foas,0 

[NPI 7Crrn Yeu Inhen,? LYaEqp. 
d LongTani, 1,bi 

(In en7c' I0 

..mn-g 

INPIL'TF ,ed .o\ lIc I n n k,,, 1 ,, V) 

INPLI F Reenlee ,?On., I', 

INPUrTFoietaled %Uitle 'hwo-., Rlt, 6 ) 
IN P17 Be9Ucgnig J N  [ubl I.iluw .-I N ,I 
INPL'T Addt0,',uJ D0l 
IN PtIrT Proipi Pnyrhenio 

Endmil ecbt Balet,c 

,d) 

l I 

101 . 
IM0.OOO 

0 
It, Our, 

120_____00.1 

MI F,.r e.ted ,I 

II u1.. I2: ir' 
02011u '.11 

0 
11) Out, ;6.14 

ln.).).Inte,,?it,R . 
i 2)W. 

O, 

0 
Ic") 

U()I 

1: 
11)OO 

0 
1)._fiv 

S.1b.,r,"Ied 11112'iI 

INPL7 Fittedor. Ileccc RateIF ., CI 
INPUT F ad Wcettel i a. (F) 

INPUT Farecvr.d Visible In....t Rale# V) 

INPUT B mop or Yn.. 11b B.1moe IYew I ,uJy) 

INPUT Addibonal Debt 
INPUT Pnnpcl P.JI' €nter 

EndmigDebt Balm" 

0 0ol 
OK 

I'P117 No i-lcd % _,iabl 1otc.n II.w. 

0, 0, 140% 14 i. 

I10)" II 00) t,1L01) 40111)1)T 

0 0 0 0 

20000 20.0 2U0"W 20.1)0 

S ouO .0U 40.0010 '0010 

I1 04. 
Mid 

0 
20.O00 

iNPLrr Faoedor VIsnlbIle Intrest Rae IF Or 

INP 'T F.ed Int...,? I) u, IJu 

IPiT F,,,re,uid V. llIw c- Rat., ', 

I%IL7 Bnaru,gmn N-cI )Ol iln..... I I ., I ,nIh 1 
INPL " AdnaIl 
INP'T Pr., 1 .)I Pavrnnt.e 

Enduiii DIebt Bdatc 

01,01 

F 
0 I0P 'T Fot- -nI'd 

0V. I u 0% 1 

I 

i,ic lnll lIRaI 

% 0% U. 
U 

0 

?, 
0. 

J______ 

lebt Iartcnfne ,i 1 41 

INPLT Fmed m Venible Interet Ratl (F Vin[ 

INPUT Fied Intecest RIl I 

INPUT Foreotard VambeleI(Inerev Rale. (V) 

INPUT Bprinuic of I Debt BInwne (0 rn I omdo) 
INPL AdOtinld Debtl 
INPUT Pracci)I Paycr.-t 

Endanti Debt Maeul . 

00'. INPk1"r ,o.t?,I \ =,l, IMtIlc.l R.te. 

09 . 0 l*%T 0. 00', 

U 0 
0 U 

0 0 0 0 

0 0 

0 
00% 

0 
0 
O 

Debt lnintii 05 

INP.Tr Fued or Vatable Interest Ral (F or ) 

INPUT Fu." In(..iec. Rite i 

INPLUT Forc. led % -bW, Intere" Rain (V) 

ZSPIT Beguvinog dof [1.10),lBum,,. (Yea 
INPUr, Adnc,, Debt 

I -) 

[ O04. 
t 04 

0 

NPt 'I For. .t1,d 
U U. 

0 

I anaIt Incr,, Rate, 

0 

u U4 

0 

En.,o Del Bato~ne 1 0 0 U) 

BINPLTS for Fore-,satld Eqwuy Fo' -i;a INPI7 D) nrc? 
1 e 21 

--il t 
1 

ic b--a.c 
41 Neat 

INPUT New Eq.pry Inn (in C rnny) 

INPUT Eqwy Repurnumvn (inC ency) 

INPUT Toul j1I Imed (Repurchad) 

INPUT Cwnia hi Orcitnmng 1.IO0 

0 1 
0 
0 1 

0 
0 

0 

0 
0 

i 
0 

0 

0 
0 

0 

Step 5. INPUT VaaLLtion AsswuIptiun0 

II 
mn.,,?yea wo*lait cap I,)l

Reindual Groveith Rat, P3 I 
ad k, Le)..? %,-iproa.inn -ti.l, 



Discounted Net Cash Flow Model 

X-Corporation 
Restructuring Analysis 
Asor December 31, 1994 

Discounted Net Cash Flow 

Total Sales (PAGE 21 

Cost ofGood sSold ((ost o Scr ce( (PAl i;2) 

Gross slargn 

Vanhle and FixedCosts (PA(IE 3) 
oal variable costs 

Total fl'ed costs 
Total variable and licd costs 

Earnings Before InteretL I a\es. Depreciation. 
and .mnlation (EBIIMA) 

Depreciation (PAGE 5) 

Earnings Before Interest and Taxes (EBIT) 

Interest Expense (PAGE 4) 

Prolit Before Tax 

Tax Provision 

Prolit After Tax 

Free 	(ash Flow 
Profit After lax 
Depreciation 
Additional working capital requirements
Capital investment 

Additional Debt Financing 
Prn'cipalPaymc:nLs(.10111 


Changes in Equitx Financing 


Free Cash Flow 


Present Value Factor 
Present Value o Ca.shFlow 

Sum ofPresent Value of Cash Floss 

Present Value of Residual 

Prelimnary \alue 


Working capital (deliciency) surplus 
Non-operating assets 

Equit 'alue indication 

Total shares outstanding 

Equity value per share 

Cunent year1 

1994 

39I.2401 

32 .5 
: 

19,390 

1.57(1 
1.570 

04, 

67.820 
/' 3., 

10.750 

57.0701 

27.1100 

30.0701 "%. 

1.525 

19,546 
1Oi
0.. 

(36.296) 
57.273 
211.977 
4.876 

25,853 

I,1(111 

25.85 

OUTPUT SECTION 1PAGE 1
 

Year I 

1995 

Year 2 

1996 

Year 3 

1997 

Year 4 

1998 

Year 5 

1999 

411.423 432.7X4 455.76(, 478.949 503.461 

317.567 
.,'W. 

154I') 1T1.71.% 
s', a/1 0.: 

X9.230 
iv 

4107.554 
51S IW 

73.851, 78.712 X4.001)5 49.719 95.901 

0t} 
1,617 
1,617 

O44, 

1.666 
1.641, 

) 4., 

1.716 
1.716 

04', 

0 
1.767 
1,767 

4l1, 

0 
1,820 
1,821 

J. 

72,239 
', 

77.047 
',S.,Is 

82.29o 
i I', 

87.952 
.Ptj 

94.087 
I5'I, 

Iu.751 11.000 I1.31111 11,6001 1 1,9wl) 

61.489 66.047 71.990 76.352 82.187 

24.31111 20.6511 16.111111 9,6,111 3,2110 

37,189
V0' 

45.3 • 
0 

54.991 
11 7 

66.752 
/ PI,0i I 

78.987 
'.." 

13.1l6 15.889 19.241, 23.363 27,646 

24.171 
I , 

29.5508 15.743 
'¢c, 

43.389 
1, 

51.342 
jar, 

24,173 
I1.75 

(2.111 ) 
(5,t1l)l 

11 

II 

(22.o95) 

29. 5098 
1 .t1111 
(2.136) 
(5.(tt) 

II 
(t~ll} 

(160,)28) 

15.741 
11.30011 
(2.2981 
{6.000t() 

II 
( 50,000|(1 

(11.255j 

43.389 
11.6111 
(2.3181 
16000ll) 

II 
(5tOilll) 

0III 

13.329) 

51.342 
11,900 
(2,451) 
(6,10t'11 

0 
(50,()() 

0)II 

4.791 

1 8771 
(19,379)) 

0.6747 
(11,218) 

1151911 
(5.841) 

1.3992 
(1,329) 

0.31171 
1,471 

Residual Value 186,508 



Discounted Net C&,1, Flow Mudel OUTPLTT SECTION PAGE 2 
X-Corporation 
Restructuring Analysis 
As or December 31, 1994 

SALES AND COST OF GOODS SOLD Current Near Year 1 Year 2 Year 3 Year 4 Year 5 
(COST OF SERVICE) ANALYSIS 1994 1995 1996 1997 1998 1999 

Unit Produ,..tnon 
l'rodu.: 4I 2.5X2 2.632 2.6h 1 2.' 15 2.78H 2.X43 

Produt 42 142 742 742 "2 742 742 

Product 03 981) 944 1.1112 I191 1.154 1.219 

Unit Capactl 
Product 4I 3.000)1) 3.0)01 3.1 11111 3000 3.11111 3.1(H) 

Product t2 811 81)1 1111 9111 X101 8110 

Product n3 1.5111 1,5110 50 1.51011 1,5001 1.5110 

Percent of Capacity 
Product 01 86 '1". 97 7% 894"u 91.2Uo 92.9% 94.9*0 

Product 02 92.H1% 92.8% 92.8'. 92.9u 92.8% 92.0. 

Product 03 59 7% 62.9'. 675% 72 7% 76.9'. 81 3%o 

Pnce per Unit 
Product 01 100)( 10.1 1016 1119 113 116 

Product 412 1211 124 127 131 135 139 

Product #3 511 52 53 55 56 58 

Total Sales by Product 
Product N1 258,21111 271.096 294.639 298.861 313.792 329.582 
Product 12 89.0411 91.711 94,463 97.296 10.,215 1013.222 

Product #3 44.000 4M,616 53,6112 59,6011 64.942 7o.658 

Cost per Unit 
Product 41 79 x1 X4 86 X9 92 

Product 92 96 99 1112 105 1ox III 

Product 03 51 53 53 53 53 53 

Total Cots by Product 
Product 41 211.979 214.166 224.905 236.1111 247.896 261,369 

Product 52 71.232 71.369 75.5711 77.837 911.172 82.577 

Product 03 46,641) 51o.1032 53.636 57.123 61.!62 64.617 

Profit per Ut 
Product 41 21 .1 . 21.11". 21.110° 21.1 . 21.10 

2 
l.1 o 

Product 02 210'1.00 20011% 211 110 211.1% 201.0. 211.1100 

Product 13 -6,110 -2.9"t 0.10. 3.10 5.11% 9.6%0 

OTAL SALES 391.2411 411,423 432.714 455,760 471,949 503,461 
OTAL COSTS OF G( )ODS SOLD (COST (IF SERVICE) 321.9511 337,567 354,1171 371.760 389.2311 407.554 



Discounted Net Csh Flo% Model [OUTPITI SECTION PAGE 3 
X-Corporation 
Restructuring Analysis 

As of December 31, 1994 

VARIABLE AND FIXED Current vear Year 1 Year 2 Year 3 Year 4 Year 5 
COST ANALYSIS 1994 1995 1996 1997 1998 1999 

Variable Costs 
Adinin:trati e U U U U U U 

M1arketwig U U U o t 0 

In-surance 0 U 044 0U 

Legal and audiling 0 U U U U 0 

U.ttiites U 44 0 U U U 

Miscellaneous 0 U 0 U U 0 

Other l1 0 0 0 0 0 0 

Other :2 U0 0 ) 0 0 

TOTAL 1:4R14BIE C"OSTS U U U 0 0 U 

Total ,ariable Costs U U U U U 0 

Fixed Costs 
Rent U U U U U 0 

Salaries U U u U (4 U 

Main[tenlance U U U 0U 

Other t I U U 0 U 0 0 

Other -2 0 0 0 

TOT4L FIXED C'OSTS 1.57U 1.617 1.66(, 1.716 1,767 1.820 

Total Fixed Costs 1.570 l.u17 1.66o 1.716 1.767 1.820 

Variable Costs (asa percent of'sales) 

Adminstratise 

Marketing 

U.0"o 

O.4)0U 

0.01. 
0.0 0 o 

U0U. 

U.WU0 
UO , 

0. 
0 0 

.0o 

0.00. 

0.U0o 

0.0 
0 o 

Insurance O0 0 0.0o U.Uo 000 0.0'. 0.0%o 

Legal and auditing 0.0% 0.0% 00% 0.0% 0.00. 0.0a 

Utilities 0.00 0.0o U0% 0.0"0 0.0%0 0.0,0 

Miscellaneous 0.00 "U.O". U,0U 0.0"0 0.00U 0.0,0 

Oier -l1.U"., 0.00. 4)'. U0 o U01. 000 

Other ;2 00",, 00,, U 4)", U0",, U0", 0O0 

TOTAL 1:4fA.BLE COST 0Uo U )0 0"U AP.00",, 0 (". 0.000 

Total Variable CosL 00"', ()0", )4",. t 40". 11". 0).00 

Fixed Costs (percent rowli) 

Rent 00 400", 0,. 0()40 0.00a 

Salaries 4)O0o t) U1 0.0U U.U"U 0.00 

Maintenance 0.000o 0.O"o 0.000 U000 0.0,0 

Other a1 O0 o U.0U 0.00% 00"% 0,0% 

Other 02 000% 0.00. 0.000 000. 0.000 

TOTAL FIX'ED COSTS _300o 30aOu o 3.0% 3.OP. 3.0'a 

Total Fixed Costs 3 00 3000, 3.0U 3.0 3.00a 

TOTAL VARIABLE COSTS I 4) 1 U)4) 0 

TOTA, FINED COSTS 1.570 1,617 1,666 1.716 1.767 1.820 

TOTA FIXD COTS 161( 



OUTPUT SECTION PAGE 4DiscounedNel Cash Fiw lude 

X-Corporation 
Restructuring Analysis 
As of December 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 
IN LONG TERM FINANCING REQUIREMENTS 

A. INPUTS for Current and Forecasterd 

TOTAL INTEREST PA.MINI'S 

Im.iar T.rn Iebt Financh1-
Year I 

1995 

Year 2 

19')o 
'1ear3 

9)' 

Year 4 

1998 

Year 5 
1999 

Secured Loan 

Subordinated Debt 
Debt Instrument P3 

Debt Instrument 94 

Debt Instrument 05 

13.51 

I4.(),o{4 

t) 

U 

U 

I .55o 

9.1004 
U 
U 

0 

9.000441 
7.loU 

U 
0 

5.41) 
4.200 

U 

0( 

1.8001 

1,40U 

(0 
U 
U 

TOT.L INTEREST IAYMI.NIS J 24.10o 2U.50 16.0ot(i 9.601) 3.2UU 

TOTAL AI)DITIONAi. I)Eir FIN.ANCING 

Secured Loan 

Subordinated Debt 

Debt Instrument 03 

Debt Instrument u4 

Debt Instrument 15 

0 
U 

0 

t) 

U 

0 
0 

0 

U 
0 

U 
0 

U 
U 
0 

U 
U 

0 

0 

0 

0 
0 

0 

0 

0 

[IOTAL ADDIIONAL DEII FINANCING I 0i(4 0 U] 

TOTAL PRINCIPAL PAYMENTS 

Secured Loan 
Subordinated Debt 

Debt Instrutmeit ,:3 

Debt Instrument 14 

Debt iistrunient t5 

3(J.UUi 
2o.tolu 

U 

11 
) 

3o.000 

20.000 

1) 
0 

30.000 

20.000 

0 

0 
O 

30.000 

20.000 

U 
0 
0 

30.000 

20.000 

U 
(4 
U 

TOTAL PRINCIPAL PAYN TI:NIS '1 as 55Oo 50.000 50.00U 50.000 

TOTAL ENDING DtfiT 2t )mu I iU.000 100,00050.000 0 

TOTAL CHANGE IN EQUITY FINANCING 

New Equity Issues 
Additional shares issued 

Equity Repurchases 

u 
O0 

U 

0 

0 

0 

0 

0 

0 

0 

U 

0 

0 

0 

TIoTAL. CII.-N(iE IN EQITY IIN:VNCING 00 0 

[EBIT :oINTEREST 2 53 3220 4.44 7.95 25.6g, 



Discounted Net C.sh Flo%% Modc'l OUTPUT SECTION PAGE 5 
X-Corporation 
Restructuring Anak s, 

As of December 31. 1994 

-iFED ASSET AND CAPITAL 

EXPENDITURE DEPRECIATION 

Fixed Asset I)rpreciation - I'.ikfinu t, ls 

Depreciation for sho11 cn dcpr;ilIc aoscLs 

Depreciation for mediumItern depreciabl. assc., 

Depreciation lor long ienn deprcciabl iwcts 

Current year 

19941 

NetLII\.,J 

______ 

0 

0 

210.000 

'ear I 

1995 

0 

U 

10.500 

'ear 2 

1996 

0 

0 

10.500 

Year 3 

1997 

0 

0 

10.500 

Year 4 

1998 

0 

0 

10.500 

Year 5 
1999 

0 

10.500 

Capital Expendituri I)preiatimn 

Depreciation for short term depreciahle assets U u 
U 

0 

2 
22 
00 

1 
o0 

0 

Depreciation for medium tcnn deprec',ahle assets u UT 
U~ 

U 
U) 

UU 

2 
I2 

0 
U 

(2 

Depreciation for long term dcpreciahle a.sct, 250 250 
250 

25( 
250 

U 

250 
250 
300 

250 
250 
300 

300 

D cAI'N EXPI-SL- 10.750 I [(Jo() I1.300 11.6:i 11.900 

/
 



Disun.t d Net Ca.h Flu,. ,odel 

X C orpo "Ion 
 [
 

IReructuring Anat's.is 
AU ofDeteinlarr 3 1,1994 

Step 1. INPUTS for Product Sales and 


Gross Margin FORECASTS 


A INTUT Current %ca"[
 
B Forecast TOTAL SALES or U,'NIT SALES (r n L 


C INPUTS for TOTAL SALES (T)horecost
 

INPU"T CurrentNear sales 


IN'PU."T o-rcost -4 xc)
Current Nearcost olg,oxis sold ser i 


INTL, Sales g,h, r for vear
,le I.. 

IN'PUICost olgo,ds sold ,orcost olservice) as percent ofsales for years 3.5 

I IN-P'S for N.'IT SALES (U) Itorec.st 

INP'T Product Names and Forecasted Unit Production 

P # 


Prul$21742 


NIl T Product roups-Unit I 'apai.,r 

Product I1 


Product 0, 

Product a3 

INTl "T Unit Sales Irices 
P'rodJuct 01 


Product #2 

Product x3 


INPUT Product Cost perUnit 


Product i 


Product 02 

Pr o d uct a3 


Step 2. INPUTS for Variable and Fixed 
Costs and Taxation FORECASTS 

A INPUT Varnable Cost forecasts 

AdmtUstrauve 
MairkeunFl 


Inastrr 

Legal and iudittri 

Utilities 

Miscellaneous 

Oitherl 

Other 

IT.;.sTSf)PlON.4L: INPUT TOTAL IAABL/OS 

B INPUT for Fixed Cost tfrect.sLt 
Rent 
Salaries 


Maintenance 

Ot"' 


Othei 82 

OPTIONAL: INPUT TOTAL FIXED COSTS 

C IN'PUT Current Year Taxes and Forecs-ted Tax Rates 

INPUT 	SECTION 

Current )ear Year I Year 2 Year 3 Year 4 Ycar 5 
1994 1995 1996 1997 1998 1999 

11lUis selected, pro.rced t,, [!Tf is selected, prceed to o 1C. 	 D) 

t
 

Ui',-oi(0o% u' I ,( oW 
0Q.1 u W1 0 (-.1 010. 1 0(% 

INPI
 
Current 'ear
 

:ntLsSold INI 'TForecasted Units Sold
 

2.582 	 2,.2 2.031 2.7351 2.78 1 2.843 
74 4'2 7.4'2 7421 742 

-ti 41;1 

INNI' "[ 

.n ,a t IN t I Forecasted ln110tLi'als 
3.1mZ 3, A) 3, l . I i l 

Vii' i t) Siml 5 ) 1(80 

I0I i I .' l.i l.Stn 

., 	 ,m .
 

INt 'I
 

tiwent vea 

I nit 1'rices INI '1F rec"sted I nit Price kir-,%th Rates 

K" 	 3 ol. 3 it.. 1 3 Wi j 3o'% 314) 

30,3 W 3i ' 3i1% 314. 3t % 
11 3Wtio.o 3%1 3 )'I I 0R" 

INI'tF 

*utrena ',ear
 
Cist per Unit INPUT Fomreasted Unit Cost 6roiwh Rates
 

) 3fI 3u%° 3U% 30mul 3(,i, 

96 3U".1 3 13 3 W. 1 3 1,0 30' 

[ 1 ) W [ U0iU -61 4 1 -, iq1 1 1 . 

Current yearj Year I Year 2 Year 3 Year 4 Year 5 
19941 1995 1996 1997 1998 1999 

INIPIJT 

[ 
Current vear 

Vaable Costs IN'PUT Variable Costs a.a Percent of Sales 

0 ilo 1)ul. 00% Ut". 510 
0 

(0I1% 5 i0 It 1% 00% 

ii 0 0tU%i Ol- (0I) i30% 

i 0W1 10, I 0u0 U It, U I0% 

l i i 1% 0 i)', , 000 ) W. 0 01 
[, 0Ii1o it10.It0'S, 00% i itt0% 

[17 iMio (i tI. 0 il % ' t)II 

i' 	 t}UI2 to 00 j% 0 t- 003, 

[ 	 0 V". I01 o(I 'Io410 h% 

INII 
lurrent seat 

Fixed tCosts INL. Forecasted Fixed Cost (itmosh Rates 

I ii 0% (ii (1%i i t(0. 

) IlQo 111)51 (110%1 UtI I 0 0!g1.[ )0 0% i 0%1 0 0% I) 0%f 0 5%i 

) , J% 	 ,Ji 1I U 0". ' 4}$ 0 % 0 U% 

11 a It. 00% 0110 (W". 

1Isl 	 Oil 01 3s11 0 

Current year 

Tax Rate INLT Forecasted Tax Rates 

3513% 3501. 35 016 350% 35*1%.1 3501% 

http:f)PlON.4L
http:Itorec.st
http:Anat's.is


t 	 INPUT SECTION........ 

A[.
"-.,rraringa 

I A, e-ber J 1, 1994.[ 


s'ep . INPU IS for tIOLCAS I LUDepredation 
and Capital Expenditures 

INPUtI 
C=tnt year INPIt 

atalINPLT Cret varDepra uon Eepetnse 	 I0r tietang eIpteB 

B INPLr1Cainent Dcpreo-blc Aaaec 
hotndepreinbic 1f. I( 	 2.5 y.-) 

M,,.- depta-bl. ble t- I q yeemv G 
Lung depreciable t20-) 0UGU1Lie 


I%PELT 

SINPLT CapitalEnpentbto aw, Dirpn-tabl, IPIT F,,ton.tnd a t] htanme,
 

' ar I ] , 1s "ra, i le~ar!
 

th ,ttdepteorabl tfe I s.oaa 	 0 .J b 

2-lLong derealle fe ',e J 	 ,t.a 

ISiep 4. INPUTS for FOIECASTED Long Terni Financing I 

INPLTO for CantI cad Fore,,.ed Long Term [et hanr ig 

a :nclleINPI'T C-nN.. W-eIneit InC.-ll"s 

e..r~I*-fl 	 CCI .*,C, LaY 0. 

INP7 Faied ot atI,.l Int..eRaie Io, V) 

INPUTICoedIteret Ral0 I NP11 F)reastcd .I-ntO], Itiitest Rate, 
INPL'T F.e.tawed. acdble Interet Rate, [V[ 10% IWI1% 120e 2 Id 12 0% 

INP.'T Beprg of He tyer I0.000 20 )00 ,000emlIllaocea I on) 1-, 001 U000 
INPUT Additional Debt 0 0 0 0 0 

INPUT Pwrnap&Paytttt 	 30.000 111O, IW3C.L 30.0(A) 30.000 

Etdtag Debt Badatt,. 	 120,0C .000o 0 0 0 ~t tO 

Sladitated Debt 	 48,48 4M , 

INPVT Flaed orVntablte Rate F mRV) 

INPUT FIed InterlRate IF)0 iIe Int Rate,1P['T-Ihatcd % -. tit 

20'. It1 4 0% 14 0% INPUT Fotecaled %,aiiableInteteet Rates IM) 	 1%[ I 1t'. 

INPLUTBepraungal~e. Debt MsIanc,ta(Ye I W))J t. bbI I;.t1t I 41CII 2t.-t 13.331 
INPUTAdbonal Dbt 2 1) 
INPUT Pnrmttpal Payttnu .. "31 13_1_3 1.1_ 1 )1301 13333 

Endbrtp Debt Blaitcc Si_________ WO_______11_ 

1 

Debt Intrlru t #3 

INPUT Fited at 	 a Interlet Rate (F ,r 1,1'table 
r 

IN T F"cd Intenral RIate	iF)I _NN' I_ %I-W_ R _____ilr 

,Inte Rate. IV' G .% 0 0'. 0l.NP1 F..aat..d artable ... (V()i 0 0'. 
INPLT BIrtting o1"t. Deb Ilaascn I ear I onis ' 1I o 

NPIr Additlonal Oebt 0 t 0 

INPIT P'mctpal Pament j U 0 

_ _____ . _ _ _EndingDebt Balac 

DlebtInerntetit N-4 

;NPt T Flaed or Vanable Itlter-ec Rate(F or I, 
tad l Iitateat Rate,INPl" Fated Intret Rate J)0 	 I\Pt " t .. ,t.a tfl. 

INPUT F ecalcled V nable IntervalRate,'0 (1., 0 0% 0 

INPUT Beguntg fYeca Ietal Balace (Yeat I rldy) U U j 1 0 

INPUT AddtuonalDebt 

INPUT Pnirticpal Paytente -- 0_________ 0 

Ending Debt Balance u 0 

Debt Inantari 0] 

INP'T Fixed at Vwjable Intereal Rate IF orV) 

INPUT Faed Itterval Rate (F)0 INPt1 h a we.leaalI Intereel Rote, 

INPUT Foceaetd Vartable Intetrce Rait. IV) U A 00_%_ U _"__ 0 0% 

INPUT Begattig.f Nem Debt Balncellca I rJy) 0 U 0 0 

INPUr Addotnal Debt Q 0 t 0 0 
-

INPUT Pnttctp i Payntenta 0 0 0 0 0
 

EndingDebt Balnce 0 0 0 0
 

B INPLrS forFore-veadEqwy Fzaia;ta- INPUTlIoaNeet E ut. tc: Re|Ttratbh 

ea IT 2 e1 Yea Year 

INPUTNewvEqwy Iariee (In Cusnrency) 0 0 0 0 0 

INPUT Eqtty Repturchasas(In Currency) 0 0 0 0 0 

INPUT Tot&JS r Illied(Reptchavad) 01 1 0 0 0 

INPUT C rame Oura.bardindtbgh 	 1.000 

Step 5. INPUT Valuation Assumptions 

Wor il"munila 	 to (0olb c,,nreqim 

("wunent yer worbing Iapita 4ao Mot VAu(4 Nonolrcralttr -,et, 

ReendtlaI Citrrlh Role IIU3 	 l - l 

601 
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Discounted Net Cah Flowiud OUTPUT SECTION PAGE 1 
X-Corporation 
Restructuring Anal)sis 
As of December 31. 1994 

Discounted Net Cash Flow 

Total Sales (PAGE 2) 

Cost of Goods Sold (Cost of Servce) (P.-WE 2) 

Gross Margin 

anable and Fixed Costs (PAGE 3)
 
Total variable costs 

Total fixed cost% 


Total vanahie and fi\ed costs 

Eanungs Belre Interest. Txe,. Deprecaltion. 
and Ar onlization (EBIT A) 

Dcprct=aton (PAGE 5) 

Earnings Before Interest and Taxes (EBH') 

Interest Expense (PAGE 4) 

Profit Before Tax 

Tax Pro,,ision 

Prolit Adler Tax 

Free ('ash fos, 
lIrollt A ler I ax 
Depreciation 
Additional working capital requirement% 
Capital inimstnicot 
Additional Debt Financing 

Principal Payments 

Changes utEquity Financig 


Free Cash Flow 

Present Value Factor 
Present Value ofCash ossw 

Sum of Present Value ofCmah Flows 

Present Value of Residual 

Prelnunary Value 


Working capital (deliclencyl surplus 
Non-operating asseu 

Equity value indication 

Total shares outstanding 

Equity value petshare 

Current yeal 
1994 

391 .240 

321.50 
S2 P'. 

69.391 

0) 
1,571) 
1,571 

041, 

67.8210 
I'., 

10,750 

57,0710 

27.000) 

30,07) 
'II 

1),525 

19.546 
I 0%* 

(14,831) 
54,452 
43,622 

4,876 
0 

48.499 

1,000 

48.50 

Year I 
1995 

362.807 

287,535 
"9 4, 

75,.272
r-S. 

0 
1.617 
1.617 

0 .1, 

73.655 
2o01, 

9.75)) 

63.905 

20,700 

43.205 
. 

15.122 

2H.1183 
" 

28.1193 
9.750 
2.843 

(5.t)0m) 
04 

(43.333) 
o4 

(7,657) 

(18771 
(6.715) 

Year 2 Year 3 Year 4 Year 5 
1996 1997 1998 1999 

379. 1U2 396,157 414,)07 432.903 

301,435 313.917 328,068 342.947 
"V2. ". 29. '1 2 . "., 

78,667 82.220 85,939 89,856 
"o S0' ', 20 V. 205' 

I) 0 4)4t 

1.666 1,716 1.767 I.X21 
1,.66 1,716 1,767 1,X211 

04', 0 1': 041, 1 4, 

77.1)1)1 811.514 84.172 t9,36 
203., 20J': 20 J., 20 34, 

Il.0)) (10.3)) 1,600 I10.9(0) 

67,001 70,204 73,572 77,136 

17.617 13.667 8.2(X0 2,733 

49.385 56.538 65.372 74,403 
130.. 14 1-, 14 S- I'2. 

17.285 19.788 22,88) 26,444 1 

32.110 36.75) 42.492 411,362 
1 I 10 10 V: 112', 

32.14t)) 36.75) 42.492 48.362 
I t)()t)4) I)t.3till 10,600 IW.0))0 
(1.6291 (1,7)16) (1.785) (1,8841) 
(5,t)1))) (6.))44) (6.100) (6.4 )) 

0 0 ) ) 
(43,333) (43.333) (43.333) (43,333) 

01 0 1 4 

(7,863) (3,989) 1.974 8,149 

0.6747 0.51911 o.3992 0.307l 
(5,305) (2,070) 788 2.472 

Residual Value 177.322 



OUTPUT SECTION PAGE 2Discounted Net Cash Flow Model 

X-Corporation 
Restructuring Anal sli 
As or December 31. 1994 

ISALES AND COST OF GOODS SOLD 
(COST OF SERVICE) ANALYSIS 

Current yearl 
19941 

Year 1 
1995 

Year 2 

1996 

Year 3 

1997 

Year 4 

1998 

Year 5 

1999 

Unit Production 
Product -11 
Product 02 
Product #3 

2,582 
742 
880 

2,632 
742 

0 

2,683 
742 

0 

2.735 
742 

t 

2.788 
742 

II 

2.843 
742 

I 

L'tuCapacit. 
Product # 
Product 02 

Product 93 

3.00) 
800 

1.500 

3,000 
800 

1.500 

3.000 
800 

1.500 

3,101) 
800 

1.500 

3,000) 
8o0 

I,5i 

3,000 
800 

1.500 

Percent of Capacity 
Product 01 

Product 82 
Product t3 

86 1% 
92.8'. 
58.7% 

87 7u, 
92.8% 

0 

89 4'. 

92.8"u 
0%000 

91.2u. 

92.8%0 
1)0 % 

92.9 

92.80o 
110 

94.8% 
92.8%0 

.0" 

Pnce per Urul 
Product 01 
Product #2 
Product 03 

ll 
120 

50t 

103 
124 

52 

116 
127 

53 

109 
131 

55 

113 
135 
56 

116 
139 
58 

Total Sales by Product 
Product a1 
Product 02 
Product a3 

258.2111 
89.1140 
44.00)0 

271.1196 
91.711 

iI 

284.639 
94.463 

It 

298.861 
97.296 

II) 

313.792 
I(tt.215 

329,582 
103.222 

0) 

Cost per Unit 
Product al 

Product 092 

Product #3 

79 

96 
53 

81 

91) 

53 

84 

1112 
53 

86 

11U5 
53 

89 

118 
53 

92 

I1I 
53 

Total Costs by Product 
Product #I 
Product M2 
Product #3 

203,978 
71,232 
46,640 

214.166 
73,369 

0 

224,865 
75,570. 

0 

236.100 
77.837 

0 

247,896 
80,172 

0 

260.369 
82,577 

0 

Profit per Unit 
Product #1 
Product 42 
Product #3 

21.0'. 
20.0% 
-6.0% 

21.0. 
20.0% 

0.0% 

21.10% 
20.0"o 
0.00 

21.0% 
211.0 
0.0% 

21.0'. 
20.110% 
0.00. 

2 1.
0O 

20.00 
0.000 

OIA SALES 
OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 

391.24)1 
321.851) 

362.807 
287.535 

379,1112 
300,.435 

396,157 
313.937 

414.U)7 
328.068 

432.803 
342.947 



Discounted Net Cash Flow Model 

X-Corporation 

Restructunng Analsvsi
 
As of December 31. 1994
 

VARIABLE AND FIXED 
COST ANALYSIS 

Variable Costs
 
Administrative 

Marketing 

Insurance 

Legal and auditing 

Utilities 

Miscellaneous 

Other z,I 

Other #2 


TOT..L I .IA.IBLE COSTS 
Total Vanable Costs, 

Fixed 	Costs 
Rent 
Salaries 

Maintenance 
Other tsI 
Other 02 
TOTAL FIVED COSTS 

Total Fixed Costs 

Variable Costs (as a percent of sales1 
Administrative 
Marketing 
Insurance 


Legal and auditing 

Utilities 


Miscellaneous 

Other #1 

Other d2 


TOTAL I ARIABLE COSTS 
Total Variable Costs 

Fixed Costs (percent grov, h) 
Rent 


Salaries 

Maintenance 


Other 91 

Other:"2 

TOTAL FIXED COSTS 

Total Fixed Costs 

TOTAL VARIABLE COSTS 

TOTAL FIXED COSTS 

[OUTPUT SECTION PAGE 3 

Current vearl Year I Year 2 Year 3 Year 4 Year 5i 
1994] 1995 1996 1997 1998 19991 

0 0 U 1) 0 
0 U 0 0 0 U 
0 0 0 U 0 0 
0 0 0 0 0 0 
0 0 0 ( 0 0 
0 0 0 0 0 0 

0 0 0U 0 0 
0 0 0 0 00 

0 0 0 0 
0 U U 0 0 

0 0 ) 0 0 0 
0 0 0 0 0 0 

0 0 U 0 0 0 
0 0 0 U 0 0 
00 0 0 0 

1.570 1.617 1.666 1.716 1,767 1,820 
1.570 1.617 1.666 1.716 1.767 1.820 

U W. 0.0"u 0.0% 0 U 0.0"% .0 
° i U',1.o (0 U(0)0o 00 	 0.00o0 

()u. 00 000. 00% 00% 0.00o 
.00" 0"o UJ0 0.Uuo 0.0o 0.0%0 

() ., (00 0 00011.	 , . 0.0000 
0.00,, 0,0". 0.0"' 0 Uu 0,0% 0.00% 
0.0"., 0 0% 0.0%0 000 00,0 0.00 

0,0% 00, (.0% 0.0". 00% 0.0% 

00o% 00% 00% 0.0%. 0.0%0 0.00 
0.0,0 0Uo 0.0u 0 0.00 0O"o 0.00 

0.0O 0 0q. 0.000 0.0" 0.0% 
0.0'0 0.0% 0.0% 0"o 0.0% 

0.0k.o 0.0"o O.O 00%o 0.0% 

0.0"0 000. 0.00 000 0.0*0 
0.0"G 0.0"o 0.000 0.00a 0.0% 
3.0% 3.0o 3.0%0 30°0 3.00o 
3,0% 3.00u 3.0'o 3.00. 3.0"o 

0 _ _ _ _ _ __ 0_ 0 0 

1.5701 1.617 1.666 1.716 1.767 1,820 

_IL
 



Discounted Net Cash F-ow Model OUTPUT SECTION PAGE 4 
X-Corporation 
Restructuring Analysis 
As of December 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 
IN LONG TERM FINANCING REQUIREMENTS 

A. INPUTS for Current and Forecashd Long Terni Debt Ftnaincgi 
Year I 

TOTAL INTEREST PAYMENTS 1995 

Secured Loan 13.560 

Subordinated Debt 7.20U 

Debt Instrument t3 U 

Debi Instrument "4 0 

Debt Instrument -5 0 

rl=OAL INTEREST VAY MI-NI'S ] 20.700 

TOTAL ADDITIONAl DIEBT FINAN('N(; 

Secured Loan 0 

Subordinated Debt 0 

Debt Instruniment s3 0 

Debt Instrument 54 0 

Debt Instrument #5 0 

LTO TL A L DEBT FINANCING 0 

TOTAL PRINCIPAL PAYMENTS 

Secured Loan 30.000 

Subordinated Debt 13.333 

Debt Instrument 43 0 

Debt Instrument 94 0 

Debt Instrument #5 0 

IOTAL PRINCIPAL PAYMENTS 1 43.333 

TOTAL ENVDING DEBT 173.333 

TOTAL CHANGE IN EQUITY FINAN('INC 

New Equity lssues 0 

Additional shares, issued 0 

Equit Repurchases 0 

CIlANG"1TOTALIN EQUITY INANCINU ] u 

1EBIT to INTEREST 3.09 

Year 2 

1996 

11.550 

6.067 
0 
0 
0 

17.617 

0 
0 

0 
0 

0 

0 

30.000 
13.333 

0 
0 
0 

43.333 

130.000 

0 
0 
0 

o 

3.80 

Ncar3 

1997 

Year 4 

1998 

Year 5 

1999 

9.000 

4.667 
0 
0 
0 

5.400 

2.800 
0 
0 
0 

1.800 

933 
0 
0 
0 

13.67 .200 2.733 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

0 0 0 

30.000 
13.333 

0 
0 
0 

30.000 
13.333 

0 
0 
0 

30.000 
13.333 

0 
0 
0 

43.333 43.333 43.333 

86.667 43.333 0 

0 
0 
0 

0 

0 
0 

0 

0 
0 

o 0 0 

5.14 8,97 28.22 



Ds.ounted Net Cash os Model OUTPUT SECTION PAGE 5 
X-Corporation 
Resructuring .- laIsis 

As of December 3 1. 1994 

FIXED ASSET AND cAPITAL 
EXPENDITURE DEPRECIATION 

Current year 
19941 

Year 1 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

Fixed Asset Depreclation - Exislin 

Depreciation for short term depreciahle aseL% 

Depreciation for medium tenn depreciable assets 

Depreciation for long term depreciable assets 

Net Fixed 

At'.. 

00 

190.000 

0 

9.50(0 

0 

0 

9.500 

0 

0 

9.500 

0 

U 

9.500 

0 

0 

9.500 

Capital Expendlture I)epreciation 

Depreciation for short term depreciable ,.scts u 0 
U 

u 

U 
U 
o 
u 

U 
0 
U 

Depreciation for medium temi depreciable assets o U 0 

UI 
0 

0 

U)
1) 

U 

U 

U
0 

Depreciation for long temi depreciable assets 250 250 
25u 

250 
250 
300 

250 
250 
300 
300 

250 
250 
300 
300 

300 

IITOTAL DEPRECIATION EXPENSE 9.77o IU.UUo 10.300 I0.60o = 5iO0 



D-counted Net Cash Flow.,odel 	 INPUT SECTION 

tp 1. INPUTS for Product Sales and Currentyear Year 1 Year 2 Yea 3 Year 4 YearS 
Gro-s Marg-i FORECASTS 1994 1995 1996 1997 1998 1999 

INPUT Current year 

B Forecast TOTAL SALES or UNIT SALES (T or U-U 	 (IfT is selected, proceed to #IC. IfU is selected, proceed to #IlD) 

C INPUTS for TOTAL SALES (T) forecast 
INPU,'TCurrent year sales 

0INPUT Current year cost ofgoods sold (or cost of service) 

INPUT Sales growth rates for years I-5 	 00% 00%i 00%l 00% 00% 
INPUTI Cost of goods sold (orcost of servce) asapercent of soles for years I-5 	 00% 0 / 00 ' 011% 00% 

D INPUTS for UNIT SALES (U) forecast INPUT 

Current year 

INTUT Product Names and Forecasted Unit Production Units Sold INPUT Forecasted Units Sold 

roduct # 122 2,6321 2,6831 2.7351 2,78 2.43 

]Podut A2 7 742 742 742 742 742 

3 [Lrodu 9441 1.0121 1.091 1.54 1.219 

50.969 

INPUT 
Current year 

INPUT Product Groups-Urt Capacity 	 Unit Capacity INPUT Forecasted Unt Capacity 

Producti 1 3,0 3,000I 3,00 3,OI 1,5I .o 

Product 02s 800 8001 I 8o0 I8o0 8w oo 

Product #3 1,o 1500 1.500 1,S00[ [,500 ,5W 

INPUT 
Current year 

INPUT Unit Sales Prices UmtuPrces INPUT Forecasted Unit Price Growth Rates 
0
 

Product #1 100 3.0%1 	 3 0% 1 3F(ml 3 
3O I 1Product #2 12 3 (M1 U%1 3.09/ 3 09% 

Product #3 [I3013 30%j 3 

INPUT
 
Current year 

INPUT Product Cost per Unit Cost perUnit INPL'T Forecasted Unit Cost Growth Rates 
Product 01 [ 30% 3,00/11 30%1 3.0Y.1 3 0% 

Product 2.0%1 3.oi 30 3119061 3 0% 

Product 03 R 0(o/.l o0%1 00%1 0.0% 0 

Step 2. INPUTS for Variable and Fixed Currentyear Year 1 Year 2 Year 3 Year 4 Year S 
Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999 

INPUT 
Currentyear 

A INPUT Variable Cost forecasts Vaable Costs INPUT Variable Costs isAPercent of Sales 

Ad mstratve 0 0 0 ,0 0 0% 0.0% 0 r 

0Insurn 00% 0.0% 0_0_ _ 
Legal and auditing 0 00%I 0.0% 0.0% 0.0% 00% 
Utilities 0 0.0% 0.0% 0 0% 0.0% 00% 

Aiscelatous 	 ~0 jj-bM. 
sIn1 	 0 00% 0.0A 00% 0 0ov 00%L 

#2 	 0 00% 0.0% 00%! 0.0% 00% 

OP 7oNAL. INPUT TOTAL VARIABLE COSTS 	 0.0% o0%1 o.o I 0.7. 

INPUT 
Current year 

B INPUT for Fixed Cost forecasts Fixed Costs INPUT Forecasted Fixed Cost Growth Rates 
Rent 000%j 0,0% 00% 0.0% 0.0% 

aintesnac%00% 0%] 00% 00 

Othnr*1 [ 0 0%tZZ00% 00% 0.0% 0.0% 
Other #2 0 00%O 0,m6 0.0% 0.0% 00% 

OPTIONAL: INPUT TOTALMXED COSTS 3,0%1 3.D%] 	 3 0%1 T --

INPUT 
Current year 

Tax Rate INPUT Forecasted Tax Rates 

C PNPUT Current Year Taxes and Forecasted Tax Rates 	 3303/6 3 .0%1 15001 13.0% 35 0% 



Di.....d Cashflow odel INPUT SECTION 

Tij. uspurl tarkORECASTED epmaitim 
and Cap t Expendtures 

INPUT 
CurmitYear INPUT 

IN PLUT Creiwt Ye Depreciation Expense - -,750 Existng Depreoable 
AaetlNet Fixed Years 

B INPUT Currt DepreciableAsaets 
Shandmprctble life (I -5 yet:.) 0 0 

Madiom deprecable hie(6-19yeat) 0 
Lon depretabli ie (20-) 20 

Total 210.00 

INPUTI 

C INPLT Capital Expenditesdir-eectble INPLT Forscutd Capo Expendturesm 

Y-esl IYear, 2ou Yaw 3 Year 4 Year5 

1995 996 199, 1998 199 

Short hfe(1- years)deprectable 
Mediu depreciable ife(6-19 years) 0 0 0 0 0 
Longdepreciable10o(20-) __00_ 5,000 6,___ 6,__ 6_0_0 

Step 4. LNPUTS for FORECASTED Long Term Ftnmcing 

A INPUTSfor Cun-mtitandForecasted Long TermDebtFum"cng 
INPLT Current Yoa lnterest Expertet (In Currency) 

Yc~uI Year21 Yeor31 Ya Yt 
oczd.,a1995i 19961 1991 1998S 1999 

INPUT FixedorVritable Intetot Rate (F or V) 
INPUT Fixed lntereetRat (F) INPUT ForecartedV_tbl_ _tert _Rates 

INPUT Forecasted VarableIntort Rat. (V) __ 00___ 1 D _ __0 __20% 1.0_ 

INPLUrBeginng of YearDebtBalance(Yetr I only) 150,000 135,000 120,000 105,000 90,000 
INPUT Additonal Debt 0 0 0 0 0 
INPUT Ptmctl Paymertt. iT0 13,565 15.0W I 5100 %3,000 
Ending Debt Balance 135,000 120.000 105.000 90.000 0 

ubordiat d Debt I 50.969 

INPUT Fixedor VariableIntot Rate (F or V) F 
INPUTFixed lotett Rate(F) 1.0% INPUT Foecaited Variabl InlterestRate. 
INPUT For-caited Varable lnteroesRta() 1I0% 130% 140% '11% 140% 
INPUT B*qVnanuof Year DebtBalance(Yoe I only) I,o 90.000 80.000 "0,000 60.000 
INPUT Addtontal Debt 0 0 0 0 0 
INPUT Prmpal Paymenta 1,000 1,00 10,000 10,000 60,000 
EndingDebt Balance 90,000 80,0O1 70,000 60,0D0 0 

Debi 0nOmtr3 

INPUTFixed or Vaiable IntereotRate (F or V) 
INPUT FtxedInternetRate(F) 0 INPUT Forecated VartableIntered Rate. 
INPUT Forecated VartableInterestRate. (V) 0.0% 00% 00% 00% r%0% 
INPUT BettngofYearDebt Balance (Yeu Iotly) 0 0 0 0 0 
INPUT Additional Debt 0 0 0 0 0 
INPUT Prncipal Paymrentt 0 0 
Enditg DebtBalance 0 0 0 0 0 

Debtilnhiruviot st4 

INPUTFixedor VarnableIntnse Rate (For V) P 
INPUT Fixed IntereetRata(F)F 0.0% INPUT ForecastedVariablelntrt Rate 
INPUT Forecaed Vartable lnterest Rates(Il 00,, 0l 00o% 00% 0.0% 
INPUT Beginingof YoDebtBalnce(YuetIoly) a 0 0 0 0 
INPUT Addmal Debt 0 0 0 0 0 
INPUT Prnctpal Payments' 0 0 0. 0 0 
Ending Debt Balance 0 0 0 0 0 

Debtlunalrdt 05 

INPUTFtxedor Variable Interior Rate(F or V) 
INPUT FtxedInt'e~Rate(F) NPUT Foreated Viable Ite Rrs 
INPUT ForecstedVariableInter" Ratas(M/ 0.0% 00% 00% 0.0% 110% 
INPUT Besinrng of Yeu DebtBalane (Year I eety) 0 0 0 0 0 
INPUT Additonal Debt 0 0 0 0 
INPUT Principal Payments 0 o_0_0_0 
Endig DebtBalance 0 0 0 0 a 

B INPUTS for FoosceatedEquity Futancmt Y N" Ye2 e 
Yearl Y 21 Yeur31 Yesrd Yer 

1 1996 997 998 1 

INPUTEq uity Ipurcaee cy) 0 0 0 0R (InCum 

INPUT TobaI Itms 01 0 0 0leaed (Raorchaod 0 
IPUT Curcet Shares Outaandmig 11000 

,.UpS. INPUT Vahumi. A wsump..on. 

Woekitg catral,,, [ Coeof Equity1 

Currert yau woiknmg. atal [ d0] Far Mar"e Value of Non-operaintg atmu I
Resal.Grow,,h
R.,ae3o,
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Iiscounted Net Cash Flow Model 	 'OUTPUT SECTION PAGE 1 
•-Corporation 

Restructuring Analysis 
As orDecember 31, 1994 

Discounted Net Cash Flow 

Total Sales (PAGE 2) 

Cost of Goods Sold (Cost of Service) (PAGE 2) 

Grou Margin 

Variable and Fixed Costs (PAGE 3) 
Total varible costs 
Total fixed costs 

Total variable and fixed costs 

Earnings Before Intrest, Taxes, Depreciation, 
and Amortition (EBITDA) 

Depreciation (PAGE 5) 

Earnings Before Interest and Taxes (EBIT) 

Intcmst Expense (PAGE 4) 

Profit Before Tax 

'ax Provision 

Profit After Tax 

Free 	Cash Flow 
Profit Afler Tax 
Depreciation 
Additional working captal requirements 
Capital investment 
Additional Debt Financing 
Principal Payments 
Changes in Equity Financing 

Free Cash Flow 

Pr:snt Value Factor 
Present Value of Cash Flow 

Sum of Present Value of Cash Flows 

Present Value of Residual 

Preliminary Value 


Working capital (deficiency) surplus 
Non-opcrating assets 

Equity value indication 

Total shares outstanding 

Equity value per share 

Current year 
1994 

391,240 

321,850 
821% 

69,390 
I" 7h 

0 
1,570 
1,570 

04% 

67,820 
17i% 

10,750 

57,070 

27,000 

30,070 
7 7h 

.525 

19,546 

0% 


(8,020) 
54,113 
46,093
 
4,876 

0 

50,969 

1,000 

50.97 

Year 1 
1995 

411,423 

337,567 
820i8 

73,856 
180. 

0 
1,617 
1,617 

04% 

72,239 
1764 

10,750 

61,489 

23,275 

38,214 
91% 

13,375 

24,839 

600, 


24,839 
10,750 
(2,018) 
(5,000) 

0 
(25,000) 

0 
3,571 

0.8771 
3,132 

Year 2 Year 3 Year 4 Year 5 
1996 1997 1998 1999 

432,784 455,766 478,949 503,461 

354,071 371.760 389.230 407,554 
818% 81 6h S1J 81 Oh 

78,712 84,005 89,719 95,907 
18206 18 4h 18". 190% 

0 0 0 0 
1,666 1,716 1.767 1,820 
1,666 1,716 1.767 1,820 

06% 044 04% 044 

77,047 82,290 87,952 94,087 
179% 181% 1844 IS 7% 

11,000 11,300 11,600 11,900 

66,047 70,990 76,352 82,187 

20.825 18,375 15,925 7,350 

45,222 52,615 60,427 74,837 
104% IIS% 126% 1494" 

15.828 18,415 21,150 26.193 

29.394 34.200 39,278 48,644 

68%74 82% 0 

29.394 34,200 39,278 48,644 
11.000 11,300 11,600 11,900 
(2.136) (2298) (2,318) (2,451) 
(5.000) (6,000) (6,000) (6,000) 

0 0 0 0 
(25,000) (25,000) (25,000) (150,000) 

0 0 0 0 
8,258 12,201 17,559 (97,907) 

06747 0.5190 0.3992 0.3071 
5,571 6,332 7,010 (30,066) 

Residual Value 176,218 



Discounted Net Cash low,. odel OUTPUT SECTION PAGE 2 
X-Corporation 
Restructuring Analysis 
As or December 3, 1994 

SALES AND COST OF GOODS SOLD Current year Year 1 Year 2 Year 3 Year 4 Year 5 
(COST OF SERVICE) ANALYSIS 19941 1995 1996 1997 1998 1999 

Unit Production 
Product #1 2,582 2,632 2,683 2,735 2,788 2,843 
Product #2 742 742 742 742 742 742 
Product #3 880 944 1,012 1,091 1,154 1,219 

Unit Capacity 
Product #1 3,000 3,000 3,000 3,000 3,000 3.000 
Product #2 800 800 800 800 g00 800 
Product #3 1,500 1,500 1,500 1,500 1,500 1,500 

Percent of Capacity 
Product #1 86.1% 87.7% 89.4% 91.2% 92.9% 94.8% 
Product #2 92.8% 92.8% 92.8% 92.8% 92.8% 92.8% 
Product #3 58.7% 62.9% 67.5% 72.7% 76.9%t 81.3% 

Pncc per Unit 
Product #1 100 103 106 109 113 116 
Product #2 120 124 127 131 135 139 
Product #3 50 52 53 55 56 58 

Total Saes by Product 
Product #1 258,200 271,096 284,639 298,861 313,792 329,582 
Product #2 89,040 91,711 94,463 97,296 100,215 103,222 
Product #3 44,000 48,616 53,682 59,608 64,942 70,658 

Cost per Unit 
Product #1 79 81 84 86 89 92 
Product #2 96 99 102 105 108 111 
Product #3 53 53 53 53 53 53 

Total Costa by Product 
Product # 1 203,978 214,166 224,865 236,100 247,896 260,369 
Product #2 71,232 73,369 75,570 77,837 80,172 82,577 
Product #3 46,640 50,032 53,636 57,823 61,162 64,607 

Profit per Unit 
Product #1 21.0% 21.0% 21.0% 21.0% 21.0% 21.0% 
Product #2 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% 
Product #3 -6.0% -2.9% 0.1% 3.0% 5.8% 8.6% 

OTAL SALES 391,240 411,423 43Z784 455,766 478,949 503,461 
OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 321,850 337,567 354,071 371,760 389,230 407,554 



Discounted Net Cash Flow Model OUTPUT SECTION PAGE 3 
X-Corporation 
Restructuring Analysis 
As of December 31, 1994 

VARIABLE AND FIXED Current year[ Year 1 Year 2 Year 3 Year 4 Year 5 
COST ANALYSIS 19941 1995 1996 1997 1998 1999 

Variable Costs 
Administrative 0 0 0 0 0 0 
Marketing 0 0 0 0 0 0 
Insurance 0 0 0 0 0 0 
Legal and auditing 0 0 0 0 0 0 
Utilities 0 0 " 0 0 0 
Miscellaneous 0 0 0 0 0 0 
Other '$1 0 0 0 0 0 0 
Other 42 0 0 0 0 0 0 
TOTAL VARIABLE COSTS 0 0 0 0 0 0 

Total Variable Costs 0 0 0 0 0 0 

Fixed Costs 
Rent 0 0 0 0 0 0 
Salaries 0 0 0 0 0 0 
Maintenance 0 0 0 0 0 0 
Other #1 0 0 0 0 0 0 
Other #2 0 0 0 0 0 0 
TOTAL FIXEDCOSTS 1.570 1,617 1,666 1,716 1,767 1.820 

Total Fixed Costs 1,570 1,617 1,666 1,716 1,767 1,820 

Variable Costs (as a percent ofsales) 
Administrative 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Marketing 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Insurance 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Legal and auditing 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Utilities 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Miscellaneous 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Other #I 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Other #2 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
TOTAL VARIABLE COSTS 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

Total Variable Costs 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

Fixed Costs (percent growth) 
Rent 0.0% 0.0% 0.0% 0.0% 0.0% 
Salaries 0.0% 0.0% 0,0% 0.0% 0.0% 
Maintenance 0.0% 0.0% 0.0% 0.0% ' 0% 
Other # 1 0.0% 0.0% 0.0% 0.0% 0.0% 
Other #2 0.0% 0.0% 0.0% 0.0% 0.0% 
TOTAL FIXED COSTS 3.0% 3.0% 3.0% 3.0% 3.0% 

Total Fixed Costs 3.0% 3.0% 3.0% 3.0% 3.0% 

TOTAL VARIABLE COSTS 0 1 0 0 0 0 0 
TOTAL FIXED COSTS 1,570 1,617 1,666 1,716 1,767 1,820 



T~1sountt! Net Cash Flow Model OUTPUT SECTION PAGE 4 
i-Corporation 
Restructuring Analysis 
As of December 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 
IN LONG TERM FINANCING REQUIREMENTS 

A. INPUTS for Current and Forecasted Lone Term Debt Financine 
Year I 

TOTAL INTEREST PAYMENTS 1995 

Secured Loan 12,825 
Subordinated Debt 10,450 
Debt Instrument #3 0 
Debt Instrument #4 0 
Debt Instrument #5 0 

0... INTERST PAYMENTS 23,275 

TOTAL ADDITIONAL DEBT FINANCING 

Secured Loan 
Subordinated Debt 
Debt Instrument $03 
Debt Instrument 94 
Debt Instrument #5 

0 
0 
0 
0 
0 

TOTALADDITIONAl, DEBT FINANCING 1 0 

TOTAL PRINCIPAL PAYMENTS 

Secured Loan 15,000 
Subordinated Debt 10,000 
Debt Instrument #3 0 
Debt Instrument 44 0 
Debt Instrument #5 0 

ITOTALPRINCIPAL PAYMENTS _ 25,000 

TOTAL ENDING DEBT 225,000 

TOTAL CHANGE IN EQUITY FINANCING 

New Equity Issues 0 
Additional shares issued 0 

Equity Repurchases 0 

[O CHANGE INEQ TY FINANCING [ 0 

I TEREST 2.64 

Year 2 
1996 

11,475 
9,350 

0 
0 
0 

20.825 

0 
0 
0 
0 
0 

0 

15,000 
10,000 

0 
0 
0 

25,000 

200,000 

0 
0 
0 

0 

3.17 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

10,125 
8,250 

0 
0 
0 

8,775 
7,150 

0 
0 
0 

4,050 
3,300 

0 
0 
0 

18,375 15,925 7,350 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

0 0 o 

15,000 
10,000 

0 
0 
0 

15,000 
10,000 

0 
0 
0 

90,000 
60,000 

0 
0 
0 

25,000 25,000 150,000 

175,000 150,000 0 

0 
0 
3 

0 
2 
0 

0 
0 
0 

0 0 0, 

3.86 4.79 11. 1 



Discounted Net Cash Flow Model 	 1OUTPUT SECTION PAGE 5 
X-Corporation 
Restructuring Analysis 
As ofDecember 31, 1994 

FIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Fixed Asset Depreciation - ExAstine Assets 

Depreciation for short term depreciable assets 

Depreciation for medium term depreciable assets 

Depreciation for long term depreciable assets 

Capital Expenditure Depreciation 

Depreciation for short term depreciable assets 

Depreciation for medium term depreciable assets 

Depreciation for long term depreciable assets 

EPRECIATION EXPENSE 

Current year 
1994 

Net Fixed 
Assets 

0 

0 

210,000 

Year I 
1995 

0 

0 

10,500 

0 

0 

250 

10,750 

Year 2 
1996 

0 

0 

10,500 

0 
0 

0 
0 

250 
250 

11,000 

Year 3 Year 4 Year 5 
1997 1998 1999 

0 	 0 0 

0 	 0 0 

10,500 	 10,500 10,500 

0 0 0 
0 0 0 
0 	 0 0 

0 	 0 
0 

0 0 0 
0 0 0 
0 0 0 

0 0 
0 

250 250 250 
250 250 250 
300 300 300
 

300 300
 

300
 

11,300 	 11,600 1i,900 
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Discounted Net Cash Flo" Model INPUT SECTION 
X-Corporation
 
RenIr ' turtngK Anali&5%s
 

IAAofFikccibcrjIl. 1994 

Step 1. INPUTS for Product Sales and Current year Year I Year 2 Year 3 Year 4 Year 5
 

Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999
 

A INPL-['Cunren Nea '14
 

B Forecast TOTAL SALES or 1:)' prfoeed h,i I I is selected. aI D)
or UNIT SALES (1 (If T is selected, prCeed to 

c INPUTS forTOT.AL SALI-S (TI torecat 

N. CT Current Near sales
 

INI.T Ciurrent Near c Ali(4 g-&iidisold ircul iscrce i I 

INT'PLTSales groith rates lor Nears I-5 - 2i2. 1 v0 U01. 00u's
 

PNTUTCost otgiwid.s sold ir cost ot service Ia I-5 U),O rl.crent ol sales for sears SuW 'r0 0 (o 1W 

D INPUTS forUNIT SALES (U) lorecast INPL' 
Current ye 

[NT'"T F.recastcd Sold 

Ipoduct # 1 2.582 2.61 2.7351 --788 2,843 
Unit Sold UnitsINPU Product Names and Forecasted Unit Production 

1 742 7417421 7421 7421 742
1product #2 

1-1 1.() 1,154 1.219 

I7(. 
1Product m3 9441 

'urrent Near 

INTI'T ForecastedUnit 'apacir
iN'PL-r Product Groups-Unit Capacity Unit CapacitN 3". l Ki 3.1, 3,W ,I 3,19XProduct aI 3.o KA)I 
ii7T 810Product 2 F17 SN[ 12 

.50)1q i,501 5woPodct 03 . 1 I 1.,c .. L1.5 

Current sa
 

INP'T Unit Sales Prices Unit Prices INil F.orecasted Unit 1'rice i irwlh Raies
 

Product NI I I) 11"l 3 ,j 3 11".1 3 0o 

i 3 lt% 3. 

1)_ 3 0)% 
Product #2 2, o. I T04% 

Product 03 | .1_ 3 (1),1 

INPlIT 

Current Near 

INPUT Product Cost per I 'nit C'ostperUnit INI7Ii 

I 3ol 30%1 3 . 30AProduct 
I tli 3 tr.Product I 3 U5 3 0% 

O01 )W. )W30Product "3 

Step 2. INPUTS for Variable and Fixed Current y'cor Year I Year 2 Year 3 Year 4 Year 5 

Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999 

IN1'L'T 

Current year 
INPUT Variable Costs asa Percent of SalesA INPUT Variable Cost forecasts Vanable CosLs 

00% (1010 0.1% 00%Admittsttttve 0 00U 

00% 00% (t0% 0.01/. 00%larkling U 

Itnsurance 0 0 0% i0 (p. 0 0% 00% 00% 

Legal and auditing 1_____ 0oU OO. 0 0% 00, 00% 

Utilities U(. 0 V40 00%/ 01,M 1)0%
il',0) ta OIl)' tlt',. 00% 

Oshe&" I 0 0 0% 0 0% 000 00%[MtseellaaneowlOl 0 0 

" 
10theri (I U100U' (10% 0i % t) W. 

OPTIONAL: INPUT TOTAL r'ARI..BLF COSTS u v 5,00"70[ 0 0% 

INI -T 

C urrent %c.ci 

I tmB INILTr forFixed Cost lorec asts lised i N:,i* I.)iecca.sted Fised Ironch Rates 

ii Ifl'1 itil 0 -,I U.t' ,. 1)J%Rent 0 
Salanc i t1'. ol)j1% ) t I _ ww1) 0% 

) 

Maintenance 0 01. % 0.01 00%
 

Other 40 i i)Sla (I )0%II U ()% I U 0%
 

O $02 U I I. Utlo 0 ei* 1)1)% 1 ,0% 

3u-41 0%j 3OPTIONAL: INPUT TOTAL FI.\ED COSTS . ui U%. 33 ttaj T 

INi'l I 

Current ,car 

Tax Rate INiUT Forecasted Ta.x Rates 

C INPUT Current Year TaxLes and Forecasted TaN-Rates 3Sf% 35%1 31I,o 330".1 35 0t,. 350% 



Dn...i.d %. C.ahFl- .d I INPUT SECTION i 

,A:M: 14ulLcmc1, 


Step 3. INPU[S for ORECA. I LD Depreciallon 
and Capital Eapenditures 

eCurrent"e INPLn 

A.INPUrT Current )YealDcprT--malion Experne E.,utnu {Dqn-abl' 

Net FL~cdA- L •e_ 

B INPUT Current Deprtble Aue. 
Shortde1acrible bf (I1- yecu.) 

2 0Md.b=n deprecuable Lft(6-IQ yen 
Ln4 derpm.uble bf.(20-) 

Total 

INpLT Foecatd Co lE en. 
"oo I tpeIt tur e.m Deprecablie Ia. ntur.SINPLrTCaptal E Ner (reor2 t a OoYouea:u 


0s 0 0 0 

0 ! 0 1) 
Shortdepreunbl bf (I- yeuI 0 

M%4"urrdeprevuble hf.(6-19yetrl 

Long depreable bf. 101 20 I '.0U0I 6.uouI.10 n.tXtOG.000 

4. INPUTS for FORECASTED Lung Term Flinuncti..Step 


A INPITS for Current and Forte~ld Long Tet Deblf0ioaJo'Lg 

IN7L'T CurrettI Yeu InteteutEutno (in Curre-), 

INPUT Fixed or Virtable Intereut Rate IF or .1 

INPL'r Ftnd Intervlt Rat, iri 01. IPttO1 ltd a nIt Into t.t Rao 

INPUT Fortarted tarable Intcyret Rates. 0)'.1 "-' -". IIOlt 12(A. 12 110 

INPUT elzirun, of N€am Debt Balance II ear I OldY) 1 W2 200 1(h 0 itO tO11, 15,500 
INPUT Adduorna Debt 0 (1 0 

INPITT Pnunpol Pymen+t __0_ 3o.000_X) I I._ I_ I_ 

EndingDebtBolane __ _I _.00_ I__O I_ I t u 

;.bnodnatdDebi I-b.701 share Itbt 

INPt7 Fned orVable Interet Rat. IF or) 96,938 retire at 60% 
IhPLrTl Rate 00) NI7 In I 'ut Rote,Fx"d) Int. 

INPL Fo-rced Vable Ittlert Rile ') 
 1200% 1 0-. tO ". 14 0A. I1 0 

INPLT IBtpen or'Yaou Debi Bclanoc(Year I ny) 2.4.1 1.818 1 :s l 

INPLT Additonal Debi 0 0
 
l___13
INPUT Prutrtpol Ps".cnt ___ i_ 611 _ 

__+-____ ______ 1_ 10__,___. _ _ _Ending D ebBt la 

Debt Iartnent ] 

iNPLrT Faxed orVariable Interact Rate(F or V) 

INPUT FutedIntere.i Rat.(F) INPL" Fomenaed Vanabl Intleret Rate, 

00%; 00% 0 0. 0. B 0%1,INPUrT F ooracl Variable Interevt Rate. ('I 
0 0 0 0
INPUT Bepn= of Ye., Debi Balance (Year I only) 1 

0i 0 0 0 0INPLrT Adataoalu Debt 
0 1 0 0INPUT Prtnctpl Psymnto 

Endog Debt Balan . 1 0 0 01 

EAItbi leaun 14aal 

INPLT Faed or Variable Interco Rate (For ,) 

INPL7T Fuxed Inter"o Rate (F)0 IPI 7 Fotrv,.tn Vanotle 1r'tost Rotr, 

00% 0 00.. 00W 00%INPUT For-elad Virtable Interesl Rate. (M'( 
0INPUT1buieamn oft eat Debl Halan-c ye l I only I U ) 1) .I 

INPUT Adhttd ebl 0Debt 
INPUOTPrpaplt Pnymento 0 0 0 0 

Bat- n,. idungDHerO 

DebtInstuatnlte X5 

Ftoed or Va'iable Interoot Rate (F o 

INPUT Fned Interco Rate (F)0 1 

lNePLrr V) 
INPL17 F'or.aoted V-1,le Interiet Rat,. 

0%0. d 0 004. 00.1 00 .INPLT ForeJ~lrteo V'naable Inteorel Rate. (V 
INPtT Be.Fnutngo Yeu Debt Malce (Yemr I only) 0 U u 0 0 

INPUT Addtuonal Debt0 0 0
 

INPUT Prtapyal Payment. 0 0 0 U 0
 

Enbrg Debi Baim,e 00tt0 0
 

B INPUT for Foreo uedEquity Fmanc uaet NPU T )ha el ury so- puchme, 

INPLT Ne.Eqwtylame. (In Currenoryl 0 0 20 0 0 
INPU Equty Repurchaae.o (in Currency) 0 0 0 00 

INPUT Total Shw tmed (Repwra.d) 0 0 0 0 0 

INPUT Cuirrent5tr Outta +dng.0 

Step S. INPUT Valuation Assuntlons 

Workng captla0.ales 100% Cort of Equity
 

Cre nt"ayealr oo rn capW 44,00 Fou M keJVlue o fNon- pjratun"lots
3.o'
Residual GrowrthRate| ,l 

http:Fotrv,.tn


Discounted Net Cash Flow Nodd OUTPUT SECTION PAGE 1 
X.Corporation 
Restructuring Analysis 
As of December J 1,1994 

Discounted Net Cash Flow 

(PAGE 2)TotalSales 


Cost of Goods Sold (Cost ofSerie) (PAGE 2) 

Gross Margin 

Vanable and Fixed Costs (PAGE 3) 
Toul variablecosLs 

costs 
Totalvariable and fi\cd 

Totall1vcd 

costs 

Earnings Before Interest. Taxes. Depreciation. 

and AmlortizaLion (EtTDA) 

Depreciation (PAGE 5) 

Earnings Before Interest and rases (EBIT) 

interest Expense (PAGE 4) 

Profit Before Tax 

Tax Provision 

Tax
Profit After 

Free Cash Flow 
Profit After Tax 
Depreciation 
Additional working capital requirements 
Capital investment 

Additional Debt Financing 
Principal Payments 
Changes in Equity Financing 

Free Cash FloA 

Present Value Factor 
Present Value ofCash Flm 

Sum of Present Value ofCashI Flows 

Present Value of Residual 

Preliminary Value 


Working capital (deficiency) surplus 

Non-operating assets 

Equity value indication 

Total shares outstanding 

Equity value per share 

Current yearl 
19941 

391.240 

321.850 
.
 

69.3911 

11 
1.5711 
1.570 

0 J., 

67,820 
I'J' 

111.7511 

57,1071 

27.000 

30,070 

"6 

10,525 

19,546 
S 0f, 

39.066 
132,759 
171.825 

4,876 
it
 

176,701
 

3.250 

54.37 

Year I 
1995 

411.423 

337.567 
%S:0€." 


73.856 

0 
1.617 
1.017 

141,' 


72.239 

I'0 

10t.7511 

61.489 

13.831 

47,659 
/ .. 

16,680 

30,978 
'.4, 

30.978 
1U,750 

(2,018) 
(5.000) 


i1 

(31.613) 

I 
4.o97 

119129 
3.741) 

Year 2 Year 3 Year 4 Year 5 

1996 1997 1998 1999 

432.784 455,766 478,949 503.461 

354,071 371.7%1 389.230 407,554 
%1S, Sl0, 51 4', 5l 0%, 

78.712 84.115 89.719 95.9(17 

0l 01 i I 
1.666 1.716 1.767 1.820 
1.66o 1.716 1.767 1.820 

0 44 0 4% 0 V. 0 400 

77,147 82.290 x7,952 94.)87 

1' 41 iS 1:, IS J.: IS '*6 

11,00011 11,3111 11,600t) I1.910 

66.047 701,9911 76.352 82,187 

11.829 9.214 5.529 1.843 

54.218 61.775 7(),824 80,344 
12 '-1 It , 14.5' 101. 

1M.976 21,621 24.788 28.121 

35,242 40,154 46,035 52,224 
55'. 0641 1049. 

35.242 40.154 46,035 52.224 
11,00(0 11,310 11,600 11,900 
(2,136) (2.298) (2.318) (2,451) 
(5.110) (6.11110) (6,0M) (6,0(0) 

01 i 1) 0 
(3o.6131 (30,613) (30.613) (30,613) 

0 ) 01 0 
8.493 12.543 18,704 25,060 

107607 116339 I15283 14402 
6.461 7.952 9,881 I11,032 

kcsidual Value 301,563 



OUTPUT SECTION PAGE 2Discounted Net Cash Flow Model 

X-Corportlion 
Restructuring Analysi% 
As ofDecenber 31, 1994 

SALES AND COST OF GOODS SOLD Current year Year 1 Year 2 Year 3 Year 4 Year 5 

(COSTOF SERVICE) ANALYSIS 19941 1995 1996 1997 1998 1999 

Unit Production 
Product 91 2,582 2,632 2.683 2,735 2,788 2,843 

Product ;2 742 742 742 742 742 742 

Product 93 88W 944 1.12 1.09'1 1,!54 1.219 

Unit Capacity
Product ts 3,000ll 3.00O0 3.1100 1.11011 3,01)1 3, 000) 

Product o2 8X00 80o 001111 809)0 8111 

Product 93 l.SII 1.Sl1it 1.5111 I.Sll 1.500 1,50 

Percent of Capacity 
Product $0 86 l0. 87 70,, 89 40. 91.2", 92.9'. 94.80 

Product #2 9211% 92.8u. 92 8u 92 80 92.8'. 92.800 

Product #3 58.7% 62.9" 07.5'., 72.7% 76.9ou 81.3"o 

Fince per Unit 
Product a I 110 101 116 (119 113 116 

Product 92 1211 124 127 131 135 139 

Product 53 5o 52 53 55 56 58 

Total Sales by Product 
Product tsI 258200 271,.191, 284.639 298.861 313.792 329.582 

Product 82 89,140 91.711 94,463 97,296 1111,215 103,222 

Product 03 44,000 48.6 1 53,682 59.608 64,942 70,658 

Cost per Unit 
Product ssI 79 81 84 86 89 92 

Product 12 96 99 It12 10l5 108 II1 

Product 83 53 53 53 53 53 53 

Total Costs by Product 
Product $11 203,978 214.166 224.865 236,110 247,896 260,369 

Product 02 71,232 73.169 75,57() 77,837 811.172 82,577 

Product #3 46,640 50l.012 53,636 57,823 61.162 64,607 

Profit pr Unit 
Product 4 1 21(100 2111"., 21 1' 21 1(0 21 1.0% 21.0% 

Product 12 

Product 03 

211I1, 

-60',, 

2' 1l,-., 

.29",, 

211 I'.. 
I0 I,, 

20 U1" 
3 11"o 

21I". 

5.mUn 

211.tl°o 

8. 
6 °0 

O''AL SALES 391.24II 411 121 432,784 455.766 478,949 5013.461 

OTAL COSTS OF GOODS SOLD (1'lSr IFSLRVICE) 321,95: I l ,6 154.171 371.760 389.2311 40t7,554 



Discounted Net Cash Flo," Model OUTPUT SECTION PAGE 3 
X-Corporation 
Restructuring knalysts 

As ofDecember 31. 1994 

VARIABLE AND FIXED 
COST ANALYSIS 

Variable Costs 

Administrative 
Marketing 
Insurance 

Legal and auditing 

Utilities 

Miscellaneous 


Other t; 1 


Other -2 


TOTAL I 4RIABLE COSTS 

Total Variable Costs 

Fi\ed Costs 
Rent 
Salaries 
Maintenance 

Other 1 

Other#2 

TOTAL FIXED COSTS 

Total Fixed Costs 

Variable Costs (a-sa percent ofsales, 

Administrative 

Marketing 
Insurance 


Legal and auditing 

Utilities 

Miscellaneous 

Other t 1 


Other 42 


TOTAL VARL.4BLE COSTS 

Total Variable Costs 

Fixed Costs (percent groWh) 

Rent 


Salaries 
Maintenance 
Other 1 

Other n2 

TOTAL FIXED t"OSTS 

Total Fixed Costs 

TOTAL VARIABLE COSTS 

TOTAL FIXED COSTS 

Current vearj Year 1 Year 2 
1995 1996 

0 0 0 

0 U 0 

0 0 U 

0 0 0 

0U 0 

U 0 U 

U U 

0 0 0 

0 U 0 

0 0 

U U 0 

0 0 0 


U 0 U 
0 I 0 

0 0 0 
1.570 1.617 1,666 

1.570 1.617 1.666 

0.,UA)00. .% '.0 
0 0

0.U o.0% ,Ju.0 
0 u 0
U0 u 0. o 0t", 


U0% 0.0% 00% 


0.0%0 0.000 0 0",, 

0.000 0.0% 0 0"u 

0.00 0000 0.0% 

0.00 0.00 0.0% 

00% 0000 0.00% 

0.0u 0.0% 0.00% 

° 

0,0"u U.O 

U0". O00. 

0.00. 0 00 
0% U0 0% 

0 u,", (.u,, 

1_0",, 3t" 
3 1",, 3 Iu. 

01 0] 


1.570J 1.617 1.666 

Year 3 
1997 

0 

0 
0 
0 


0 
0 
0 

0 
U 
0 

U 
0 


0 
0 
0 


1.716 
1.716 

(00. 
0,0%u 

0.0% 

0.00o 
0.00 
0.000 
0.0% 
0.0% 


0.000 

0.00o 
0.0% 
0.00. 
0.0% 


O.U"'. 


3,0% 


3 0", 

0 
1.716 

Year 4 
1998 

0 
U 
0 
0 
0 
0 

U 

0 

0 
U 


0 
0 


0 
0 
0 


1.767 
1.767 

U0 

U000 


u

00 o 


00% 
0.0",0 
0.10. 

0.0% 
0.000 


0.0% 

0.0%. 

0.00 


0 0". 

)00u 

0 00o 
00 

3 0". 

3 0"a 

0 
1,767 

Year 5 
1999 

0 
0 
0 
0 
0 
0
 

0 

0
 

0
 

0
 

0 
0 
0 
U 
0
 

1,820 
1.820 

0
)
 

0.0'o 
0

t.0 o 
.00
 

0.000 
O00o
 

0.00
 

0.000 

0.090 
0.0% 

0.0o6 
0.000
 

0.090 
0.0%
 

0.000 

3,00 
3 0 

1.82
 

\l¢
 



Discounted Net Cash Flow Model OUTPIT SECTION PAGE 4 
X-Corporation 
Restructuring Analysis 

As of December 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 

IN LONG TERM FINANCING REQUIREMENTS 

A. INPITS for Current aund Fort casted lon2 Term i)rbt Financinl 
Year I 'tear 2 Yea 3 Year 4 Year 

TOTAL INTEREST PAYMENTS 1995 199o 199 199 F781999 

Secured Loan 13.500 11.550 9.000 5.400 1.800 

Subordinated Debt 331 279 214 129 43 

Debt Instrument n3 0 0 0 0 0 

Debt Insirument g4 

Debt Instrument 45 

0 
0 

01 
0 

0 
0 

0 
0 

0 
0 

I101AL INTEREST PAYI NI S [ 13.X31 I t.X29 9.214 5.529 1.843 

TOTAL ADDITIONAL DEBT FINAN(I N' 

Secured Loan 0 0 0 0 0 

Subordinated Debt U 0 0 0 0 

Debt instrument "3 0 0 0 0 0 

Debt Instrument $4 U 0 0 0 0 

Debt Instrument 95 0 0 0 0 0 

TfOTAL.ADDITIONAL DElfFINANCING U 0 0 0 0 

TOTAL PRINCIPAL PAYMENTS 

Secured Loan 30.000 30.000 30.000 30.000 30.000 

Subordinated Debt 613 613 613 613 613 

Debt Instrument 43 0 0 0 0 0 

Debt Instrument 44 0 0 0 0 0 

Debt Instrument 05 0 0 0 0 0 

TOTAL PRINCIPAL PAYMENTS J 30.613 30.613 30.613 30.613 30.613 

TOTAL E DING DEBT 122.450 91.838 61.225 30,613 0 

TOTAL CIIANGE IN EQUITY FINANCING 

New Equity Issues 
Additional shares issued 

0 

) 

0 

0 

0 
1 

0 
0 

0 
0 

Equity Repurchases t) 0 10 0 0 

lTOTAL CH.ANGE IN EQLITY FINANCINU I U 0 0 0 0 

[ELIT to INTEREST 4.45 5.58 770 1381 44.60 



Discounted Net Cash Flow Model 	 1OUTPUT SECTION PAGE 5 
X-Corporation 
Restructuring Analysis 
As of December 31. 1994 

FIXED ASSET AND CAPITAL Current year Year 1 Year 2 Year 3 Year 4 Year 5 

EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999 

Net I'Led 

Fixed Asset Deprecialion - Exifino \%s-ts 

Depreciation lr short term deprc iahlc ascts 	 U U U ( 0 

Depreciation for medium term depreciable asseLs 	 O 0 0 0 0 

Depreciation for long term depreciable assets 	 210,000 10.500 10.500 10.500 10.500 10.500 

Capital ['penditire Depreciatlhm 

Depreciation for shorl term depreciable asse&% 	 t 0 ( 0 

00 0 

U 

Depreciation for medium term depreciable assets OU 1 U 

oi 0 0 
0 	 T 

u o 

U 

Depreciation for long term depreciable a.ssets 250 250 	 250 250 250 
250 250 250 
() .0o( 300 

300 30( 

300 

T A D IATI )N( ' ENSI" 	 0i).750 1 1.000 11.3(0 11.600 11.90o 

I I 	 . 


