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Leveraged Buyouts

Case:

CONGOLEUM (HBS 9-287-029)

Optional reading:
Michael Jensen, The Eclipse of the Public Corporation
Network file:
Congoleum.xls

Congoleum was one of the first LBOs completed in the 1980s and it became very influential in establishing a model and structure that was used in many subsequent deals.  Over the next two classes, we want to examine how the environment and structure of LBOs changed over the course of the decade.

1. What characteristics of Congoleum make it an attractive LBO candidate?

2. What are the sources of value in the LBO?  Using the APV method, estimate the price per share that shareholders should receive from the proposed LBO.

3. Why are LBOs structured so that institutional investors hold both debt and equity claims?

4. What are the returns earned by management and institutional investors in the deal?

Note:  The cash flow exhibit (exhibit 13) in the case has a typo and does not sum properly in certain years.  The Spreadsheet exhibit corrects these errors.

