Notes on the Marvel Case
1. Why did Marvel file for Chapter 11? Were the problems caused by bad luck, bad strategy, or bad execution?

What circumstances led Marvel Entertainment Group (MEG) to file for bankruptcy through Chapter 11? Was that due to bad luck (i.e., coincidence)? Or, was that due to bad corporate strategy (both financially and operationally) adopted by the owners, MacAndrews & Forbes Holdings Inc? 
2. Evaluate the proposed restructuring plan. Will it solve the problems that caused Marvel to file for Chapter 11? As Carl Icahn, the largest unsecured debt holder would you vote for the proposed restructuring plan? Why or why not?

First, please start by briefly describing the plan. Please focus on the restructuring plan proposed by Ron Perelman on January 28th 1997. In discussing the plan, please address the following questions. Is Ron Perelman discriminating among the various classes of creditors? What is he trying to achieve? Would his plan be likelier to succeed if disagreement exists among the classes of creditors? To answer that question, please refer to the HBS note on bankruptcy (note # 9-292-062) that we covered in class. It would further help you to examine carefully the structure of MEG's debt, as shown in Exhibit 1. 
Second, will the proposed restructuring plan resolve the causes to file bankruptcy in the first place? In answering this question you may want to analyze at some length the benefits of such resolution to MEG and to the issuers of the defaulted-upon debt, i.e., Marvel Holdings, Marvel Parent Holdings and Marvel III Holdings. Who would benefit the most among these from the proposed plan? Moreover, does the plan offer any changes in the top management of Marvel Entertainment? You may also want to consider other available restructuring options (beyond the bankruptcy in Chapter 11) for MEG: are these better or worse than the bankruptcy process in Chapter 11?  
Third, please comment on the decision of the public debt holders whether to approve the reorganization plan offered by Ron Perelman and his investment banker, Bear Stearns. To do so, please compute the payoffs to the public debt holders under three scenarios: first, based on the prices of their corresponding debt claims in the market as of the day of the announced violation of a bank debt covenant (10/8/96). You can use for that purpose the data provided in Exhibit 6. Second compute the value of the claim of the public creditors based on a successful completion of the reorganization plan, as offered by Ron Perelman (notice here that you would have to compute the price per share offered by him, and then multiple that price by the number of shares that would be given to the public creditors, post the reorganization - these are all given to us by the case writer). Third, and last, compute the value of the public debt holders claim as of 1/31/97, i.e., the date after the announcement of the reorganization plan. Then, comment of the extent of loss in value of public debt during the period from 10/8/96 to 1/31/97. Subsequent to that, compare the value offered to the public debt creditors through the reorganization plan and through the open market as of 1/31/97. Which one is more favorable? Would your decision change if you have purchased, just like Mr. Carl Icahn and other vulture investors have had, a dollar worth of distressed debt at 0.20$ to 0.22$ on it?

To conclude, what are the options available to the public debt holders? Accept the reorganization offer? Sell their bonds in the open market? Other options (hint: what did Carl Icahn do in similar circumstances, and how)? Which is the best course of action, in your opinion? You can base your discussion on your reading of the case, as well as on the note on bankruptcy that we covered in class. 

3. How much is Marvel’s equity worth per share under the proposed restructuring plan assuming it acquires Toy Biz as planned? What is your assessment of the pro-forma financial projections and liquidation assumptions?

Please prepare a DCF valuation of MEG. First, please compute the cost of capital. Please use the data provided in Exhibit 10 for that purpose. You are given an asset beta. Please choose the appropriate risk-free rate. You can also assume (as suggested by the case writer) that the market premium is 7.50%. Note that we would be preparing an adjusted present value (APV) valuation, hence you would need not compute WACC, rather compute the return on assets (i.e., use the asset beta directly into a CAPM model). 

Second, please value MEG under the assumptions that it successfully acquires (under the terms of the reorganization agreement) the Biz Toy company.

(i) Please use the projections offered in Exhibit 9 for that purpose. Start with the net revenue. Use the projections for 1997-2001

(ii) Subtract from these COGS and SGA. That would produce the EBITDA projections.

(iii) Adjust EBITDA with depreciation to obtain EBIT.

(iv) Use the income tax provisions in the case to obtain EBIT(1-T). Since the tax rate is not given to us, you can simply compute EBIT – Tax Provisions, in lieu of EBIT(1-T).

(v) Adjust EBIT(1-T) with depreciation, capital expenditure, change in net working capital, all provided in Exhibit 9, to obtain the free cash flow. Note that there is an additional item that need be accounted for: the Toy Biz expense in 1999. Reflect that as well. 

(vi) Compute the continuation value of the FCFF in 2001. You will have to make an assumption regarding the anticipated growth rate in perpetual of the FCFFs.

(vii) Please discount all cash flows as of Dec 31st 1996. 

(viii) Subtract from the resulting value of the firm the value of the pro-forma total debt as shown in Exhibit 8. Furthermore add back the non-operating cash that is recorder in the same exhibit. That is the value of the equity.

(ix) Divide the equity value by the number of the MEG shares, after the reorganization plan is completed. 

Third, please comment on the MEG price per share that you have obtained. How sensitive are these to the main assumptions of your analysis (which in part is based on the analysis of Bear Stearns, whose estimates are shown in Exhibits 8, 9, and 10)? In particular, please prepare two-way sensitivity tables with respect to the assumed growth rate of the continuation value in perpetuity and the assumed asset beta. Comment on the reliability of these assumptions. You may also want to choose some further sensitivity tests, based on what you believe to be key assumptions in this valuation analysis.
Lastly, note that in the above we did not account for interest tax shields and cost of financial distress over the evaluation period, after the reorganization. While I do not require these, I encourage you to value them, based on the data provided in this case (note that if you choose to make these valuations, you would have to make a number of assumptions concerning the interest rates paid over time, as well as the default probability over time). How would that change your conclusions above? Preparing that part is optional.
4. Will it be difficult for Marvel or other companies in the MacAndrews & Forbes Holding Inc to issue debt in the future?

I am interested in your view on the effects of that transaction on the forthcoming ability of MacAndrews & Forbes Holdings Inc to borrow in debt markets. Would the fact that the latter defaulted upon their debt influence the market's willingness to lend to them in the future? If yes, how and why? If not, how and why?
5. Why did the price of Marvel’s zero-coupon bonds drop on Tuesday, November 12, 1996? Why did portfolio managers at Fidelity and Putnam sell their bonds on Friday, November 8, 1962?

What is the perceived value of the zero-coupon bonds in the market upon the initial announcement of the reorganization plan drafted by Ron Perelman? Given this perceived valuation, and taking into account the fact that Fidelity & Putnam did receive a tip from MacAndrews & Forbes Holdings Inc on the upcoming announcement of such a plan, can you reason through their decision to sell? Now, as a side observer, was that a legitimate decision: shouldn't they be concerned about insider trading allegations? Here, you can also refer to the fact that following the seminal case of Chiarella vs. United States in 1980, the court established that insider trading regulation, such as Section 10b of the Securities Exchange Act of 1934 is applicable only when there exists fiduciary duty and hence, when no such duty is due there is no violation of the Section 10(b) on insider trading from this Act. That being said, do we owe any fiduciary duty to the bond holders?
PAGE  
2

