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KEY TRANSACTION DATHA

(b))

(b))

(b))

Okligor Name: Bain & Company Business: Strategic Consulting
Obligor Address: Two Copley Place SIC Code: 8742
Boston, MA 02117-0887

Obligor #: 0553264300
Obligation #:3 182,190,208
Legal Principal Balance: Totals RECOLL: 30,654,868

Aggregate Relationship

Legal Principal Balances Totals RECOLL: 30,654,868

*Represent total senior debt that is only related by a common loan

agreement
Agents:
Guarantors: Nope {applicable to RECOLL} Guarantor Type: N/A
Principals: Hit Romney ownership/Subsidiary: Corporation

Related Oblisor Name{si: HNone

Legal Counsel: Outside:
RECOLL: David Aisenberyg
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Deadlines 03/31/83 Reason: The company is reserving its right to terminate the

transaction after its fiscal year end (i.e. 3/31/83).
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Proposal: That authority be granted to:

1)
23

3
ot

N

4)

(b))

>

To tender $15.327MM of debt for payment of §4.598MM (30 cents on dolliar).

Modify $12.361MM of debt for payment pursuant to the amortization schedule attached hereto
as Exhibit €.1 (Page []). Thie debt will bear inkterest at 6.5% and will continue to be
paid current on a guartexly basis.

Modify $2.965MM of debt to "Revenue Performance Notes” which shall be repald to the extent
revenue performance permits, as described more fully in the salient facts section. The
revenue notee not repaid by March 31, 2001, will be forgiven.

Tmmediately write down $10.729%MM of the legal balance which represents the difference
petween the amount of debt tendered and the tender payment.

Bain will have no further obligation to provide consulting services as an offset to debts.

RECOLL's treatment will be consistent with that of

will receive slightly different treatment as discussed

gb at lent money to Bain pursuant to|
b;éﬁsam,red working capital line to Bain.|

()

in the negotiation section.

Negotiations:

@) (b))

Bain & Company is an international strategic consultant who provides a variety of consulting
services to a formidablée client base around the world. The former bank was one of four banks

|and the former bank also provided a $31MM

(b

(4)

bﬁﬁjg existing structure and that
b)(4)

j The former bank provided working capital and letters of credit To Bain as part oOf a
$§%MM line of credit.

The company went into default on its line of credit and gt-the -end ofDYebo
Subsequent negotiations took place resulting in a general restructuring of all debt obligations
into four (4) Tranches of debt governsd by a single Loan Agreement. This restructuring took
place on June 14, 19%1. During the course of the restructuring the former banks position was
paid down by §$7.512MM leaving the bank with its existing legal balance of §30.654MM. Please
see Exhibit C {Page Eg}, for the participant banks, positions and for a breakdown of debt that

each respective lender had upon restructuring. (b)(4)

The restructuring contemplated that Bain would be able to achieve operating révenues for FYE
(b)s2 aﬁ[:::::::knd for continued growth of revenues thereafter [:::fjper annum. This revenue
level is necessary for the company to be able to operate normally, compensate its professionals
competitively and to amortize debt. The company realized early on that it would be unable to
hit its revenue goals or manage the debt structure.

The company came to the bank group on 3/30/92 tg present a proposal which offered to pay the
(B)ggnk,groupi::::::}n cash-and an-additional over two yesrs in full satisfaction of the bank
aﬂg@oupa[::::::]in debt. This proposal eguated to approximately 35 cents on the dollar for each
bank., The thesis for the proposal was that the company had recast its numbers based on its
current revenue level which indicated the company would be insolvent as early as FYE 1985 under




The bank group in negotiating this offexr ao£¥%%6é3lat—2nt piece of Baln's eguity in addivion to
the cash and debt offsred. The company was absclutely unwilling to consider conveyance of
common stock dus to the constituencies who would be invelvad (i.8. LFormergﬂ@@
officers who held stock), the tax ramifications of conveyantce ©f BrLoCk, dilution of
+he stock, etc. The bank group decided to take the stock out of play becsuse of the company’s
readfast poeition and dus to the fact tock is and will be virtually worthless until
(bXAicme point well into the future. Both nd| . |were adamant thath)(4
pursuit of stock wae fruitless and counter proguctive, therefore the bank group shandoned
pursuit of gtock. Given that all five lendere axe nNecessary, along with the company, to make
uny decision, RECOLL opted te refocus on ¢reating @ structure designed to meat the bank group‘s

conesrn and the company’s nesds. &)  k‘(bX4)

partners,

(0)(4)t +ne time of the proposal nd RECDOLL were in favor of the proposa.

due the company’s condition (see galient facts analysiﬁ},| A am@
wers not in faver of the proposal due to the wagnituds of debt forgivenass. | BubsaguUant 1y

countersd the company's proposal with = progrsm that called for payment of and term debt

(b)(dof nder & structured amortization program. The company rejscted thls proposal due to
the Program txking all of ite existing cash snd leaving it with debt it could not amortize and
grill manage its business. ()4,

(b)(4)
At thim point it is worthwhile to point out some of the key lssues relstive to any workout of
thie debt:
- RECOLL is virtually unsecursd on its $30M¥ of debt due to the gquestionsble valus of its
1ien on the foreign A/R &nd the negligible value of PR EE
(d)(4 & primary agmete of the compspy are it censultanﬁal (b)(4)

- No lencer CAN BSll LLE O@bt pLELLLDN LD ENY BOLALY CWAEL AN @ LLNGiwaBd &ow e we et
without prisy conssnt of sl) bankfs

~ The company can incur or pay operating expenses up to 90% of revenue.

~ The company cennot make distributions (e.g. buy note positionn) without forcing the
racipient bank te share ssid proceeds ratably with #ll participant banks.

- The Tranche D dsbt obligations sre only payable out of net cash flow. To the extent
Tranche D is not retired by 2001 the debt is forgiven.

- The account officer recaived an indiecation from Asset Marketing that thay would have &
ALEFioult time selling this note due to the company’s condition and the lack of collateral.
Notwithsrending the foregoing, RECOLL may not be able to sall its debt except to &
financi=) inetitution which severaly limits or eliminates the note sale opportunity. (See

Exhibit I page 40).
Avtached &g Exhibit J (Page‘ﬁg) is a legal memorandum addrassing all documentation issues.

The net effect ©f the prior conditions is that RECOLL is restricted as to who it cen sell iis
debt tc, RECOLL cannot negotiate & stand alone transaction on its debt with the coumpany and the

company can deplete its cash balances by making officer bonus payments and still be in b)(4)
_compliance with the leoan documents thershby degiet&ng che company’s present liguidiey.

(b)(4)

Bapad on the loan B&ale rescrictions, the leas than forecasted operating resultse, the company’s
ability to deplete its liguidity and RECOLL's effectively unsacured position, the scoount
officer sttempred to revive a global note purchase program with the company to provide the
FDIC, as recsiver of the New Bank of New England (NBNE), with an opportunity to tender its dabt
&8+ an amount sufficient to sztisfy the book balance it acguired upon the former bank.

-—Bn .
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v+ becams clear that the only visble program acceptable to all participant banks would be a
compstitive bidding process. gix months of negotisting resulted in & proposal which

contemplated the following:

webvar which will allow the company Lo wutilize D)D)

4, ‘The banks would conssnt to &
balances to retirs debt tendered by the individual banke.

3. fThe tender offers would be presented through sealsd bides at & price pot to excesd 30 cents
on the dollar. To the extent the tendar was fully subscribed the companies would be
sbligated to accept the bids and distribute the b)(4

3, The bides would ba aooapted avanly acroes all Traponae of oebk {i.e. Lif RECOLL were QQ Qid
$10MM of §30HM outstanding the reduction would be taken proportionally across all of lts

Tranches) .
4. The company would acgept bide star

subscribed.

ting at the lowast bid continuing wpward untll fully

red debt amortizstion for all remaining debt would be proportionstel

€. ‘The company's regul
ned participated intersst of each ban

decreased in following ysars concistent with the lesse
which has tendered ite debt,

The account officer obtained approval of the walver of covensnts to allow §12MM to be utilized fo
the debt tender, but did not obtain rveguisite approval to bld any of the debt. Ths debt tends
cook place on or about Janusary 7, 1963, The only two tender participants wars | ) |
q4)7'y,, and The amount of debt eubscribed wa
bﬁg uZficlent to better the iong term pro&peCts Of BAXN,. 1IThé COMPANY indipated th

( tender and\

(5)

Tv'p the company’'s sxpectation tha 8y Wil

Zéi@k\_ﬂ__,l_fz__jxemaining 17 =azh DAIAREEE ©n D3/31/93 after payment of the foregoing sumd plu
other obligationg., The company currantl hag morg than sdeguate cash on hand to accomplish th
(bx4}oxegaing {the company currently haﬂ in gash balances).

(b)(4)

company expects to make the $2.118MM payment dus Lo the bank group on 03/317%23.

(b)(4)

i =

The bank group re-entersd negotistions with ths company shortly after the tender glossd. The ban
group felt that the debt structure peeded to be totally modified or the group as & whole would b
geverely damaged in & liguidation. The negotiations led to a hybrid of the tender concept =

(b)(4‘01101ﬂ’§ H
(bX4f) The company will purchase ¢ dept ratably across the four tranches of debt at 3
cents on the dollars: All banke a&xce 11l participate in the repurchsse.

4
() %} A1l-of-the banks will-participste in of sanior term notes bearing interest at £.5%
Each bank's position and their debt amcrtizatlion schedule are attached as Exhibit C.3 [Pag

(b)(4), ) BAc) s

The banks will alse participste in- ~f Revenus Performance Note= as set forth in Exhibi
€.3 (Page [A). These notes will be psid out of 10% of any ravenuss which exceed the company’
foracasted bueiness plan which is attaeched as Exhibit H (Page jﬁi}. The payment of thas
b)(4 SXORES TEVENUS 1 be further sub-divided by paying 5% of any payments to the tenderin
( )( ) banks and 5% T afeer the tendering banks revenue notes are repaid, thsnlzlwi{b)ezﬁ)ceiv
the full 10% of sxcess revenues over plan untll the fiscal year anding 2001 when the debt wil

be forgiven.




(b))
(b))
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The disproportionate amount of Revenpue Parformance Notesg held b iw hecessary to compenéat
the tendering-banks—for the -fact that[::::}s being paid ite claim at clofB) )
required this payment as a réguirem its participation despite the fact that| . [is ne
providing current-debt forgivenegs: is “smubordinating” of its claim by taking

disproportionate amount of the Revenue Performance Notes and agreeing to the 95/5 split unti
the tendering banks have recovered their revenue performance notes. This provision means tha
until such time as the company exceeds plan by| Pill only be paid 5%(gﬁ€$xces
revenues distributed to the pank group. The result of the preceding is thaﬁ Fill e pal
15% of its claim in cash which is consistent with the rest of the bank group’s reatment an
is effectively forgiving a like same amount of debt by its treatment in the Revenue Performanc

Notes. (b)(4) L (b)(4),
(b)(4)

menefits &k _Weaknesseg:

(b))

BECOLL will receive $5.09MM at close representing the tender payment and RECOLL's portion ©
+he principal amortization (§493¥).

The proposal eliminates a substantial amount of uncertainty of payment from this company b
the bank group providing debt relief and an amortization schedule the company can achieve.
RECOLL is requiring that the debt sale restrictive language be changed to allow zale of th
gebt to any entity subject only to the approval of the agent and the company. Saild consen
will not be unreasonably withheld.

The weakness of the proposal is that the proposal provides debt forgiveness. The accour
officer believes that the company has proven ite instability over the last two years, therefor
the company’s recovery and stabilization going forward is in doubt. When the risks of futur
performance absent restructure are weighed against the Likelihood of success under the sxistir
structure, the account believes +he cost of debt forglveness is mitigated. Additionally, al
banks, excep&.[::l are providing debt forgiveness proportionately to facilitate the transactic
based on their shared concern relative to the company’s viability.

2. Facilities: (000'sm)
Unfunded Legal Legal Total
Obligation Legal Balance Principal BRcorued Fees/ Lega:
Obligation # Type gommitment available Balance Interest Expenses Balan
182 10, 383 0 10, 383 o 0 10,38
180 14,339 0 14,339 & 6] 14,3:
208 5,931 a 5,931 o o 5,2,
Totals: 30,654 0 30,654 o o) 30, 8¢
Other Related: o
Total Aggregate Related: 30,654
Interest Days Maturity Guarantor Financial Summary
Oblign # Rate Past Due Date Guarantors Date Supporting NW Cont., Liabilities
182 LIBOR +1% 0 3/31/%87 Hone
180 5% & 3731799 Rone
208 0% O H/B Hone
Flect Hanking Relationship: None
Participants: Participants agree with proposal: ¥ Yes
No
Name % of Obligation amount of CObligation

See Exhibit C, Page

e— o o e s

Totals
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3. Collateral:(000.s} Total RECOLL
Lien hAppraised Collateral Appraisal Prior Unpaid
obligation # Collateral Tvpe Pogition Valug* Share § Date iens Taxes LTY DE&C
182,190,208  Domestic A/R’S 2nd 0 N/B | _o (b)@)
Foreign A/R’8 ist [:::::::] H/A a Q(bx4)
F.F. & E 1st N/A N/A K/A 0 0
TOTELS:

cross-Collateralized obligations: ALL
Appraiser Names/Titles: N/A

collateral pescripbion?
RECOLL‘s collateral consists of a shared firset lien on the company’s foreign A/R’s and on the

company ‘s furniture, Eixtures and equipment (FF & E}. RECOLL also has a shay n .on the
domestic AJR‘s, this lien is subordinate to the first lien of nd . (bx4)

@ ]

(bxé%e foreignA/R s aggregate RECOLL has & shared first lien on these assEdFor its
30% interest in the 4 Tranches of debt. These receivables do not provide RECOLL with any
liguidation value in that a lien on foreign A/R’s cannot be perfected, hence collection is a
problem, and due to the fact that in a bankruptcy it*s likely that most, if not all, of the
account parties would claim offsets for discontinued consulting sgrvices.

A list of FF & E is attached in Exhibit ¥, (Page’!é). The bulk of the value is in leasehold
improvements and computer eguipment. The leasehold improvements have no tangible value in a
liguidation. The compulter systems already have aged between 6-8 years, hence would not bring a
ot of wvalue in a ligquidation. In any Case, RECOLL’s portion of any ligquidation proceeds would

be negligible.

4. Salient Facts Pincludin financial summary of obligoris) and fguarantorisils

Bain & Company is an international strateglc consulting firm, The company has offices in
virtually every continent in the world. The company was very profitable historically. The
(ﬁﬂﬁity was a partnership held by 8 individuals until July 22, 1985 when BRain was incorporated
3

assachusetts and in Hew Jersey.

he former

“bank provided Bain with a working capital line. The backgrouna of the
working capital line is more fully set forth in Exhibit E (Page bl ) -

(Byging the later half of the 1980’s competition in strategic consulting increased dvamaticallxy.

in FYE 1988

Bain went from a company earning revenues of|

CONDETY GeneraLing revenuss of| .. |FYE 1982. ‘
, / The company
TTET Of 1.8 GebL 0bL1gatlions and, an overall restructuring of the company’s debt-took

place. The end result of the work out, consummated in June, 1991, was that senior debﬁ(bﬁé)
(4}t down to, {see BExhibit C, Page {{) and -~ jof subordinate debt and subrogated
claims were forgiven by the 8 former owners of Bain.

The four Tranches of debt and their repayment are governéd‘hy a single loan agreement.
attached as Bxhibit C.2 (Pagelji}‘is s outline of each banks security or guarantees for the
debt. Tt is important to reemphasize that Tranche D is a cash flow debt that is forgiven to
the extent not paid by 2001, therefore when the account officer refers to reguired debt
amortization he is referring only to Tranches A, B & C. -

| [ - (b)(4)
(b)(4) (b)(4)
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Page 7

ate at of base revenues with a growth rate ogi::jthexeaftérc\\Unfortunately the

company hasg ho Zen able to manage revenues much in excess of [::::::]mn a‘;lfmmnth]trailﬁhﬂﬁ)
basis hence the company is well below its forecast and is now forecasting 4 © _|shortfall

over the 1ife of the existing debf structure pased on today’s operating levels.

When the 1§Ql restructuring was enacted Bain and the‘ﬁanks assuméd‘that the company would

(b))

Given that

A\

GOle sre the pramary TCEcE Of & pervice business,

The company has taken the position that it will not be able to keep its effiver corp intact or
survive beyond 19885 absent substantial relief. The company therefore, began to pursue avenues
of obtaining relief from the bank group &8 discussed previously. [::::]on behalf of thgbwggk
growp, hired Coopers & Lybrand to conduct a study to confirm or deny assértions made by the
company as to their position. This study is attached hereto as Exhibit D {(Page 1§ ). The study
reports that absent an suction, and assuming the FY 19593 base year revenues through the first
four months (i.s. currvest run rate), the company will experience a peak cumulative shortfall of

(b)(in the fifth year of the current debt structure. The report further indicates that

(b)(4)shcrtfalls I 1‘3‘ EHLe] from l”t

based on the company’ s base case projection a total of[:::::::]of debt {including, Tra%gﬁg_n}

would have to be retired before al t could be serviced. This means the company could have
if it dossn’t retire[:::::::jaf debt or groyh)(4)

revenues dramatically going forward.

Coopers has performed a sensitivity analysis which indicates that the company would have to

()4 )row base revenues at annually for 10 years to service debt under the existing structure.
g

(b)

This conclusion would reguire growth at an initial rate cﬂ Iper annum. Th¥4y
growth numbers would continue to compound thereby increasing the real dollar revenue growth
requirement each year for the company to meet its debt service and amortizatlon requirements.
Given that the company is struggling to maintain its present revenue level it appears unlikely
that the company will be able to achieve the growth necessary to meet its chligations.

4)

The workout structure is designed to provide necessary velief to the company thereby providing
+he banks with a substantive recovery on the debt over the proposed term. The structure is
alsc designed to provide the banks with relatively equal treatment. Lastly, absent rellef all
members of the bank group believe this company will dissolve during 1993 thereby realizing a
very poor result for all constituencies.
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5. Blterpativess:
RECOLL basically has one alternative to the proposal and that ig to do nothing. This

alternative would be catastrophic. The bank group a8 a whole believes that the company will
fail if the debt is not modified. The senior sffieers of this company a16 prepared to pursue
GEHet opportunities i something deoesn't change +hin fiweal oyesr. HMNoreover, the company
indicates that 1t expects to pay out maximum honus distributions absent movement by the bank
group. Once bonos® are paid digenlution of the company becomes a very likely goenario.
netached as Exhibit B (Paget jo ism an NPV of a "do nothing® scenario which assumes that
dissolution occurs after +he first of the Bain fiscal year, the assets securing RECOLL’s debt
are liguidated and proceeds are ratably allocated to RECOLL. The NPV of this alternative is

$3.563MM.

The dissolution scenario is the only alternative given the prior decision not to tender. The
proposal provides an NPy of $13.987HH and immediate payment in excess of the alternative,
rTherefore, even i Bain ie unable to spervice the modified debt structure, RECOLL will not be
damaged in rhat it is recelving 51 .5MM in excess of the liguidation NPV at close.

5, Conglusions

Bain s Co. imoa service company whose primary asgets drive home each night. There is a

+ romendous  amount &f uncertainty relative Lo the stability of its SEfscey corps and its
apility t6 service Adebt as structured. Given that RECOLL‘s position is virtually unsecured the
account officer is recommending the proposal ag the most viable alternative to recover a8 much
of this claim in cash today and to institute a debt styructure that should provide substantial

additional recovery of the debt.

—v-.—,—.—-.—.._._........._.._..,....._...._...._..w..—......-.—....-...—.....——-.—_........._.-..u..._............__._._v-._....-.-.—,—-u_._..-.—..—_._......._Q—.a.__,.....,.._._....._.w,._._..-..,.-....,..

obligor Name:Rain & Company

(b)(6) account Officexr frmnn Leader Section Hanager
Signature : %. § [
Printed Name:Brian R. ghelton Brian R. Shelton  wde Ev M, Dikguins (b)(4).(b)
phone number:573-2919 " 57322919 573-2655 (6)
(bjfg}L code :MABOR12D f@}?%ﬁlz 5 /x@@omm
D AL 193 %

Tes ]
ate ‘ _f\\\uaf, sdb‘

{ght Committee
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jvision attorney has reviewed this standard +ransaction package,

The undersigned RECOLL Legal D
h satisfactorily address(es) the issues

including the legal opinion{s} contained herein, whic

raised herein.
Date:

-
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RECOLL MA NAGEHKEHN T CORPOR ATION

F¥EMORANDUM
To: prian R. shelton
Vice president
From: pavid ¢. Alsenberg
genior Counssl
Ra: Bpain & Company =~ obligor No. 0553264300 -~ Legal
opinion
Datea: pDecanbey 31, 18982

Thig memorandum will address various legal issues which
arige in connectlion with your standard transaction package
seaking the tollowing approvals

1. to provide a waiver to Bain & company which will allow
+he conpany to utilize $12,000,000 of its cash balances
to accept debt tenders up to 30 cents on the dollary

2. ¢+or the FDIC asB Receiver to tender its $30.654 Miilion
in debt at 29 cents for & total payment of $8.889
Millien; and

3. to write down the remeining legal balance of $22.071
Million.

The obligationa of pain & Company were restructured by
documents executed Juné 1991. Some of the popinions bselow &re
paged directly on the terms of thoss restructuring documents.

I. 1 a waiver of the temms of the Restructured Loan
Agreexant required to allow any tender to taks place,

regardless of whether the FDIC a8 receiver participates in
e i

The Restructured Loan Agreement ig a fully integrated
document (see section 9.08). The answer to this question is
contained in section 9.05 of the Restructured LOA&N Agreenment. In
short, that seetion reguires ¢net all of the jenders must sign
any amendnent Or walver to changs the paymeni terms under the
Loan Agreamant. since the tender requested is 8 change in the
payment Lerms, 1t ip & waiver end must be signed by 21l of the
ienders tO acconplish the tender, regardless of whether the ¥DIC
s& Receiver participates.

1I. Have the original principails of Bain & Company been
unconditionally releagad from cbhligations existing prior
Gy W o gy ke T pnt?

-q?m
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The answer is yes and 1t is documented in & Release and
Assignment Agreemsent. That agreemant, however, specifically
excepts from the releasa of prior gxisting obligations any
ocbligations detailed in individual original Director Guarantes
and Subordination Agreements executed by each of the eight so-
called original principals at the time of the Restructured Loan
Agreement. The total amount of these obligations i limited to

and the only benaficiaries of thess guaranteses are
Therefore, ths FDIC as recelivser, for
sseB has fully releasad the original
principals from 21l obligations existing prior to the
restructured Loan Agreement.

III, Whether the Tranche D debt obligations are only payable

out of net cash flow and whether the Trancha O debt
% : . 7 : e 4 > 17

The answer to both guestions is yes and they are met forth
in Bections 3.04 through 3.06 of the Restructured Loan Agreament.
Those sections support the conclusion that the Tranche D Debt
obligations are only payable out of net cash flow and that the
Tranche D Debt Obligations will be forgiven if not retired by the

year 2001.

iv. whether Bain & Company can make distributions without
forcing the recipient panke to share sald proceeds ratably
i 3 y a 87

The apswer is no and it is set ¢orth in Section 8.04. That
section expressly obligates each lender to shars any
extracrdinary payment it receives with the other lenders in an
apmount pro rata to the amount the other lenders would be entitled
hed the payment been made properly. section 3.04 also provides
throughout that the company muet make any distributions ratably
¢o all participant banks in proportion to the outstanding
principal amount of the loans of the several lenders.

V. Whether any lender can sell its debt position to any

entity other than & financial institution without prior
t ?

Section 9.06 addresses this lssue. It provides that sach
jender may assign any of 1ts notes or certificates "to one Or
more banks or other institutions." The word ninstitutions® is
not otherwise defined. However, the attorneys for the agent bank
who drafted this language heve faken the position that, in this
context, "institutlons® is limited to financial institutiens.
Thig makes sense and is & reasonable intsrpretation of the

language.

Bagicelly, the argument is that nhanks" is a subset of the
institutions referenced and that only financial institutions were

-—2 -

....—ng._
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contemplated when the agreement was drafted. The suUCCess of this
argument is dependent on the intent, and documentary support for
that intent, particularly since a cogent argument ig available
+nat the language 1is ambiguous. Given the position of the
drafters, and a similar opinion from our attorneys, I could not
toresee a likelihood of sBUCCeSS on a more expansive
interpretation. A contrary argument that the language should be
interpreted against the drafter would not 1ixely prevail here
since the svidence of intent would overrids.

vI. Wnat is the likelihood of collecting on foreign account
a7

The FDIC as Recelver has 2 firgt lien on foreign account
receivables in Canada, London, Munich, parise, Geneva, Tokyo, and
sydney. The Uniform Commercial Code Qoes not apply to thess
receivables. Therefore, the collectibility of each of these
account receivables is dependent on the law of the jurisdiction
where the receivable is to pe collected. I am not an sxpert on
the laws of any of the sbove-noted jurisdictions. However, there
are undoubtedly perfection hurdles in each jurisdiction. Also,
as & buginess matter, there may very well be offsets taken by
other creditors which will surther diminish the value of these
receivables. All of these sactor militate against relying
heavily on the valus of collecting these receivakbles,
particularly if +he company dissclves or becomes insclvent.

BATHNDPIN BEM
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CREDIT FILE COMMENT

Background
Bain & Co., Inc., provides management consulting services to the gsenior management of large

diversified corporations on issues of corporate strategy de pt and policy. The company
iz owned by Bain & Company (& partnership) and by employees (b)(4)

OE

William W. Bain Jr. learned the strategy consulting pusiness at Boston Consulting Group, Inc.
(bX4)He rose guickly there, im 1973 left abruptly to open his oun rival firm with six colleague
and-two major-olients: Bain‘s firm developed
a corporate strategy practice that was gimilar to Boston Consulting; however, Bain insisted on
developing long-term relationships with clients whose ideas and strategies Bain and Co.’s
executives would shape and implement. (b)(4)

(b)(4).(b)

(b)tHr
soon afber -ths founders sold their equity, business began to drop ofEL/b________————————————__

W. Mitt Romney, who joined Bain in 1977, stepped in as managing directer (and later chief
executive) in late 1990 and led thne financial restructuring intended to get the firm back on
(bXEfaCk‘ The redistribution of ownership was to provide incentives to a wider group of

) ecutives to rebuild the business./ 4X
Industry

The management, consulting and public relations service industry provides information and
expertise to a variety of clients on a contracted basis. There are five main categories:
management and administration {(business and faeilities management and othex administrative
services); public relations (including lobbylsts); management consulting (marketing, personnel

and administrative consulting); economic and sociological research; and other consulting
services.
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Receipts for management, consulting and public relations establishments with payrolls reached
an estimated $65.0 billion in 1991, an increase of 6.2% from 1990. The dindustry is staffed
primarily by such protessional and technical personnel as accountants, economists, industrial
engineers, designers and public relations specialists. There are approximately 65,000

establishments engaged in this industry.

Mergers and acquisitions have been prevalent in the consulting services sector in the past
several vears. Host occcurred under positive economic conditions, but mergers and acguisitions
also took place during the economic downturn of 1990-19%%1, when times were harder for
consultants than for their slients. Most of the consolidations were prompted by a desire to
posgess the information-technology skills that are reguired to adeguately gatisfy client needs

In the recession of the early 1990°s consultants advised clients to cut staff in order to
weather the storm. in the past, consultants were outgide agents; now the emphasis is on long-
term client relationships. Today’s generation of managers demand more sophisticated analyses
of their problems as well as assistance in the implementaticen of proposals. Specialized
conaultants are now more in demand, dealing with issues rvanging from personnel tp marketing to

information systems to environmental concerns. (b)4)

The tep 5 ement consulting firms include: {annual revenues of 511.3
(O)(Drir1iony, | (55.3 billion), . |(54.2 hillion},[::::]
(bX4),. ($2.7 billion), and . {82.0 billion). Bain and COC. ranks 57th in the managemen

consnlting industry. S T ]

(b)(4) (b)(4)

(@)

The putlook fer 1992 was that management; consulting and public relations services would grow
st a significant pace. Receipts are expected to increase 7.8% to $70 billion. Employment in

(b)4} sindustry is forecast to reach 71%,000 or 7.5% above the 1991 level. |

wistorical Operating Performance

nuh FYI985 Bain & Co., Inc., remained profitable, posting net profites of iéb¥§@8 A

(b)( {p 1889, In 1880, & -net loss czfi |incurred, as operatirnyg expenses continued to

increase while revenues fell., Performance in 7580 deteriorated, however, as revenues began to
slip and operating expenses climbed. (b)(4)

gg%jgzn = 1991[:::: rTﬁfiif:fleine coupled with[:::::::::]restructuringyﬁhargerled to a(bX4)

sperating loss and het loss. The restructuring charge was incurred by both domestic
bznﬁ international operations as part of & recapitalization plan to reduce costs improve
(bX4)le & profitability.
\\ iosmers on fixed assets and leasenold
TFprovement disposals related to office Bpace apandonment and consplidation, charges relating
o amendments to employee benefit plans and putside professional service costs ingurred in
connection with the recapitalization.
(b)(4) , V - ‘
TRTPY 1992, Fevenues declined an additional ncj desfxte management ‘s efforts to control

expenses, the company incurred an operating loes Of and.a net loss 04::::::::}bX4)

] (e
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he rescructuring plan implemented in FY 18%1 aﬁac rasulted inrthe renegotiation of the terms

(bﬁﬁ)the company’ 8 borrowings and the granting of

B’ cercain-shares gf-the company’8-8Eotk byl ag part of the senior debt

restructuring, lenders seized collateral plus accrued interest on the debt held in an
investment account owned by the partnership. The debt was further reduced by payments made on

behalf of the company by the guarantors in return for being released from certain of their

personal guarantees On the original bank debt. The coliateral seizures and iaiients made on

behalf of the company resulted in subrogation claims against the company of - in total.
(b)(4)

ring FY 92, as part of the restructuring plan, of subrogation claims together L)
(bﬁékrued interest oﬂi:::::]held py the partners in the partnership against the compap ere
in addition, contributions of subordinated debt © b

contributed to the company.
(b4 held by the partnership, the related accrued interest receivable of [
Through these contributions, paid in

b E wer the company by the partnexs.

(:Kaéital becameT:fiff:ff]in FY 92. In addition, the partpership contributed approximately
10,000 shares of the company ‘s ocutstanding common shares to the company. The company then sold
approximately 6,000 of these shares Lo Bain Company Partners L.F.

B”gf palance sheet at FYE 3731782 sh 4 expansion following the recapitalization. The current
()g Lo dmproved=trom [ FYESLI b0 FYES2. Although working i remained a deficit,
(b)é4) negative There is marked improvement from the deficit of ar rYE 1991,(b)4)

primarily due to an improved cash position.

tements for the 9 months

f papacity camp@ﬁ@@
heL 10oone 5fﬁ%:::::::kf@ﬁ€4)

The company’'s domestic operation 1is

mhe account officer is in possession of the company’s
ending 12/31/%82. The company is reporting revenues of
wide. The company is reporting operating income ©
cther income/interest expense is added to the results.

doing well in that it is running at capscity and earned versus the non-domesticb)4
(b)deults of af | The statements for this pericd are incorporated into Exhibit % ?égge
1.

collaterals

aﬂ:?COLL has a shared lst lien on foreion AfR's and on FF & E. oot has a shared 2nd lien on
B reecic A/R’s subordinate to debt of (b)(4)

b)(4

()gge forsign B/RE aggregati::::::] The problem with this coliateral is that: a) you cannot
perfect an interest in foreign A/R's, b} all customers would likely claim offsets for
ciscentinued projects and c) RECOLL would only benefit from 30% of net A/R collections. By way

aﬂ€: example, lets assume that 50% of cutstanding A/R‘s do not clai 4 actually pay
vas&ces. RECOLL would only be entitled ta[::fjof collections or : (b)(4)

(b)@Qe cCompany reportsl s cost basis of F . Of that tDtal[::::::::]is‘leaseﬂbﬂﬁ)
| old

(b)@Bprovementsl and computer eguipment +hat either have po value (1%5
improvements) or minimal value {computer eguipment). The computer eguipment has minimal value

im that it is primarily dated equipment (6~B years old) that would cost méere to remove and
rangpor: than it would br*nf in an auction. If-weun sagume the remaining FF & E sold at 100%

(b)) 15 cost basis RECOLL's share would yield pefore costs to liguidate. (b)(4)

-
h=3

LETANTOrS:
wone for RECOLL s debt.

tela~ed Debts
%2ne, except to the extent that RECOLL ie a "participant” to the Loan agreement and Debt
~ranches which constitute Bain‘s senior debt.

i T ]
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RECOLL MANAGEMENT CORPORATTION

®)©)

MEMORANDUM
To: Brian Shelton, Asst. Vice President - Loan Recovery
From: William B. Maag, Asst. Vice President - Asset Marketin
Date: August 19, 1992
Re: Discussion of the marketability of the FDIC's interest in

Bain & Company, Inc. bank debt

i

Per your reguest, Asset Marketing has prepared a market!
assessment of the FDIC's interest in the loans advanced to Bain &
company, Inc. in an effort to assist you in your ~effort to
establish the appropriate level at which to tender the FDIC's

interest.

as you know, there is an established secondary market for
nonperforming bank debt which provides a degree of liguidity that
is not available on most commercial and industrial loan assets.
Marketability of a loan asset ie determined by several factors
including, availability of public information about the company,
the overall size of the loan facility, the number of participants
in the bank group and the terms in the credit agreement governing
assignability. In general, the market for bank debt in a large,
nationally syndicated loan facility with multiple participants,
free access to information and no constraints on assignability is
more 1liguid than that for a emaller, non-syndicated loan to a

private firm.

actual loan pricing is determined by a different set of
factors. In general, investors seeking to purchase distressed bank
debt will endeavor to ascertain the enterprise value of the entity
supporting the loan by discounting the entity's operating cash
flows using an appropriate discount rate. This discounted cash flow
analysis provides the investor with an understanding of the firm's
ability to service the debt. In general, investors will arrive at
+heir bid percentage by dividing fhe firm's enterprise value by the
total amount of the senior debt outstanding.

The rate used to discount the cash flows is eguivalent to the
investor's weighted average cost of capital (WACC). The WACC is @
combination of <the investor's cost of debt and cost of eguity
weighted by the percentage of the transaction financed by each. Our
experience suggests that distressed bank debt buyers reguire
returns on equity of between 30% - 20% and debt service coverage
ratios of 2.00 or higher. The factors that contribute to the

- 1

..q;-

i
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overall risk profile of an asset include the following:

O

O

o

the current financial performance of the company and the
ability of the debtor to generate operating income going

forward;
the current status of the loan;

the creditor's security interest in the event of default
by the borrower;

liguidation value of the collateral; and

the inherent liquidity of the loan asset.

In our opinion, the marketability of this loan 1is severely
linmited for the following reasons:

(b)(4)

o the FDIC's interest in the
of senior debt outstanding to Bain is a relatively small
facility;

o} the bank group is small, consisting of only five
participants;

o Bain is a private company so no public information is
available to potential buyers of our interest;

o the credit agreement governing the bank group places
significant restrictions on & participant's right to
assign its interest;

o Bain is currently unable to generate sufficient cash on
an operating basis to service its debt;

o] based on current financials the company is losing
approximately| |yvear on an operating basis; and

o most distressed bank debt buyers base their decisions to
buy using a "going concern” scenario.

Moreover, according to our contacts at even

if Bain was generating positive operating cash flow Iinvestors would
be wary of committing capital because of thessignificant risks
associated with investing in a service organization. These risks
pertain to the fact that in service organizations franchise value
depends. upon the knowledge and expertise of the people who work
there. Since Bain's employees are not contractually bound, they

‘could 4just as easily leave the company at thHe first asion of

trouble, taking Bain's value as & f¥anchize with then. Therefore,
o the typical secondary market buyer, Bain has no value as a going

concern.

(see Exhibit A)

....ﬂi};.,

(b)(4)
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However, Bain may have 1imited value under a liguidation
ccenario. According to the credit agreement our portion of the
sen<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>