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Case Objectives and Use

This case is intended for an advanced undergraduate or an MBA corporate finance elective.  It follows a company from pre-bankruptcy, through Chapter 11 proceedings, and its eventual emergence from Chapter 11.  The objectives of this case include describing the Chapter 11 bankruptcy reorganization process, giving students an opportunity to analyze a company pre- and post-bankruptcy, and using option pricing theory to value equity and debt.  Students can look at bankruptcy theory and how value can be added during the bankruptcy process.  The case requires students to use both financing and valuation knowledge.  Asking students to value Loral, and confirm the bankruptcy court’s valuation adds a layer of depth to students’ analysis.   

Case Synopsis

This case looks at Loral Space Communications from the beginning of its period of financial distress until its emergence from Chapter 11 bankruptcy.  Loral’s businesses include satellite manufacturing, sales and service, leasing transponder capability and other satellite services, internet services and high speed broadband and wireless telephony.  Loral’s revenues declined from 1999 through 2003, in some years by substantial amounts. Net income was negative $1.5 billion in both 2000 and 2002 and negative every year from 1998 through 2004.   With annual interest payments of $95 million, the company was in severe financial distress and was unlikely to rebound quickly due to the remaining overcapacity in the industry, reduction in demand from the telecommunications providers and the overall collapse of the capital markets.  In June of 2002, the stock had dropped to $9.90 a share, from a high of $313.13 per share in April 1998.

Loral filed for Chapter 11 in 2003.  Negotiations between Loral and its creditors were a roller coaster ride throughout the reorganization.  As the first major step in restructuring the debt, Loral’s sale of assets to Intelsat reduced Loral’s debt by almost half and resolved all the secured claims.  Loral emerged from bankruptcy in November 2005 as a financially stable firm with a manageable level of debt.  The overall health of the satellite manufacturing and services industries will have significant impact on the long-term financial success of Loral.   Jennifer Sanford, an analyst for a small private equity firm, needed to assess the risks of investing in Loral for her firm’s clients.  Was Loral’s valuation correct?  What are fair prices for the firm’s debt and equity?
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