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2nd mortgage credit liver now available.
Fleible, unlike traditional mortgage.
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TAX BENEFITS 1980
AV GROVES

20-Acre grove, 2200 trees '74
Price $330,000, down $120,000.
Addt'l. Cash credit '80 , $55,000

Investment tax credit '80, $70,000.
Addt'l. tax deductions '80, $70,000.
Principals only 714/728-5055

The Roger Peterson Co., Fallbrook

YOU PASS LE
12%
investors have been waiting
for. Ideal for individuals or
pension/profit sharing

Available tolia residents only.
. .r call for

MAA



T
BY RANDALL SMITH
Wall Street rnal

ļTo the unsophisticated inves
tor, the leveraged buyout might
seem to be just jargon for mint
ing money. By purchasing an op
erating company with loans se
cured by the company's own as
sets, a buyer puts up little cash of
his own and stands to profit hand
somely.

!

The Press-Enterprise Sunday, Oct. 16 , 1983

-everagec buyou's generare oig cepreciation writeos
nity to generate big tax writeoffs.

When a company , or part of
one, changes hands , the book val
ue of its assets typically in
creases to reflect the purchase
price . The nigner book value in
turn increases the depreciation
tax deductions that can be taken
to account for the cost of the
assets . (With the passage of the
1981 tax act, depreciation rates

Former Treasury Secretary roughly doubled , further fattenWilliam E. Simon and his part- ing the deductions for new ownners showed how it's done early ers.)
last year when they bought Gib
Son Greeting Cards Inc. from
RCA Corp. for $80 million . The
Simon group put up only $1 mil
Jion of its own money; Gibson has
since been valued at $290 million .

So it's hardly surprising that
leveraged buyouts are on the rise.
Nobody keeps precise statistics
on their occurrence , but W.T.
Grimm & Co., the Chicago merg
er consultant , says that 97 units
of public companies were sold to
management in the first eight
months this year , compared with
115 for all of 1982 and 47 in 1980.
And public companies that went
private totaled 23 through Au
gust, compared with 33 in all of
1982 and 13 in 1980. Most of these
transactions were leveraged
buyouts, Grimm says.1 The idea of buying somethingof value with little cash down has
its obvious appeal . But also con
tributing to the attractiveness of
leveraged buyouts is the opportu

"If you were to look at all the
leveraged buyouts in the last few
years , you'd find that there were
significant tax advantages creat
ed by the step-up in basis and
increase in depreciation . I think
it's an important factor in most of
them, " says Enrique Senior , a
partner at Allen & Co. , an invest
ment banking firm which has en
gineered numerous buyouts.

As an example , take a fac
tory built in 1970 at a cost of $5
million . If its useful life was 30
years under the old tax law , its
cost could have been deducted
from the owner's taxes at the
rate of $166,667 a year . By 1983,
its book value would have been
written down to $3 million .

Now suppose that the compa
ny owning the factory is sold in a
leveraged buyout at a price that
values the factory at $15 million.
The new owner can ordinarily de
duct the $15 million "cost" of the...
factory under the new , faster 15

year depreciation schedule . The
annual deduction in this exam
ple: $1 million , or six times the
old deduction .

7The new owner can either
take the deduction himself or sell
it to a tax-shelter partnership
through a sale-leaseback with the
partnership leasing the factoryback to the owner .

That way, the tax shelter getsthe depreciation -tax deductionbut the seller retains the use of
the factory. In the Gibson deal,
for example , the Simon group
borrowed $46 million of the $80
million purchase price against
Gibson's equipment, inventory
and receivables . It raised the re
maining $33 million it needed
with a sale-leaseback of Gibson's
three factory-warehouses to W.P.
Carey & Co., a tax-shelter compa
ny.

Before the buyout , notes
George F. Stoddard , Carey's fi
nance committee chairman , the
Gibson property had a book value
of about $18.7 million . Under a 50
year depreciation schedule , it
was generating annual tax deduc
tions of about $500,000 . After the
buyout , the same property's book
value rose to about $35 million ,
and under the new 15-vear denre
ciation schedule of the 1981 tax
act, its annual deduction soared
to about $2.3 million .

qui re 10 companies , including the
$62.5 million acquisition last year
of Foremost Dairies from Fore
most-McKesson Inc. Operating

Wallner & Co. , La Jolla , has
_used the leveraged buyout to ac

}

{

1

partner Terry Greve says the
book value of the Foremost Dair
ies real estate was increased to
$28 million from $ 11 million .

C-5

Greve says that Wallner doesn't
plan an acquisition around the
tax benefits , but it makes every
effort to take advantage of them .

1



President Peter Meincke
University of P.E.I.
Charlottetown , P.E.I.

Dear President Meincke :

Mason Gaffney
3040 Tyler Street

Riverside , CA 92503

August 6 , 1984

cc : Bel Nemetz

Through Mrs. Bel Nemetz I learned of your address to the
Vancouver Institute , " Small is Profitable . " The title is
transparently tendentious , which is why I am writing to request a
copy , since that is my tendency also . I would hope to make use of
this in my fall course in Managerial Economics , where I devote
some time to searching for ( and generally failing to find ) the
causes of economies of scale .

|

Sincerely,
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