Spalding Restructured Again

Norman
R. Solberg

iy Seprember 4, 0 United Seates federal bankerypt-
ey eourt approved: thi sl of the ssers of Top-Flite
Goll' Carp. Top-Flite, the Former Spalding Sports
Warldwide and the fist American manufacrirer of
polf cliths and golf balls, wis sold o Callaway Golf
Campany, currently the world's largest golf club
minfactrer

This pues an end, at lesst for the forsesable fute,
tor the hﬁdrpﬁ:dm:-nprmrinﬁi. of ane of the mas f-
maus American manofacturens of sports equipment,
I realbty, Spaliling has changed owners many fdmes
before. but the current sale ook effect under court
superyision o accemplish certain: resules available
anly snder the Unites Stares hakruproy liws,

Thar facr is especially ineresring because it may
shiow howr similarcases mny occur in the fuoee, bath
in-the United Stares-and clsewhers, Avd of cours
the sale han relevanee to all of us wl'!l:) Felliw r_!u: s

ot gnilf.

[l explain the legal procedures below, but fin lec
me provide a linle backaround ahoot the compiny
and s histry, i

A, Spalding was'a famous baschalf piccher in the
TR70's wha, like others of thar perind, mude his awn
hasehalls, He stared his company I 1876, and ex-
panded o golf by importig ol duba from Seor-
Lariel aronaned 123, making clubs in America in 1894
and polf balls in £8Y95. The goif line became very
popular Tndeed, the fest golf clubs 1 ever wied wese
my grandlather’s Ao G Spalding & Brother "Robset
T Jomes, Jr" model clubs made in dhe 1930,

Spalding golt balls are now sold under the well-
ko Tap-Flite, Strara and Ben Mogan brands Top-
Flite, ai the company has boen known recenely, his
beea the-second-largest polf ball manefcrarer in the
United Stares, behimd Acushmer, which muokes Tiele-
isz and Pinnacle balls, Top-Flire has a buge plane near
Springfield, Massachusers and another in New York
Seate, Lo addition, the company bolds miny-key pa-
rents and his perhiaps the lowescos producion op-
erations i the golf ball mndusery, Ar full capaciny,
can produce abour 30 million dosen golf balls per
vear, However, in the present economy, industey -
bysts say that only abowe 19 million dosen are being

produced

As | said, Spalding has changed awners before, In
1955 |’y‘ru|1:jﬂ Rubber Cl:rl'nruu}' of ‘Ckhio, Lifer
known a5 Eventlo Company.a nnutacturer.of bakor
hatsles and other infanr producrs, began o acgquine
shares of AUG. Spalding, Inc. ewnnally aequiring
caneeol, In: 1963, Pyramid merged with a company
alled Drunhill Inernarional, and chen Thmhill snd
the Al 'arts Corporation, & maker of auromohile
mufflers, merged under the name Questor Carpara-
tion, Banhill and AP Piris were both awned and
eun by ane of my childhood clagsmates in Toledo,
C¥hie amd her family:

By 1998, golf products were 5394 million of feales

or 77 percent of its bosiness: It wi oot profitabile,
hawever.
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Whin happened? Was it bad managemenst Could it
have heen puar marketing srrdegies? Tired hromde
Far too much debez All thzse could be causes, bur in
fact often bosiness difficulties are 2 fesult of changes
in the market or 0 the coofomy a4 whole, In
Spalding’s cage; ivseems. clear thar an increasingly
comperitive industry die to new and highly aggres-

‘sive enteanes like Callaway, Mikie, Adains, Onliemar

ard several mthess shifts of mumufcmnng o China
anitl ather bovw cost areas, plis a decline inindosry
siles in the lare 1990° put unbearable pressures 'on
its business and forced it ine urher radical ressrac-
furing;

Coneditionz gor so b thay Spalding sold the Fronie
lire of golf produces, and then in April of this year
it ek the unissal seep of selling all of is non-golf
businesses, including all inflarable balls and other
aports equipment — and even the long-famous
Spaldiog brand nume — 103 competiton, Russel| Athe
letic Corporarion, The remaiming company changed
its name 1o The Top-Flite Geolf Company, bawed on
the Top-Flire golf bally and dabs; it leading brund

11 terms ol FEVETILES .'.|:|||.| '|.1|.'\|;|t;r.x.

However, these effores were oo laee. By June 2003,
the compam:s 5250 million insales for 20002 could
simply nor sppore 8530 million i debt and the
marker had, in m."ﬂlﬂ.g;:n:u:rll,"h vicw, become i|:|:|.|1|:sq§5i-
hly comperitive, The end was in sight, Management
looked for 2 buyver for what remadined.

Arthie point, bowever. buyers for what had become
ewsentially a Filed com pany were very scarce. No o
winted the delt burden and fn order ro ger any 1ea-
somable price for thie ussews, the company would have
toy tranafer them free of the. Habilige:

T aveomplish this requined Top-Flite, a5 the sompa-
ny was pow named, 1o declare bankruproy under
Chaprer 11 of the United Stares Bankrupeey Code,
However, the legal proceduse wied wis thar af wha
is called a "Section 363 Sale.”™ Sectivin 363 winibles
debior o sell property: other than in the ordinary
coblirse of busingss with the approval of the Bank-
ruprcy Court and thus o ovedd having w file a-plan
af (eI atinn and ENPARE i 3 !l:ng,li_]'l:r FECOVETY
pdess.

In other words, this §s o progess that permits & seller
to sedl awiers withaur lengthy nepotiacdens with cred-
itoes: Tn realivy, like other Section 363-Sales the sale
wits preplanned and agreed with the buven, which
wias Callasy: All derails were agreed snd submiteed
tor the Bankroprey Cour as o “pre-packaged” deal,
[his has in recent vear become = domnant method
of sefling ageem by insolvent debeary:

Maturally, It is common for creditors and other po-

tenclal buvers e object 1o a Section’ 363 %ale on
prounds thar ir is & scheme tooserp them of various
pristectinns of the Bankrpiey Code. However, as-
suming thar one can meet the test of 1 sound busi
ness purpose; sich as the presence-of severe cash fow
prevhbemms and o thoe of Tiguidarion ey may Jed
ter gven wecirse reselts for credivors, cour wall allow
chis precedure,

A Section: 303 Sale Begine wich ‘what s called dhie
wlentificarion of o "il.'lf-l:irlg hesese” hu}'l;:.-l'lli'u s

 bover who taked the lead, posibly encouraging

other buyers, bue in face s expecting o conclude
the sale fsedl, Neotice i then given 1 other interes-
red parties, who ey wids o bid agains e sealk-
ing horse hiyer's commitment, ynder bidding terms
approved by the court, An aucton mkes place un-
der coure supervision: o gssure thar the “highest 2nd
best” offer for the awees i abtained, Thir may n-
clude Eiceort other-than price, sl ok 5}1|:I§d_ Fnarnc-
img-availablity, lkelihood of regulatary: problems,
cre. Unce chosen by the cour, it enters un order to
direct the sabe that normallvsays thar the buver ales
the assers free of labilities and it gess the beneflt of
awignments fany contraces proposed o be acquired,

[t iz beyond thescope of this article o discuss other
types of bankmuproy procecdings, bur ic i elear thar
thie Secrion 303 proce s very anictive to botly 4
h_l.l._lre'r u.l.'li!_ tor an selier that o I:r:rjng Ton Al much as
passilile of s declining business entiny

Callaway Golf wanred Top-Flire's very low-cost golf
ball prt!u.h:u_'rilm Facilitien and ‘|!'L1p~|."ri.t|;"a Leritiaeds, Te
conslel also i Top:Fliee's technology snd 1o stop
hmving o pay patent royalties, Callaway jeselt had
entered the polf ball basinés in recent years, bur iz
had never made o profic and hod limiced marker
share, with a plant hiving capacity of only six mil-
lievn ddoxeenn Bcills Er viar. Under the dial nug-_i:ﬁhﬂ:d
with Top-Fliee, it became the sralking horse with a
hid of $125 million for the assers, free and clear of
dehe

Taylar Made Golf @ subsidiary of Adidas-Salomaon
AG, quichly. offered o compering bid. Nike and
Acushner were other obvious prospective bidders,
hat meicher stepped  forward. Acuwdnes alteady foad
such high market share in ol balls that it would
have had anooruss regulatory: problems in achieving
4 deal,

H:\.‘ NL‘J‘:It'l:nll'u::. alter mare than 30 bids aml conner-
hicks, Adiclas withdrew, sl the Bankrupicy Court
approved the sale to Callaway for $174:4 million:

Chie pos-price fxeeor may have been thae Callaveay
J'l!:lnm:v:! et mmaintain the '!i.q:l-l"']il'.ﬂ I:-u-cl:n::-l:}" m Massa-
chusetts, a mijor local employer with 235 workers.
Adidashod made no such commirment

Some of the Top-Flite brands may decline, but e s
st |:ii:g'|lv thar (_':lil.aw_\r will preseTve them 1 hw;;
markes share, In addicion, the Ben Fogan club line
i+ constdered m be "premium-qualicy,” snd seaches
a different geoup of customeens compared with Call-
avay 3own clubss which generally have 3 forgrang.
gmeamprivement reputation, My puess s that
Callwwity, which is 0 company with irrong mrket-
g skills: will doirs bese oo strengrhen all the ac-
quited hrands.

Thar would begond for dhe induwstry, for godfers wha
have wider chotee of products and for the legacy of
Spalding and of Ben Hogan, The lace Ely Callaway
1 oedten enmcired Tor n.uFtil‘lg the gﬂll_ind“\l.r_'.' oy
business-ariented. Seldom recognived s that his
macher's counn was 3 mzn named Bobere 1. Jones,
I, perhaps the most beloved spormman in golf is-
Ly, {:.:.“ﬂ.ﬁ'ﬂ.}-. lamsell a fine gulﬁ:r. tomake Jiries as
his persona] madel, '
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