
barbarians at the gate kkr
barbarians at the gate kkr stands as a landmark story in the history of corporate takeovers and
private equity. This phrase is often associated with the dramatic leveraged buyout (LBO) of RJR
Nabisco by Kohlberg Kravis Roberts & Co. (KKR) in the late 1980s, a deal that symbolized the rise of
aggressive acquisition strategies and the growing influence of private equity firms. The narrative
around barbarians at the gate kkr captures the intense bidding war, strategic maneuvers, and
financial engineering that defined the era. This article delves into the background of the RJR
Nabisco buyout, the role of KKR, the financial mechanisms involved, and the broader impact on the
business world. Readers will gain a comprehensive understanding of how barbarians at the gate kkr
shaped modern private equity and corporate finance. The following sections provide a structured
overview of these topics.
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The RJR Nabisco Leveraged Buyout

KKR’s Strategy and Execution

Financial Mechanics of the Deal

Impact on Private Equity and Corporate America

Background of Barbarians at the Gate and KKR
The term "barbarians at the gate" originally metaphorically described external forces threatening
established institutions. In the context of corporate America, it epitomized the aggressive takeover
tactics employed during the 1980s. Kohlberg Kravis Roberts & Co., commonly known as KKR,
emerged as a leading private equity firm specializing in leveraged buyouts. Founded in 1976, KKR
pioneered the use of LBOs to acquire undervalued or underperforming companies by using
significant amounts of borrowed money. This approach allowed them to generate high returns on
equity through operational improvements and strategic management. The story of barbarians at the
gate kkr gained widespread attention due to its dramatic nature and the involvement of key business
figures, making it a defining moment in finance history.

Origins of the Phrase
The phrase "barbarians at the gate" was popularized by the 1990 book of the same name, written by
Bryan Burrough and John Helyar. The book chronicled the intense bidding war for RJR Nabisco,
portraying the private equity firms as aggressive outsiders intent on reshaping corporate America.
The title evokes the image of invaders threatening the established order, which resonated with the
public perception of hostile takeovers during that period. This narrative helped cement the cultural
significance of the RJR Nabisco deal and KKR’s role in it.



Kohlberg Kravis Roberts & Co. (KKR)
KKR was co-founded by Jerome Kohlberg, Henry Kravis, and George Roberts. The firm specialized in
leveraged buyouts, using debt financing to acquire companies and then improving their profitability
to repay the loans. KKR distinguished itself by executing some of the largest and most complex
buyouts in history. Its aggressive and innovative strategies positioned it as a formidable player in the
private equity industry. The firm’s involvement in the RJR Nabisco deal exemplified its approach,
combining financial acumen with strategic negotiation skills.

The RJR Nabisco Leveraged Buyout
The RJR Nabisco leveraged buyout remains one of the largest and most famous LBOs ever
completed. RJR Nabisco was a conglomerate formed from the merger of R.J. Reynolds Tobacco
Company and Nabisco Brands, operating in both tobacco and food industries. In 1988, the company
became the target of a fierce bidding war when its management team sought to take the company
private. This effort quickly attracted interest from several major private equity firms, including KKR,
which ultimately won the bidding contest.

Initial Management Buyout Attempt
The buyout process began when RJR Nabisco’s CEO, F. Ross Johnson, proposed a management
buyout (MBO) to take the company private. Johnson and his team intended to leverage the
company’s assets to finance the acquisition. However, Johnson’s bid triggered competing offers from
outside firms, escalating the price and intensity of the negotiations. The management bid was
initially seen as a way to protect the company from hostile takeovers but soon evolved into a high-
stakes contest involving multiple bidders.

Competitive Bidding War
KKR entered the bidding war with a highly competitive offer, challenging the management team’s
proposal. Over several months, the bids increased dramatically, reflecting the high stakes and
strategic importance of the deal. The bidding war captured the attention of Wall Street and the
media, symbolizing the era’s corporate takeover culture. Ultimately, KKR’s offer of $25 billion won,
setting a record for the largest leveraged buyout at the time. The deal’s complexity and magnitude
underscored the growing power of private equity firms like KKR in reshaping corporate ownership.

KKR’s Strategy and Execution
KKR’s approach to acquiring RJR Nabisco was multifaceted, involving financial innovation,
negotiation prowess, and operational planning. The firm’s strategy revolved around maximizing
value through efficient capital structuring and post-acquisition management. KKR demonstrated the
ability to mobilize vast amounts of capital, coordinate with lenders, and manage complex regulatory
and stakeholder considerations.



Leveraged Buyout Mechanics
KKR structured the deal primarily through debt financing, securing loans and issuing bonds to cover
the purchase price. This leveraged approach allowed KKR to minimize its initial equity investment
while controlling a large corporation. Post-acquisition, the company’s cash flows were used to
service debt obligations, making operational efficiency crucial. KKR’s model relied on identifying
cost-saving opportunities and strategic growth initiatives to enhance profitability and repay debt
swiftly.

Negotiation and Deal-Making
KKR’s negotiation tactics were aggressive yet calculated. The firm strategically timed its bids,
responding to management and competitor offers to maintain dominance in the bidding war. KKR’s
leadership leveraged their reputation and relationships with financial institutions to secure favorable
lending terms. The deal’s success depended heavily on these negotiations, as well as KKR’s ability to
convince RJR Nabisco’s board and shareholders of the value proposition.

Financial Mechanics of the Deal
The financial structuring of the RJR Nabisco buyout was groundbreaking in scale and complexity.
The deal involved billions of dollars in debt and equity, requiring careful planning and execution to
ensure feasibility and long-term success. KKR utilized a blend of high-yield bonds, bank loans, and
equity contributions to finance the acquisition. This section explores the key financial components
that made the purchase possible.

Use of Debt Financing
Debt financing was at the core of the leveraged buyout strategy. KKR raised approximately $20
billion in debt, which constituted the majority of the $25 billion purchase price. This debt was
secured against RJR Nabisco’s assets and future earnings, creating significant financial leverage.
The high debt load increased the financial risk but also amplified potential returns. Managing this
risk required meticulous financial forecasting and post-acquisition operational improvements.

Equity Contributions and Investors
KKR and its partners contributed the remaining equity portion, amounting to roughly $5 billion.
These equity investors stood to gain substantial returns if the company’s performance improved
under private ownership. The involvement of institutional investors and high-net-worth individuals
provided the necessary capital and credibility for the transaction. This blend of equity and debt
financing became a model for future LBOs, demonstrating how private equity firms could leverage
financial markets to execute massive deals.



Impact on Private Equity and Corporate America
The barbarians at the gate kkr episode had profound and lasting effects on the private equity
industry and corporate governance in the United States. It highlighted both the potential and risks
of leveraged buyouts, influencing regulatory policies, investor behavior, and corporate strategies.
The high-profile nature of the RJR Nabisco buyout brought private equity into the public eye,
shaping perceptions and practices in the decades that followed.

Transformation of Private Equity
The success of KKR’s RJR Nabisco deal validated the leveraged buyout model, encouraging the
growth of private equity firms nationwide. It demonstrated that large-scale acquisitions could be
financed and managed profitably through leverage and operational improvements. This led to
increased competition among private equity players and the emergence of new investment vehicles.
The deal also underscored the importance of financial engineering, strategic management, and risk
assessment in private equity investing.

Corporate Governance and Market Reactions
The intense bidding war and subsequent changes at RJR Nabisco prompted discussions about
corporate governance, shareholder rights, and executive compensation. The buyout raised questions
about the role of management in takeover bids and the balance of power between shareholders and
executives. It also influenced market practices regarding mergers and acquisitions, encouraging
greater scrutiny and regulatory oversight. The legacy of barbarians at the gate kkr thus extends
beyond finance, impacting corporate policy and market dynamics.

Key Lessons from the Deal

The significance of strategic timing in takeover bids

The critical role of debt financing in leveraged buyouts

Importance of operational improvements post-acquisition

The influence of private equity on corporate restructuring

Risks associated with high leverage and financial engineering

Frequently Asked Questions



What is 'Barbarians at the Gate' about?
'Barbarians at the Gate' is a book and film that chronicles the leveraged buyout of RJR Nabisco in
the late 1980s, highlighting the fierce battle among financiers, including the private equity firm
KKR.

Who is KKR in 'Barbarians at the Gate'?
KKR, or Kohlberg Kravis Roberts & Co., is a private equity firm known for pioneering the leveraged
buyout strategy and was the winning bidder in the RJR Nabisco acquisition depicted in 'Barbarians
at the Gate.'

Why is the RJR Nabisco buyout significant in 'Barbarians at
the Gate'?
The RJR Nabisco buyout was one of the largest and most publicized leveraged buyouts in history,
symbolizing the excesses and high-stakes nature of 1980s corporate finance, as illustrated in
'Barbarians at the Gate.'

When did the events of 'Barbarians at the Gate' take place?
The events took place primarily in 1988 during the bidding war for RJR Nabisco.

How did KKR finance the RJR Nabisco buyout in 'Barbarians
at the Gate'?
KKR financed the buyout using a combination of debt and equity, leveraging the company's assets to
raise substantial loans, a hallmark of leveraged buyouts.

What was the outcome of the buyout battle in 'Barbarians at
the Gate'?
KKR won the bidding war with a $25 billion offer, successfully acquiring RJR Nabisco.

What lessons does 'Barbarians at the Gate' teach about private
equity and corporate takeovers?
'Barbarians at the Gate' illustrates the complexities, aggressive tactics, and risks involved in
leveraged buyouts and corporate takeovers, highlighting the impact on companies and shareholders.

Is 'Barbarians at the Gate' a true story?
Yes, 'Barbarians at the Gate' is based on a true story and is a detailed account of the real-life
corporate battle to acquire RJR Nabisco.



How has KKR's role in 'Barbarians at the Gate' influenced
private equity?
KKR's successful leveraged buyout of RJR Nabisco set a precedent for large-scale LBOs and helped
establish private equity as a dominant force in corporate acquisitions.

Additional Resources
1. Barbarians at the Gate: The Fall of RJR Nabisco
This classic business book by Bryan Burrough and John Helyar chronicles the dramatic leveraged
buyout of RJR Nabisco in the late 1980s. It offers an in-depth look at the greed, power struggles, and
high-stakes finance that defined the era. The narrative reveals the intense competition among
corporate raiders, private equity firms, and bankers. A must-read for those interested in corporate
finance and the history of Wall Street.

2. The New Barbarians: Thriving in the Post-Corporate World
By Michael S. Malone, this book explores how new types of entrepreneurs and investors, akin to the
'barbarians' of the 1980s, are reshaping industries today. It discusses the evolving landscape of
corporate America and the rise of private equity firms like KKR. The book provides insights into
innovation, disruption, and the shifting power dynamics in business.

3. King of Capital: The Remarkable Rise, Fall, and Rise Again of Steve Schwarzman and Blackstone
This biography details the story of Steve Schwarzman, co-founder of Blackstone Group, a major
private equity firm and contemporary of KKR. It covers the growth of private equity from its early
days through its expansion into a global powerhouse. Readers gain an understanding of the
strategies and personalities that shaped modern leveraged buyouts.

4. Private Equity at Work: When Wall Street Manages Main Street
By Eileen Appelbaum and Rosemary Batt, this book examines the impact of private equity ownership
on companies and employees. It provides a balanced view of how firms like KKR influence corporate
governance, operational efficiency, and labor markets. The authors use extensive research to
analyze both the benefits and drawbacks of private equity.

5. The Buyout of America: How Private Equity Is Destroying Jobs and Killing the American Economy
This critical examination by Josh Kosman looks at the consequences of leveraged buyouts and
private equity practices. It argues that firms like KKR often prioritize short-term profits over long-
term stability, sometimes leading to job losses and economic harm. The book offers an important
counterpoint to more celebratory accounts of the industry.

6. House of Cards: A Tale of Hubris and Wretched Excess on Wall Street
Written by William D. Cohan, this book delves into the collapse of Bear Stearns during the 2008
financial crisis. Though not directly about KKR, it provides context on the high-risk financial
environment in which private equity and investment firms operate. The narrative highlights the
dangers of excessive leverage and poor risk management.

7. Private Equity: History, Governance, and Operations
By Harry Cendrowski and colleagues, this comprehensive textbook covers the fundamentals of
private equity, including leveraged buyouts like those conducted by KKR. It discusses deal
structuring, governance issues, and operational strategies used by private equity firms. Ideal for



readers seeking a technical understanding of the industry.

8. The Partnership: The Making of Goldman Sachs
Charles D. Ellis tells the story of Goldman Sachs, a major investment bank involved in financing
many leveraged buyouts, including those by KKR. The book reveals how Goldman’s culture and
partnerships influenced Wall Street’s evolution. It provides valuable background on the financial
institutions supporting private equity deals.

9. Barbarians Led by Bill Gates: Computers, Business, and the Revolution That Changed Everything
This book by Jennifer Edstrom and Marlin Eller, while focused on the tech revolution, uses the
'barbarians' metaphor to describe disruptive forces transforming established industries. It offers a
different perspective on how innovation challenges traditional corporate structures, paralleling
themes found in the story of KKR and the 1980s buyout boom.
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