
Musical Chairs
The fight to maintain control of a distressed asset is
torcing PE firms to think creatively

"These private
equity firms

have a lot of
dry powder.

They need to
use it.

"
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T
o outsiders, it may appear to be a high­
srakes game ofmusical cham. To the pri­
vate equity firms, however. who are fight­
ing co maintain control oftheir portfolio
companies. the banle is much more

pirdlcd than what goes on in kindergarten classrooms.
Ie's a fight many sponsors have already had co en­

dure, as distressed investors have targeted private eq­
uicy-backed companies knowing full well that their
balance sheers make for easy prey. The sponsors, mean­
while, realize that with everyday that performance stays
flar, the countdown [0 the end becomes shorrer and
,horeer. They may see rhe fmal chair ar the rabIe, bur
the path co occupy it when the needle escapes the
record's groove is nor always so obvious.

Former Wilton Brands majority-owner GTCR
Golder Rauner knows rhis all roo well. JGF Credit
LLC, a TowerBrook Capital Panners affiliate. filed a
petition to force the GTCR portfolio company into
involulHary Chapter 11 after it accumulated rough­
ly $104 million of the company's unsecured debt.
This came JUSt months after Moody's sliced Wilton's
debt ratings outlook to negative and only a couple of

years afrer GTCR pur abour $128 million of equiry
into Wilton in conjuncrion willi other similar invest­
ments.

GTCR was ultimately able to maintain a minori­
ty stake in the business, but TowerBrook and DeutSche
Bank emerged as the new owners of the crafts compa­
ny once ir reemerged from bankruprcy. Calls [0 GTCR
were not returned by press time.

"This has been going on all over the place," says Jef­
frey Manning, a managing director and head of the
special situations group with Trenwith Securities.

Sponsors that recognize early on the likely destina­
cion of an asset if it is headed toward bankruptcy can
move to mitigate the fallOUt. Cattereon Parmers, for in­
stance. brought Sun Capital in as a co-investor for port­
folio company Lang Holdings. Sun provided a $16
million debtor-in-possession loan, and the pair reac­
quired the company through a 363 sale.

These days, however, buying back distressed debt
can be a costly proposition. Manning notes that on
average bank debt could have been had at discounts
of roughly 40% CO par on the secondary market dur­
ing the trough ofthe recession. Today, he says, it's clos-
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er to 90 cents on the dollar. Most sponsors, if they're
willing to pony up, recognize that distressed investOrs
are just as happy to book a profit on the trade as they
would be actually gaining COI1[to! of the asset.

"It's a pretty quick flip," Manning says, adding that
it would still present a compelling opportunity for the
distressed player.

Tom Bonney, founder and managing director of
eMF Associates, believes that situations similar to
Lang will become more common. "You're going to see
more of that type ofdeal, where they bring in a friend­
ly," he says.

Meanwhile, Bonney notes that another solution is
an equity infusion that at the same time solves balance
sheet issues and could position the company to be a buy­
er in an otherwise weak market. "These private equi­
ty firms have a lor ofdry powder," Bonney notes. "They
need to use it."

Of course there are times when a bankruptcy is
unavoidable. Deal pros caution, however, that sponsors
should not use the situation to retaliate against the
creditors by mailing it in. Ripplewood Holdings, fot
instance. was able to get released from liabilities after

its Reader's Digest portfolio company went bankrupt
and Ripplewood helped guide it through the Chapter
11 proceedings.

Karen Ostad, a partner with Morrison Foerster.
notes that when possible. it's better to sell assets - even
at a loss - than being pushed into the background as
a company is shuttled through a reorganization.

The problem, however, is that even when sponsors
are prepared to swallow a loss. a sale is no sure thing.
"Value is cough (Q come up with these days," Ostad
says.

Another solution, one that is surprisingly com­
mon, is for sponsors (Q merely rebid for the assets af­
ter they go through a bankruptcy process. Angelo,
Gordon & Co.• for instance, bought fitness center
Crunch in 2005, but saw the company sink into bank­
ruptcy earlier this year. The flCm paired offwith New
Evolution Fimess Company to reacquire the assets.
This was the same tack taken by Pauiarch Partners
last year, when it re-acquired American laFrance, and
Sun Capital, which re-acquired portfolio companies
Big 10 Tire Stores and Fluid Routing Solutions after
stays in Chapter 11. MA
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