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Toys ‘R’ Us 
outlook cut  
to ‘negative’ on 
refinancing risk
By Robert Daniel
• Toy retailer must refinance in “challenging” environment
• Outlook cut to “negative”
• Corporate-credit rating affirmed at B-

The outlook for Toys “R” Us Inc, the 
Bain Capital Private Equity-backed toy 
retailer, has weakened because the com-
pany will have to refinance certain debt 
in what will be “challenging” capital mar-
kets, Standard & Poor’s said.

S&P analyst Robert Schulz cut the out-
look on the Wayne, New Jersey, company 
to “negative” from “stable.” He affirmed 
his B- corporate-credit rating, on the com-
pany, whose holders also include KKR and 
Vornado Realty Trust.

S&P might lower its rating on Toys “R” 
Us if the risks to its ability to refinance 
its 2018 debt maturities or to otherwise 
sustain its capital structure increase, the 
analyst said. Or it could cut the rating if 
it concludes that the company couldn’t 
refinance its 2018 maturities at par.

Some $400 million of secured and 
unsecured debt is maturing in May and 

October 2018, and additional debt the fol-
lowing year, Schulz said.

The outlook cut reflects “the poten-
tial for challenges to a timely refinanc-
ing over the next year of the 2018 debt 
maturities, given the volatile capital-mar-
ket environment for most leveraged spe-
cialty retailers,” Schulz wrote in a June 
19 report. This “[heightens] refinancing 
risk,” he said.

The affirmation of the B- rating is 
based on “existing liquidity, and expected 
operational progress to support refinanc-
ing,” the analyst wrote. Market prices for 
the 2018 and 2019 debt maturities appear 
near par, he said.

Intense competition from online and 
large big-box retailers will pressure mar-
ket share and revenue, Schulz said. But 

he also expects “modest free operating 
cash flow in 2017” after inventory grew 
in 2016 and used cash.

“Inventory issues remain a risk, and 
the company remains dependent on the 
holiday season for a majority of EBITDA 
and cash flow,” he said.

S&P expects profit in 2017 to decline 
modestly on low-single-digit revenue 
declines, “partly offset by cost reduc-
tions,” Schulz said.

Toys “R” Us and Bain Capital Private 
Equity declined comment.

People line up outside a Toys “R” Us store just before midnight to buy toys in advance of the film 
“Star Wars: The Force Awakens” in Times Square on Sept. 3, 2015.  REUTERS/Carlo Allegri

Ratings Wrap-Up (June 15, 2017 - June 27, 2017)
The following table lists select ratings actions on the debt of an LBO-backed company by either Moody’s Investors Service or Standard & Poor’s.

Date Sponsors: Company: Arrow: Action: Highlight: Rating 
Service

6/27/17 Apollo Global 
Management

EP Energy LLC = S&P dropped EP's corporate credit rating to 'CCC+' 
from 'B-'. The outlook is negative.

EP faces heightened risk of a distressed exchange of its 
debt due to restrained cash flows.

S&P

6/19/17 Bain Capital 
Private Equity

Toys "R" Us Inc. ? S&P affirmed the 'B-' corporate credit rating on 
Toys "R" Us. The outlook is now negative.

The company is in a volatile market and experiencing 
weak credit metrics.

S&P

6/19/17 Cerberus 
Capital 
Management

DynCorp 
International Inc. < S&P raised DynCorp's corporate credit rating to 

'B-' from 'CCC+'. The outlook is positive.
Dyncorp has won new business and improved its 
profitability.

S&P

6/16/17 MacAndrews 
& Forbes

Flavors Holdings 
Inc. ? S&P dropped Flavors' corporate credit rating to 

'CCC+' from 'B-'. The outlook is stable.
Flavors Holdings is in a position of strained liquidity, but 
should meet its debt obligations.

S&P

6/20/17 Parthenon 
Capital 
Partners

Performant 
Financial Corp. = S&P dropped Performant's corporate credit rating 

to 'CCC' from 'B-'. The outlook is developing.
Performant's ability to meets its upcoming debt 
maturities is questionable. 

S&P

6/23/17 Rhone Capital GK Holdings Inc. = S&P lowered GK's corporate credit rating to 'CCC+' 
from 'B-'. The outlook is negative.

GK's facing pressure of its operations caused by low 
cash clow and thin liquidity.

S&P

6/23/17 Sun Capital 
Partners

Vince, LLC = Moody's lowered Vince's corporate family rating to 
Caa2 from Caa1. The outlook is now negative.

Vince's negative cash flow effected its operating 
performance and business profile.

Moody's

6/16/17 Yorktown 
Partners

Armstrong Energy 
Inc. = S&P downgraded Armstrong's corporate credit 

rating to 'CC' from 'CCC-'. 
Armstrong decided to forego its interest payment and 
has entered a 30-day grace period.

S&P

Source: Standard & Poor’s, Moody’s Investors Service and Buyouts
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