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Tensions rise 
as PE-backed 
companies 
push limits
By Jonathan Schwarzberg, Reuters

•  Investors fight weakened loan documentation
•  PE portfolio firms seek flexibility
•  Legal conflicts arise among lenders to retailers

Investors are taking the fight against 
an assault on leveraged-loan documenta-
tion to the courts as more private equity-
backed companies, such as troubled retailer 
PetSmart, seek flexibility that could lead to 
raising new debt.

PE firms have been able to exploit red-
hot investor demand for floating-rate U.S. 
leveraged loans and weaken loan documen-
tation as demand continues to outstrip sup-
ply. But this has already produced at least 
two court cases as investors fight back.

Legal conflicts have erupted among lend-
ers to U.S. retailers such as Not Your Daugh-
ters Jeans and J Crew in the past 12 months, 
as issuers added extra debt by exploiting 
loopholes in their credit documents.

PetSmart’s owners on June 4 took steps 
to potentially create additional flexibility by 
creating a new unrestricted subsidiary and 

transferring 16.5% of its online company, 
Chewy, into the new facility.

Investment firm Octagon Credit Inves-
tors last November sued NYDJ and a group 
of lenders after a majority group of lenders 
led by Mudrick Capital in May 2017 provided 
a $20 million loan that ranked senior to an 
existing $144 million loan in the company’s 
capital structure.

The lenders that issued the $20 mil-
lion loan owned most of the existing $144 
million loan and simply informed the 
minority group of their decision without 
obtaining their consent or inviting them 
to participate.

The $20 million loan was problematic for 
the minority group as the majority group 
essentially created a new class of senior 
term loans, subordinating the class of term 
loans for the minority group. Senior bank 
loans hold legal claim to borrowers’ assets 
above all other debt obligations and are 
repaid first in a bankruptcy, before other 
creditors, preferred-stock holders or com-
mon-stock holders are paid.

During arguments in February, New York 
Supreme Court was critical of the move, say-
ing that the group of lenders did not have 
the right to simply approve a new tranche, 
and it affirmed the minority lenders’ right 
to participate in the new debt. The majority 
group then amended the agreement in April 
to allow the minority group the same rights.

“I think it is a warning shot to compa-
nies and sponsors to not get cute with credit 
agreements,” said Geoff Dorment, general 
counsel of Octagon.

The NYDJ case follows a lawsuit that 
J Crew’s lenders filed last year. The suit 
tried to block the company from transfer-
ring intellectual-property assets, including 
its name brand, to an unrestricted subsid-
iary and raising new debt secured on those 
assets.

J Crew, which is owned by TPG Capital 
and Leonard Green Partners, offered to buy 
back $150 million of debt at par if lenders’ 
dropped their litigation. The loans were 
trading at 30 cents on the dollar at the time, 
according to Breakingviews.

PetSmart’s lenders’ are organizing, 
according to press reports, and may follow 
a similar legal route. S&P cut PetSmart’s 
corporate rating to CCC from CCC+, citing 
the firm’s unsustainable capital structure 
and the increased risk of a distressed-
debt exchange after the Chewy transfer. 
PetSmart has more than $8 billion of debt 
outstanding.

NYDJ was seeking to raise new loans 
in 2016 after the company’s performance 
weakened in line with the broader retail 
sector. The Mudrick Capital-led group, 
which owned slightly more than half the 
company’s debt, provided the new $20 mil-
lion loan in May 2017.

LEVERAGED LOANS

Ratings Wrap-Up (May 22, 2018 - June 7, 2018)
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:

5/25/18 Brazos Winebow Group 
LLC = S&P dropped Winebow's corporate credit rating to 

'CCC+' from 'B-'. The outlook is negative.
Winebow's cash flow remains pressured and leverage is 
about 10X  as a result of weak performance in the first 
three quarters of fiscal 2018.

S&P

5/24/18 Clayton, 
Dubilier & 
Rice

CDR HRB 
Holdings, Inc. = S&P lowered HRB to a 'CCC' corporate credit rating 

from a 'B-'. The outlook is negative.
A liquidity crisis, including defaults or a distressed 
exchange transaction, is expected in the next year for 
HRB.

S&P

5/24/18 ION 
Investment 
Group

Triple Point Group 
Holdings Inc. < S&P raised Triple Point to a 'CCC' corporate credit 

rating from 'SD'. The outlook is negative.
Triple Point's rate reflects its ingoing decline in revenure 
and weak liquidity. Over the coming year, S&P forsees 
liquidity problems and hightened default risks.

S&P

5/30/18 Lone Star 
Funds

BI-LO LLC < S&P raised BI-LO's corporate credit rating to 'B-' 
from 'D'. The outlook is stable

BIO-LO emerged from bankruptcy and new capital 
structure foreshadows stable operating performance.

S&P

5/24/18 Oak Hill 
Capital 
Partners 

Bioplan USA Inc. ? S&P affirmed Bioplan's 'B-' corporate credit rating. 
The outlook is negative.

The company has displayed continued weak operating 
performance and would not be able to generate enough 
FOCFs.

S&P

6/4/18 Platinum 
Equity

DMT Solutions 
Global 
Corporation

? S&P assigned DMT a 'B-' corporate credit rating. 
The outlook is stable

DMT is being acquired by Platinum in a leveraged 
buyout from its parent company and S&P expects the 
adjusted leverage to be in the high 5X area.

S&P

6/7/18 TPG  AV Homes, Inc. ? S&P affirmed the 'B-' corprate credit rating on AV 
Homes. 

Taylor Morrison agreed to acquire AV Homes and 
S&P assumes all debt will be to be assumed by Taylor 
Morrison

S&P

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


