Regulating private equity: A jobs issue

Private equity firms bought companies this decade that employ one of every 10 Americans, 10 million people. 

These deals were known as leveraged buyouts – sales in which a private equity group or hedge fund buys controlling interest in a company using borrowed money.

In some cases, these transactions help to rescue struggling companies and put them back on the road to profitability. In others, they bring the company to its knees, whether through poor management or by “stripping and flipping” – removing as much of a company’s assets as possible then turning around and selling what’s left to another buyer. 
Americans for Financial Reform does not want to end leveraged buyouts or shut down private equity. The rules we are asking for simply make these transactions more transparent, so investors know what they are getting into and can make educated decisions about whether they are giving their money to firms that create real wealth – jobs, strong communities – or paper wealth – zeros on the end of a balance sheet, and real unemployment. 

Archway Cookies

    Michigan 

                                         Ohio
                                     California
The company: Archway and Mother’s Cookies Archway's most popular product was Ruth's Oatmeal Cookies Mother's is known for pink and white iced "Circus Animal Cookies", "Taffy Sandwich Cookies
The buyout: Catterton Partners, a private equity firm in Greenwich, Connecticut, bought the company in 2005. [are we omitting the accounting fraud because it’s not clear whether Catterton was responsible?] YES – too dicey
The winners: Despite allegations that Catterton wholly outsourced management of Archway, they and their designees collected about $6 million in management fees and compensation during their nearly four-year tenure running Archway, court documents assert. A spokeswoman for Catterton claims they received less.

The losers: The new operators closed an Oakland, Calif. factory in 2006, laying off all 230 workers. 
Archway filed for bankruptcy in October 2008 and announced plans to close both its plants. The company has since been purchased and the Ashland, Ohio plant has been reopened.

Buffets Inc.

Minnesota
The company: Buffets Inc. was once the largest chain of buffet-style restaurants in the country, employing more than 36,000 people.  In its private-equity owned incarnation the company, now Buffet Holdings Inc. owned 626 restaurants at the end of 2007, including HomeTown Buffet and Old Country Buffet, Ryan's, Fire Mountain names, and Tahoe Joe's Famous Steakhouse steak-buffet restaurants.
 

The buyout: In 2000, Caxton-Iseman Capital and Sentinel Capital Partners bought the Eagan, Minnesota-based company and took it private. Less that two years later, it took out $150 million for its efforts. Things were going so well that in May 2004 Buffets took out another $72 million from the company as profit – keeping most of it since CI Capital owned most of Buffets Holdings.
 Things went south when the company bought out rival chain Ryan’s in a heavily leveraged deal that resulted in a liquidity crunch. With revenues down the company filed for bankruptcy in 2008. 

The losers: A month after bankruptcy filing, the company had shut down 51 restaurants and laid off between 2,200 and 2,300. At the time of the filing,150 Minnesota creditors were owed nearly $5 million.

The winners: Despite the bankruptcy, the two firms managed to make 1.7 multiple on their original investment

      Customized Structures

New Hampshire

The company: Customized Structures made modular homes

The buyout: Watermill Ventures bought the company in 2003 for an undisclosed amount

The winners: Watermill received a $175,000 job creation grant from the state in 2005. After the sale, the company expanded and bought a facility three times its then-current size and then sold it at a quick profit, locking itself into a costly lease-back arrangement. 

The losers: Without a cushion, the company couldn’t weather the housing downturn. Four days before Christmas in 2007, with one day’s, the business was shuttered and 122 workers lost their jobs. The company originally planned not to give severance pay to any of the laid off workers but changed its mind after a conference call with the governor.

Dollar General

              Tennessee, Virginia, Ohio, Oklahoma, nationwide
The company: Dollar General: This discount retailer sells food, cleaning supplies and household goods, mostly in rural towns.  

The buyout: A group of investors led by Kohlberg Kravis Roberts & Co., bought Dollar General in 2007 and took it public in 2009.

The winners: IPO sponsors including Kohlberg took a $200 million dividend before the stock offering.

The losers: Since then, Dollar General has closed stores and cut jobs at distribution centers, laying off hundreds of workers in states including Virginia, Ohio and Oklahoma. 

Freescale

                                               Texas, Florida, nationwide
The company: The Austin, TX-based Freescale makes semiconductors for cell phones, telecom equipment, autos, and various consumer products
The buyout: In 2006, Blackstone Group, Carlyle Group, TPG, and Permira Advisers paid $17.6 billion, then the biggest tech buyout ever.

The winners: No one won in what BusinessWeek magazine later called “one of the ugliest buyouts in history.”
The losers: In 2008, Freescale said it planned to cut 10 percent of its worldwide work force of 24,000. Debt piled on by the buyout continues to weigh down the business 

Hinckley Yachts






    Maine

The company: Hinckley Yachts has been building boats in Maine since 1928 and is known for classically designed, beautifully constructed sailboats as well as sleek, easy-to-maneuver powerboats.

The buyout: Bain Willard Companies, a Boston-based private equity firm, bought Hinckley 12 years ago. It paid about $20 million, equal to about one year in sales, putting down about 25 percent in cash and borrowing the rest. 

The winners: In 2001, Bain sold about 51 percent of Hinckley to Monitor Clipper of Boston for an estimated $40 million in debt and equity.

The losers: With each sale, Hinckley took on more debt, making it harder to maneuver and stay afloat when times got tough. Hinckley went from 625 employees at its peak in mid-2008 to 305 at the end of August 2009.





Linens ‘ Things





   nationwide

The company: Linens ‘n Things  

The buyout: Apollo Management bought the company in 2005 and took it private for $1.3 billion in 2006. 

The winners: No one did well in this botched buyout but Apollo Management did not appear to suffer any long-term damage.

The losers: Linens ‘n Things filed for liquidation in October 2008. At one time, the company employed 17,500 people.
 

Harry & David

    Oregon
The company: Harry & David is food and gift mail order and retail business 

The buyout: Wasserstein & Co. bought Harry & David in 2004 for $252.9 million. 

The losers: A planned IPO designed to pay Wasserstein back didn’t happen. The company cut more than 20 percent of its jobs. Harry & David finished its 2009 fiscal year in June with 1,168 full-time employees, down 339, or 22.4 percent, since early 2005. 
The company froze its employee pension plan in the summer of 2007, though it retained a pension for top executives. Earlier this year, it halted all company matches of its workers' 401(k) retirement accounts. Harry & David's long-term debt soared from zero to $245 million. 

The winners: Regardless of the lack of IPO, Wasserstein and private equity partners still took $82 million they contributed to the purchase price. Harry & David still sends $1 million a year to Wasserstein in management and advisory fees, even though the company is locally managed.
Hawkeye Energy

                                                                  Iowa
The company: Hawkeye Holdings, a major ethanol producer

The buyout: Thomas H. Lee Partners bought an 80 percent stake in May 2006. Three weeks later, Hawkeye filed registration papers with the Securities & Exchange Commission to go public. The buyout deal hadn’t even closed yet, but Thomas H. Lee was already looking forward to an initial public offering expected to generate a huge profit on its $312 million investment

The winners: Even before the public offering, Lee was profiting from the buyout. It took $20 million from Hawkeye as an advisory fee for negotiating the buyout and a $1 million "management fee"--and will soon take about $6 million to meet its own tax obligations. All told, Thomas H. Lee will collect payments of around $27 million by yearend--despite Hawkeye's having earned just $1.5 million in the six months through June. 
The losers: In December 2009, Hawkeye Renewables, a subsidiary of Hawkeye Energy Holdings filed for bankruptcy because of overwhelming debt, turning over two of its four ethanol plants to bankers. The two plants, at Iowa Falls and Fairbank, remain open.
 
 



Hertz Corp.




     New Jersey, national
The company: Hertz Corp. is one of the country’s largest rental care companies

The buyout: Three private equity groups, Clayton, Dubilier & Rice, Carlyle Group, and Merrill Lynch, bought Hertz from Ford in 2005. Less than seventh months later the group filed papers to take the company public.

The winners: Six months after buying the company, the private equity group took $1 billion out of the company and paid it to themselves.

The losers: Profits at the company fell sharply due to the increased debt. For 2006, Hertz reported an increase in revenue of nearly 8 percent but a decline in net income of two-thirds due to an 80 percent increase in total interest payments. Just a few days into 2007 Hertz announced that it was eliminating 1,550 jobs. In January 2009, Hertz announced another 4,000 layoffs. Since the buyout, Hertz has eliminated nearly one-third of its employees.
 

  Hugo Boss





     Ohio

The company: Hugo Boss is a German manufacturer of men’s clothing

The buyout: Permira Advisors has controlled Hugo Boss since 2007. 
The winners: In 2008, several Hugo Boss managers resigned after Permira’s insistence on taking a special dividend of 345 euros out of the company to pay itself

The losers: Hugo Boss employs 300 people at its factory in the Cleveland suburb of Brooklyn. After unsuccessfully trying to get workers there to take a major pay cut, Hugo Boss announced plans to shut it down and move it overseas. They will not say whether or not it is profitable, only that they feel it is not “globally competitive.”

Intelsat





     Washington, DC

The company: Intelsat Global Services operates communications satellites

The buyout: The company was purchased by a pack of private-equity owners--Apax Partners, Apollo Management, MDP Global Investors, and Permira Advisers—in 2005. 

The winners: By the end of 2005, a little more than a year after the acquisition the cost cutting freed up enough cash flow for the private equity consortium to add more debt to the company’s balance sheet and pay themselves a total of $548.8 million in special dividends
The losers: The new owners then cut the workforce by 18 percent in the first year.
Indalex

                                       Illinois, Ohio, Indiana

The company: Indalex was the second largest aluminum extruder in the United States.
The buyout: Sun Capital took over Indalex in 2006
The winners: Creditors claim that Sun Capital has made or received more than $80 million in potentially avoidable transactions-money that could have gone to pay them. The majority of the $80-million figure was derived when Lincolnshire, Ill.-based Indalex sold its 25-percent stake in Hong Kong-based extruder Asia Aluminum Group Ltd. in 2007 for a base rate of $151.2 million, Sun Capital affiliate Sun Indalex LLC received $69.3 million of a $76.6-million dividend to shareholders, according to court documents. The committee also claims that Sun Capital has accepted more than $10 million in management fees since February 2006 despite "managers" of the company already being employed by Indalex. [citation?] It’s from the American Metals piece which is cited but not linked to because you can’t get to it on line
The losers: Hundreds of people were laid off when plants in Connersville, IN, Girard, Ohio and elsewhere leading up to the company’s declaring bankruptcy in April 2009.
  
Mervyns 

The business: 59-year-old retailer of mid-priced housewares and apparel

The buyout: Sun Capital Partners, Cerberus Capital Management, and Lubert-Adler bought Mervyns for $1.2 billion in 2004, promising to revive its sagging fortunes. The new owners then divided the company into separate real estate and retail businesses then doubled Mervyns rents for its own department store space. 

The losers: In July 2008 the company filed for bankruptcy. Reorganization failed and the company eventually liquidated and closed 257 stores, laying off 30,000 workers.

The winners: The private equity firms walked away with $400 million in cash
Nellson Nutraceuticals

             California, New York

The company: Nellson Nutraceuticals manufactures nutritional food bars and powders for weight loss, sports training and wellness
The buyout: Fremont Partners bought the company for $300 million in 2004. 

The winners: Less than two years later, Fremont borrowed $100 million in part to pay themselves a dividend of more than $55 million.

The losers: Nellson owned a plan in Ira, N.Y., a small upstate town where the original company that was founded. The plant shut down in March 2005, putting 108 people out of work. It was the town’s largest employer.
NewPage

           Wisconsin

   Ohio

The company: NewPage Corp., which made coated paper at its plant in Kimberly, Wisconsin. 

The buyout: NewPage, the Miamisburg, Ohio-based paper manufacturer controlled by Cerberus since 2005, took on almost $2.3 billion of debt when it bought Kimberly in December 2007 The company shut the Kimberly plant down in 2008.

The winners: In 2007, Cerberus CEO Stephen Feinberg’s compensation was a staggering $330 million.
The losers: Since Cerberus took over, NewPage has closed two plants in Wisconsin and one in Ohio. The Kimberly plant employed 600 workers averaging 28 years of service. 
 Representatives of the workers say Cerberus spurned offers from at least four other companies to buy the plant because they thought they would make bigger profits by reducing the supply of paper. Cerberus agreed to try to find a buyer – one who didn’t make coated paper – after a local Congressman got involved and workers staged a massive rally at Cerberus’ New York headquarters.

Powermate
Nebraska 

The company: Powermate manufactures portable generators, air compressors and pressure washers.

The buyout: Sun Capital Partners and York Street Capital Partnership bought Powermate, then called Coleman Powermate, in 2004.
The winners: The private equity partners took a substantial payout [Does the resource you guys used state the amount of the payout? I haven’t been able to find it.], no, how important is that? known as a dividend recapitalization, when business was booming as a result of Hurricane Katrina.

The losers: When the company filed for bankruptcy in 2008 it also announced plans to close its Kearney plant, eliminating 260 jobs. Creditors have sued the private investors claiming they loaded the company up with debt, rendering it immediately insolvent.

Roundy’s





Wisconsin

The company: Roundy’s is supermarket chain founded in 1872 in Milwaukee. The company operates Pick N Save, Copp’s, Rainbow Foods and Metro Market grocery stores in the midwest.

In 2004 Roundy's had revenues of over $4.77 billion. 
The buyout: In 2002, Roundy's was taken private through a purchase by the Chicago private-equity firm Willis Stein & Partners." 

The winners: Willis Stein plans to take a $75 million dividend. That sweet deal comes on top of the $270 million Willis Stein has already taken out of the company through a 2006 deal in which the firm recouped 120 percent of its $225 million investment.

The losers: On January 19, 2010, a round of layoffs occurred at the corporate headquarters in Milwaukee. 62 full-time employees were released due to "economic conditions.

                                                   Simmons Bedding
Georgia

The company: Simmons has been making mattresses and sleep products for 135 years.

The buyout: Seven different private equity firms bought and flipped mattress maker Simmons Bedding Inc. in just over 20 years. Thomas H. Lee Partners was the latest owner and the one that brought it to bankruptcy

The losers: 1,000 workers lost their jobs. The fallout was disastrous for bondholders who could have lost as much as $575 million from the bankruptcy. 

The winners: Thomas H. Lee Partners, the private equity firm that bought the company in 2003 pocketed around $77 million in profits despite its failed investment. All told, the various private equity owners have made around $750 million in profits from Simmons over the years.
 Wall Street investment banks also made millions arranging for numerous takeovers of Simmons since its first sale in 1991 when the company had just $164 million in debt.
Travelport
   New Jersey, Colorado

The company: Travelport Ltd. was a travel-reservations conglomerate with brand names like Orbitz.

The buyout: The Blackstone Group with Technology Crossover Ventures and One Equity Partners bought Travelport in 2006. 

The winners: In March 2007, the investors loaded up Travelport Holdings with $4.4 billion in debt, using $1.1 billion of the money to pay shareholders – including themselves.

The losers: Under private equity ownership, 841 people -10 percent of the workforce - lost their jobs. Most of the layoffs came from the company’s Denver office. The massive debt load leaves the company extremely vulnerable to bankruptcy. 






Warner Music Group

The company: Warner Music Group 

The buyout: Paying $2.6 billion, just more than half of which was debt, a group led by the buyout firm Thomas H. Lee and including Bain Capital closed the deal in February 2004.
The winners: Thomas H. Lee Partners, Bain Capital and Providence Equity Partners, together with Edgar Bronfman Jr., received some $1.4 billion from dividend payments through May 2005 from the music company, which continued to lose money.
The losers: After the acquisition, the new owners laid off 1,000 employees and ended contracts with nearly half of the artists on its roster.
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