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urviving the Last Big
uyout of the Eighties

How Jerry Richardson of TW Holdings is
bearing up under $2.4 billion in deb.

ootball fans thought Jerome
Richardson was nuts to quit
the Baldmore Colts in 1961,
. After oply two years, the
protuising Rookie of the Year gave up a
$9,750 salary and playing wide receiver
to Hall of Pame quarterback Johnny
Unitas for a $4,000 investment in the
first franchise of an unknown hamburger
joint called Hardee’s, But Richardson’s
big gamble paid off. He and his college
football buddy, Charley Bradshaw, par-
layed that single Hardes’s restaurant into
Sparran Foods, a small fast food empire
that they took public in 1969. The duo
sold Spartan to Trans World Corp. in
1979 for 380 million.

Today, the 6-foor-5 Richardson is
gambling again. Bur this time the odds
seem much longer. He is CEO of TW
Holdings, the LBO with the dubious dis-
tinction of having been the last highly
leveraged deal of the Eighties to close,
With $2.7 billion in annual sales from
fast food restaurants and an institutional
food service business, the company must
tackle 2 $2.4 billion tower of debt. And
this time Richardson's partners are not
homespun pals. They are New York’s
much-feared Conisron Partners—Keith
Gollust, Paul Tierney, and Augustus
Oliver—who won the company with a $3
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billion bid in July 1989. Richardson, 54,
figures that if Coniston had not bought
TW Services, someone glse would have,

Coniston Partners’ opening $2.5 bil-
lion salvo in Qctober 1988 followed
attacks on TW by Qdyssey Partners in
1983 and Ronald Perelman in 1986.
Uldmately, Coniston forced the board of
TW, which was left behind when TWA
was spun off in 1984, to take bids from
Marriott and Kohlberg Kravis Roberts,
among others.

OPPORTUNITY TO GROW

Now that Goltust, Tiermey, and Oliver
own 32 percent of TW, Jerry Richardson
seerns almost happy to have them on his
tearn, “It would have been difficule if
we'd had to sell {core] assets to make the
deal work,” he says in his 16th-floer
office at TW Holdings’ elegant new
headquarters in Spartanburg, South
Carolina, But the company’s new pwners
prorised not to break it up, and so far,
the Coniston boys have been as good as
their word. “With our debt and our part-
ners, we have an opportunity to grow,”
says a hopeful Richardson,

TW Holdings is already huge. It’s the
narion’s fourth-largest food service com-
pany after PepsiCo, McDonald’s, and
Marriott. The Spartan Foods subsidiary is

the largest and most successfil Hardee’s
franchisce and also owns 213 Quincy’s
steakhouses in ninc states. TW owns and
operates most of the restaurants in the

Denny’s chain, which grossed more than:

$1.4 billion last year. And its Canteen unit
has some $1.4 billion in annual industrial
and nadonal park food service contracts.
Last but not least is El Pollo Loco, a
$100 million grilled chicken chain based
in California.

Although the TW pontfolio is
crammed with good businesses, the deal
that Coniston and Richardson crafied to
buy this imposing outfit trashed its bal-
ance sheet, Debt more than doubled
from $1 billion prebuyout to $2.4 billion.
And chanactenstic of the late Eightics
buyour, roughly $700 million of the $2.4
billion filling TWs horizon is junk.

Sure there’s cquity in the deal
Coniston pur up $187 milfion or 50 to buy
its first 19 percent stake in TW Services.
But when the two-stage LBO finally
closed in December 1989, Coniston trad-
ed more than $50 million of that equity
for senior notes and junk debt and ook
back more than $10 mullion in cash, In
all, the current book value of TW's equi-
ty is only about $140 million. Back out
the company’s $1.4 billion in goodwill
and tangible net worth is negative to
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the tune of more than $1.2 billion.

The debt strucrure is enough to make
the hardiest of souls blanch, The compa-
ny owes some $977 million to 2 45-bank
syndicare led by Citicorp—3677 million
of it at rarcs that float berween 1.5 per+
ceng above prime and 2.5 pereent above
LIBROR. Below that is $200 million in
scnior potes paying 18 percent; $150
million in floating rate scnior notes, NOw
at zbout 13 percent; and $100 million
in junior convertible bonds paying 10
percent.

Richardson and CFQ Walter Brice
also face $397 million in zero coupon
bonds, which accrete at a whopping 17
percent par vear. When the zeros tarn
cash pay in 1994, the principal will have
escalated 1o $712 million. As if all that
were not enough, there is $388 million in
11 and 10.25 percent mortgage bonds
on restaurants peddled last year to help
retire a $450 million bridge loan, and a
revolving $250 million credit line that the
company can tap for up to 10 months per
year. “A lot of deals were premised on
refinapcing, asset sales, unrealistic appre-
ciation of vash flow, or the expeciation
that the market would go up,” says
Coniston’s Oliver, “That was not the case
here, We knew we had the cash flow
before we did this deal.”

A NARROW ESCAPE

Perhaps Oliver and Richardson think
this capital structure is viable because they
almost created an even more highly lev-
ered balance sheet, When the junk bond
market collapsed in October 1989, they
were out rying to scll an even riskier deal
10 investment bankers, That plan calted
for Coniston 1o take back some $155
million of its equity at the closing and sell
about 40 percent more junk. In short,
Caoniston would have owned 52 percent
of TW for only $32 million, Had that
deal flown, the ensuing recession would
have landed some big flics on TWs fast
food. But luckily, it was a no-go.

When the financing plan collapsed,
Coniston had already bought most of the
old TW stock and was on the hook for
$1.1 billicn in bridge loans. To save the
deal, Coniston was forced to leave most of
its equity in TW and rake a $50 million
piece of the floating rate senior notes.
TWs investrment bankers at Donaldson
Lufkin Jenrcte took the other $100 mil-
fion in senior notes, The Cidcorp-led bank
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syndicate stepped up for much of the rest.

Burt even with the improved strudture,
Richardson and Brice won't have it easy.
To cover cash interest pavments, TW
must pump out at least $225 million a
year, savs Michael Mueller, a restaurznt
analvst at San Francisco’s Montgomery
Sceuritics. Not to mention another $400

CEO Jerry Richardson expects TW
Holdings to pay off its debts on
schedule, “18% going to be close, bur
it keeps you on your roes,” he says.
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Steve McManus, bead of
TWs 485 Hardee’s, spends
wnost of bis vimme i the
field. “The thing I disitke
the most is the financinl

stuff” be confides.

milfion or 5o berwgen pow
and 1994 to meet sched-
uled principal payments on
bapk debt. Come 1994,
when the zeros kick in,
interest paymenrs will rise O
around $300 million a year.
1n shorr, TW Holdings will |
have to incease cash flow
by at least 6 percent per year
just to stay even,

Difficult? Yes. Impossible?
Not according to  Jerry
Richardson. *We have a read
COmUTItICHT 10 making sure
that this does not um out to
be 2 poor investment for any-
one, whether it be our part-
ners at Coniston, the banks,
the people who bought our
bonds or the stockholders,”
he asserts. “I know that we
can make this thing work,
Tt’s going to be close, but i
keeps you on your xs.”

Surprisingly, Richardson
has put real mongy-—not just

. papes—where his mourth is.

With the change in control, he eamed 2
$2.2 miflion gelden handshake, But he also

. swapped his 73,250 shares in the old TW

Services—worth some $2.5 million at the
buyout price of $34 per share—for 630,000
shares in the new TW Holdings. He cut a
$13.5 million check for another 3.4 mil-
lion shares when the deal closed and has
since picked up 14,000 more shares at an
average cost of $5.45, according to Fr.
Lauderdale’s Invest/Net Group, In all,
Richardson may have invested nearly 15
percent of his net worth in TW.

And Richardson isn’t alone, His endre
mapagement tearn has equity in the deal,
“No, we dont like this debe,” says CFO
Brice, “But the fact is, it’s there. And we
didn't have a bunch of managers cut and
run when Coniston came in.” Together,
the company’s operating men Own maore
than 4 percent of TW’s stock, worth
some $18 million at the recent price of
$4.06 per share.
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The Coniston boys are likewise confi-
dent shout their first rakeover, “Obviously
in any highly leveraged siruation, given
the cvents over the last fow years, you have
t0 be very carefiil abour making wild pro-
jections,” savs Oliver. “But this is 4 com-
panv that has been historically recession
resistant in 4 business that has been histor-
ically recession resistant.”

KEEP THE HYPE GOING

Tust weathering the recession won’t do
the trick for this food service company. Tt
needs to grow—and fast. Head across
Spartanburg from TW's gleaming new
headquarters and vou get an idea of how.
It's 7:30 aM., and an unannounced H.
Stephen McManus, head of TW's 485
Hardee's restaurants, sits in the parking lot
of the Asheville Highway Jocadon, clock-
ing the team at the drive-through window.
Customers call in orders at a menu board,
then pull up. As fast as they can hand over

their moncey, tiey've got their bags. In70
sceonds, ton cars drive through. “Wowt!™
McManus scribbles on a card, which he
hands to the gratified young pan at the
window when he picks up his own juice
and coffee. “We like to keep the hype
going,” he explains, That’s one reason this
ouler grosses $1.5 million a year.

Next McManus swings by a few com-
peting McDonalds, Arby’s, and Burger
Kings. There are no lines at their drive-
through windows and their parking lots
are half full. “Forty-two direct competi-
tors in our Systeml went out of busincss
fast year, including Jack’s, Wendy's, and
Burger Kings,” McManus gloars, But he's
not relaxing. Hardee's offers incentives
like free coffee for senior ¢itzens, cheap
birthday parties for kids, and coupons for
free icc cream whenever cstomers are Jess
than satsfied. “Qur average sale was
$2.64 in 1990, up from $2.55 in 1989,
and we can raisc that higher.”

A 21-year veteran of Spartan Foods,
McManus isn't wortied. Last year, he got
the funds to open 19 new Hardee’s, This
year he plans to build 32 more. But for
McManus, the bottom line is doing his
job right. “The thing I dislike the most is
the financial stuff,” he confides, “It's not
that I don’tunderstand it. But I'd rather
be working with people in these restau-
rants, moavating them.”

One hears similar can-do talk from
Bernard Scoty, the new head of TW's
Denny’s chain, who also spends most of
his time in the fcld. “You always have the
debt on your mind, but we're very focused
anid we feel we can acconplish what we set
out to do,” he says. A 17-year veteran of
Denny's, Scort has secn big improvements
since TW bought the chain for $800 mil-
lion in §987. Richardson, then TWs pres-
ident, began donning aprons in Denny’s
kitchens just as he’d donc at Hardee’s
since 1061, Word spread fast, lifting
morale. Now, more than haif of TW’s
Denny’s have been remodeled. '

TW’s biggest cheerleader, though, is
Richardson. He works 17 hours a day to
lead his team to glory. “There are no
magic wands in the restaurant or food scr-
vice business,” he says, “Rut to be success-
ful is not complicated. You have to have
the right team in place, people have to
work hard, and people have to be happy.”

To outsiders, fast thod may not scemia
likely candidate for leverage, partcularly
given the savage price CUtting now going

APRIL 1991

PR




rnc 000 'WOl"‘kCl’S

Rorag

5t st hi

i On 3 clear day in Spartanburg; South Carohna you can sce TW Holdmg"

ﬁhﬂdmg 18-story office toiver at the corner of East Main and Conversg fron
way, " “The tower, as proud Totals &t i it, replaced an -\bandoncdj"_

"mP?Y}' G Penney; and has transformed the own sinc opcmn

h‘ior‘ bﬂncs neirbyt For this miracls; &
firclsg
‘él&”‘t& e:mIc maghard Roger Millked %
r d

Umping millions inro e foca] con

xd:: ‘ﬁzT‘?V‘ CRYE:

Y,

fo vng Mzﬂxken :

on in the hamburger chaing, But plenty of
food scrvice companies have been LBOs,
Some have bombed, nanely Copeland
Enterprse’s Church’s Fried Chicken and

Popeye’s, and Jerrico’s Long John
Silver’s. Qthers such as ARA Services and
Shoncy’s have done very well,

So fir TWWs results look pretty good. In
the first year of operation, the LBO
increased sales by 6 percent, to $3.7 billion,
Cash flow grew 12 percent, to 3444 mil-
lion, The company thus casily covered
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nrerest along with $145 miflion in planned
capital c,\pgndjmru . Richardson even pre-
paid 540 million in bank debr. Impressive,
given the recession, “Last November
cvervone scemed resigned 10 the fict that
we were not going to make our plan,”
savs TW General Counsel Louis Hawell,
“But Jerry hung in there, telling folks that
we'd just have to double our etforts.”
Sall, TW ran short of its plan by about
38 million on both revenues and income.
Denny’s, which added 29 restaurants last

vear, showed a fabulous 20 percent gain
in cash flow, ro $186 milhon. Volume
was also up at Quincy’s, where cash flow
grew 18 percent, to $41 million. Bur at
Hardee's, competition kept cash flow
gtOWTh to only 5 percent and cut into
mirgms. Canteen’s revenues, hurt by lay-
offs in the auto, defense, and aerospace
industrics, were flat and its cash low grew
only 6 percent, 1o about $120 miliion,
There are also huge opportunitics at El
Pollo Loco, w hcrcc cash flow was off 25
pereent, to $12.5 million because there's
a vhicken war raging in Califorpia,

But smart moency scoims 1o be hanging
in. Murual Series Fund, managed by
Michael Price, owns 600,000 shares,

Wertheim Schroder, which reportedly
picked up the sreb stock from its arbirage
desk more than a year ago, is hoidmg
more than 800,000 shares. I\cmpcr
Financial Services has more than 5 percent
of the stock and some debr, says Vickers
Equity On-Line, a stock tracking service.
Says Kemper analyst Rémy Fisher; “We
expect theit cash fow to grow 5 to 8 per-
cent this year and about 10 pereent once
the economy snaps back.”

The New York investment firm of
Baker Nye also holds nearly 1 percent of
the stock and some of the junk. Says part-
ner Jeffrey Greenblaw: “Youw'd be sue-
prised how rnany fast food places don’t
upderstand how to serve hot foot hot
and cold food cold. You won't see thatin
any of Jerry Richardson’s outets.”

The consensus among these savvy
investors is thar TW will ger muoch of the
growth it needs from a $150 million
annual capital spending Program. If
things get tough, they figure, it won’t be
uitil 1993, when scheduled payments of
bank debt rise over $100 million per year.
And the capital spending program ¢an
provide a cushion if needed,

Yet TW's bankers remain confident.
Listen to NCNB Corp. Chairman Hugh
McColl, who bas been lending Richard-
son money since 1961, “At one tdme,
they owed us $10 million on a neg worth
of zip, but in the fast food business you
can operate with negative working capi-
tal. You buy hamburgers and buns on 30-
dav terms and sell burgers daily,” says
McColl, “You can operate with more
debt than cquity because you're turning
the inventory so fast. It took me a long
time, as a young loan officer, 10 get the
people at the bank to understand that.”
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Eamings should also
improve as TW moves its
Denny’s and Canreen head-
quarters from Irvine, Cali-
fornia and Chicago to
Spartanburg. Of the 500
employees aow working in
those offices, TW expects
only 100 to stay on. Says
Brice, *I'm not going to
make any projecrions, but I
can tell vou thar when we
rook over Canteen, the top
four people left and we cur
$17 .2 miltion of overhead
the first year, We cut a similar
number ar Denny’s when
we went out there in 1987.”

Despite all this enthusi-
asmn, the markets have not
exactly given TW a cesound-
ing vote of confidence. In
the 14 months since the deal
closed, investors have been
on a rofler coaster ride, The
stub stock, of which roughly
30 percent is publicly held,
hag traded as high as §6 per
share and as low as $2.30
and recentdy traded at $4.06,

Prices in the credit mas-
kets have been equally
volatile, The 15 percent
senior notes traded close to
par in late 1989, rose to
$103 per $100 of face valug
last July and then bumped
between 396 and 374,
according to New York’s
Indepth Data Inc. In March the bid price
was $87.25. Similarly, the 17 percent
zeros had a bid price of $45.50 a month
after their issue but fell as low as 533

‘before closing last month at $47.75 on

accreted value of $55.

TW bonds were not buoyed last year by
the company’s frantic scramble to pay off
$450 million in bank bridge financing by
the December deadline, “Tt was a very
closc call in a tight market,” says Brice,
After privately placing morttzages on 240
Denny’s in the Japanese instintional mar-
ket, he had hoped to raise the rest by selling,
bonds backed by mortgages on 387
Hardee’s and Quincy’s, But by the time TW
began selling the second shug of mortages,
credit in the real estate macket had dried up.
“We knew we had the underlying property
values, with profitable enterprises in good
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CFO Walter Brice: Ny we don’r like the debr.,
Bur the fact 15, it’s there.”

locadons, Butwe got mortgages of only 55
o 60 percent on the maost conservative
property valuadons. Tn a normal market,
we'd have gotten 70 percent.” The sales
closed just in the nick of gme.

Brice got another unpleasant surprise
when he tmed to sell noncore assers to
help raise the needed cash, Among these
were the Milnot canned fivoxd subsidiary,
American Medical Systems, a stake in
Winchell’'s Donuts, and the Rowe
cigarctie vending machine subsidiary.
From these, he expected to raise $140
million. As it wurned out, he gor only 865
million. He made up the difference
through sale leasebacks of the headquar-
ters and on several Hardee™s and Denny's,

The markers don’t appreciate D]
current attempt to sell s $100 il
won picce of the semor notes either,

Says Patrick Fallon, a DIJ
vice president: “Everyone
understpod [at the ouwsct]
that it was sornething we
hoped cventually to reti-
nance,” But pow that the
bridge loan has been paid,
the credit markets have
grown increasingly leary of
leveraged deals. Fallon thus
allows that placing the
notes might “rake a good
couple of months.”

The way Gus Qliver sees
things, all this weakness in
the markets could provide a
chance to buy back some of
the high cost debt, How
would TW pay for such an
offer or get its bankers to
consent? “That’s a good
question,”  Oliver  says.
“There’s an opporunity,
but we have to find a way 10
do it and we're not there
yet.” But even if Brice can-
not Conk up some wiy to
trade junk for less expensive
paper, Oliver is sanguine.
“Those zeros provide sub-
stantial yields to matud-
ty—over 20 pereerit—sa if
you're a believer, it's a
terrific security to own,”

By all accounts, Richard-
son has always risen to 2
challenge. Even as a boy
in Fayetteville, North
Carolina, he was driven.
The son of a barber and 4 deparument
store clerk, “Stick™ Richardson played
high school football but many thoughe
him too slow to play varsity in college.
Diligent practice won bim a partial foot-
ball scholarship to Spartanburg’s Wofford
College and nvo years on the Colts. Says

Vofford President Joab Lescsne, Jr., on
whose board Richardson served for 12
vears: “He is absolutely tenacious. If he
says he can do spmething, it will abso-
lutely get done. [ don't understand the
numbers, bur I'll tell you this. 1 sure
wouldn't ber against him.”

Richardson cleacly is in a ditfferent
league than when he was a rookie for the
Colts or building Spartan Foods. But he's
running wirh the ball. And if anyone can
lead the ream (o victory in this high-
stakes game, Jerry Richardson ¢an, o
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