
Leveraging Market Uncertainty in 
Restructuring Private Equity Investments 

by Liam D. Ahearn, David L. Herman & Peter S. Kaufman 

We are sharing an article written by members of Gordian Group about the current distressed and 
restructuring environment, specifically, how sponsors can use uncertainty (in this case created by the 
COVID pandemic) to their advantage when engaged in portfolio company restructurings.  This piece is 
featured as the cover article in the January/February 2021 issue of the Journal of Corporate Renewal for 
the Turnaround Management Association. 

About Gordian 

As a quick primer, Gordian (www.gordiangroup.com) is the only investment bank in restructuring that 
eschews lender and financial creditor representation.  We thus only advise Companies and their 
shareholders, Boards and sponsors, which allows us uniquely, to give our clients unconflicted advice 
aimed at protecting and/or creating value for Old Equity. While other advisors will work for all sides, 
with Gordian you’ll never have to wonder whose side your advisors are on. Our lack of conflicts allows 
us to be aggressive and effective advocates for Old Equity constituencies, upsetting the traditional 
“value waterfall” that oftentimes sees old equity wiped out. 

We have been particularly busy since the start of the COVID-crisis, helping sponsors and their portfolio 
companies navigate through - and actually take advantage of - the pandemic. Please see the following 
article summarizing our recent PE advisory activity, including case studies of specific engagements 
(Report From the Front: Private Equity Restructuring in the COVID Era).  

http://www.gordiangroup.com/
https://urldefense.proofpoint.com/v2/url?u=https-3A__t.sidekickopen83.com_s1t_c_5_f18dQhb0S7kF8bWKXFW10GzsD59hl3kW7-5Fk2841CXdp3VP1kYH2Q2h7rW2dykcg3ZsZ7N101-3Fte-3DW3R5hFj4cm2zwW3P4GBg3SXXBXW49PHnM1JxwY5W1Lyzbr3S-2DpXvW4cgB3-2D3T4FqMW3JF45Z4hGQZZW1GHbH34fN0QNW4fPf-2Dy41S2fwW41p0Zz3JF3YrW4kFl1V3K8Pvc0-26si-3D8000000004205391-26pi-3D1d9c4cc6-2Da2c6-2D46ab-2Dbc12-2D87a015722d8e&d=DwMFaQ&c=euGZstcaTDllvimEN8b7jXrwqOf-v5A_CdpgnVfiiMM&r=HJ-EDuD91_7WKuOw3eeiWbyqFi3nD3Kncqb4BsgyyHA&m=P2ZhxvN4cUFwlfAtx1aOks4tIsks0QEE2vw8T35dlN4&s=aIocHENXV5TLiMYqvLhlKB-l7RPZiHOsdXsAps7-Z9k&e=


Journal of 
Corporate 

Renewal

6

Jan/Feb
2021

BY DAVID L. HERMAN, PARTNER; PETER S. KAUFMAN, PRESIDENT; 
& LIAM D. AHEARN, MANAGING DIRECTOR, GORDIAN GROUP LLC

LEVERAGING MARKET 
UNCERTAINTY

IN 
RESTRUCTURING PRIVATE 
EQUITY INVESTMENTS



Journal of 
Corporate 
Renewal

7

Jan/Feb
2021

There is necessarily a tension 
that exists in any financial 
restructuring, and this is 

particularly so in the current 
environment considering that: 

1 Creditors want both to (a) avoid  
an immediate write-down, 

particularly if they believe the business 
may rebound in the near- to mid-term, 
and (b) have shareholders/sponsors 
fund additional equity to support the 
business, all while keeping the company 
on a short forbearance leash.

2 Conversely, boards, shareholders, 
and management do not want to 

work solely to preserve, and create, 

value for the benefit of their creditors 
or to invest additional capital 
underneath “Mt. Debt,” particularly 
given uncertainty as to the timing, and 
extent, of a turnaround.

This is especially relevant in situations 
involving private equity firms, which 
have their own financial return 
expectations, investment horizons, 
and—most critically in workouts—
perhaps additional capital available to 
invest under the right circumstances.

Today, nimble companies and 
sponsors want to take advantage 
of market uncertainty to achieve 
advantageous global capital structure 
solutions, while creditors seek to 
avoid that. The exogenous market 
today presents an opportunity to 
restructure to the benefit of sponsors—
and even for sponsors concerned 
about lender relationships, there may 
well be a necessity to do the same.

Drivers of Private Equity 
Restructuring
Certain themes are consistently 
being seen across restructurings, 
including the following:

1 COVID Operational Impacts. 
Companies are running afoul  

of certain covenants (e.g., leverage, 
coverage) and/or require incremental 
liquidity as COVID-19 takes its toll in 
their marketplaces.

2 Lender Wants. Lenders fear 
uncertainty and want sponsors/

owners to inject new equity beneath  
the existing capital structure (Mt. Debt)—
all in return for only short-term waivers 
(three to nine months).

3 Sponsor Mindset. Sponsors 
appear to be separated into the 

following two categories:

a.  Those that acquiesce and “kick 
the can” for a finite period of time, 
without any global restructuring 
or long-term fix. This can be for 
a host of reasons, including an 
institutional relationship with 
lenders across the portfolio or the 
desire to minimize the immediate 
capital commitment required.

continued on page 8
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b.  Those that are prepared to reject 
the kick the can approach and 
require (i) an advantageous (to 
shareholders and management) 
capital structure overhaul and/
or (ii) a multiyear covenant 
and debt service holiday.

4 Lender Concessions. Sponsors 
willing to put in new capital have been 

able to command meaningful concessions 
from banks and junior creditors.

5 Valuation. In these uncertain 
times, lenders—and more 

importantly, their legal and financial 
advisors—have a harder time feeling 
confident in what “credible” projections 
look like and, in turn, the valuation 
implied by such projections. 

Said differently, financial creditors are 
vulnerable to companies and their 
sponsors being able to credibly support 
either a downside forecast and valuation 
or an upside forecast and valuation.

In that respect, it means creditors 
need to be concerned about both 
a “new value” plan under a low 
valuation scenario, and a “cram 
up” in a high valuation scenario. 
Prior to COVID, it was far easier for 
creditors to assess which path was 
most likely to be proffered—and 
how to handicap the outcome.

6 Implications Related to CLOs. 
CLO funds have become an 

increasing majority of the private credit 
market over the last several years. 
According to the International Monetary 
Fund, “CLOs outstanding more than 
doubled since 2010…driven by activity in 
the United States.”1 In an October 2020 
report, the U.S. Securities and Exchange 
Commission estimated that CLOs 
comprise roughly 50% of the $1.2 trillion 
leveraged loan market and 85% of loans 
they hold are “cov-lite.”2 

CLOs are generally prohibited from direct 
lending as a result of tax exemption rules, 
which constrains their ability to provide 
liquidity in a restructuring, whether 
in the form of additional borrowing 
capacity, DIP financing, or otherwise. In 
addition, CLOs in certain circumstances 
can be limited in their ability to 
compromise or exchange debt for lower-
rated debt or equity due to concentration 
and credit risk considerations.

As was the case in the last recession, 
constraints placed on CLO funds by 
their internal investment requirements 
may limit what those funds can do in a 
restructuring (e.g., funding new capital 
in a non-investment-grade situation, 
converting debt into equity, etc.).

While certain amendments to the 
Volcker Rule should mitigate certain 
of these constraints, CLOs themselves 
will ultimately need to amend 

underlying fund documentation to 
take advantage of this flexibility in 
preexisting funds.3 And while new 
funds have begun to address this, 
the impact on the CLO market as a 
whole will be modest for some time.

This all provides additional leverage 
and currency for sponsors in workout 
situations. Said differently, lending 
groups comprised in whole or in part 
by CLO funds are concerned about 
having to hold equity and/or do not 
have the ability to provide incremental 
funding themselves and are thus willing 
to consider extreme amendments. 
“A rolling loan gathers no loss.”

Carrots and Sticks
Armed with good (and, with respect to 
the creditors, unconflicted) investment 
banking advice, as well as legal advice 
and credibility, distressed sponsor-
backed portfolio companies should 
be able to take advantage of a crisis 
and uncertainty. This includes right-
sizing the capital structure with 
minimal shareholder dilution and 
obtaining covenant runway (e.g., for 
18 months to two or more years) and 
meaningful principal and amortization 
relief—particularly if it is prepared 
to reinvest in the business to fund 
any working capital deficit that has 
developed as a result of COVID. 

While all workouts are unique in 
their circumstances, the common 

continued from page 7

The changes in individual and societal behavior caused by COVID-19  
will result in increased bankruptcy filings for those companies— 
and entire industries—that do not or cannot innovate fast enough. 

Sponsors willing to put in new 
capital have been able to command 

meaningful concessions from 
banks and junior creditors.
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denominator for success is when 
sponsors are prepared to reject 
lenders’ demands to “give us more 
money, we will give you a little time, 
and there is no change to the capital 
structure—just kick the can.” 

And that is because acceding to those 
demands inevitably results in the 
company and sponsor losing much 
of their negotiating leverage when 
they are back at the table with their 
lenders in the coming months, having 
done much of the heavy lifting in 
stabilizing and improving the business, 
weathering the COVID storm, and 
avoiding a fire sale in the interim. With 
the current dip in implied valuation 
due to COVID and uncertainty as to 
the timing of a full recovery, working 
for the benefit of creditors to rebuild 
value is not an appealing prospect 
for companies and sponsors.

But what to do? While private equity 
firms can be much more nimble than 
their portfolio companies’ lenders and 
can use lack of market clarity to great 
advantage, a restructuring can only 
succeed if companies and sponsors 
are well-advised in developing 

strategies—usually comprising “carrots 
and sticks”—to encourage lenders to be 
accommodative of the sponsor’s goals.

To do this, it is critical to:

• Understand the motives, 
agendas, strengths, weaknesses, 
concerns, and constraints of the 
constituencies around the table

• Develop defensible and credible 
alternatives that the creditors 
will not like but will need to 
take seriously (the sticks)

• Present one or more alternatives 
that creditors will view as a 
better outcome relative to the 
stick scenarios (the carrot).

As part of the development of a 
restructuring strategy, it is also important 
to recognize that sponsors have their 
own considerations and limitations in 
investing new money. They need to 
prove to their investment committees 
that the return on any new investment is 
worthwhile. While that analysis often has 
the benefit of looking three to five years 
out and assuming conditions revert to 

normal, an already overlevered capital 
structure (without any meaningful 
reduction in pro forma debt) may 
make the internal rate of return (IRR) 
of any new investment coming in as 
equity fall short of fund requirements. 

Remember, equity value—in particular, 
equity value in a distressed situation 
in which equity is arguably out of 
the money from a strict waterfall 
perspective—still holds both control 
and also option value, which is a 
function of both the term of the 
option (runway, including through 
debt service and covenant relief) and 
the strike price of the option (how 
much debt is in front of equity).

One novel carrot strategy that has been 
employed in these situations involves 
the “debt spring back” and “debt spring 
down” structures. While having certain 
roots in the old “cash flow note” concept, 
these structures go much further in 
terms of recapitalization strategies and 
have regulatory and tax implications. 
Notably, the upside for creditors does 

continued on page 10
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not need to include warrants or equity, 
thereby limiting creditor upside, 
but rather the possibility of having 
debt reinstated should the company 
meet certain financial metrics.

These strategies provide optionality to 
debtors in times of uncertainty and can 
assist in bridging negotiating gaps with 
lenders in restructuring scenarios.

The debt spring back is part of an overall 
immediate right-sizing of a company’s 
capital structure, which can also be 
accompanied by permanently shedding 
a portion of the lender’s debt stack 
through a simple write-down ($X).

The debt spring back, in its basic 
form, works as follows:

1 An amount of the debt facility ($Y) 
is allocated into a contingent 

liability that effectively sits in the “ether”

2 If the company achieves certain 
agreed-upon operational 

benchmarks down the road, the lender 
“springs back” into preexisting debt up to 
the full amount of the contingent liability

A variant of this approach is the debt 
spring down, which includes the same 
amount of debt write-down but leaves 
the principal amount of the capital 
stack undisturbed at close. However, 
if after an agreed-upon term (perhaps 
two years) the company has not 
achieved the agreed-upon operational 
metrics, then $Y of the debt “springs 
down” (i.e., is written off as well).

In short, the spring back right-sizes 
the capital structure immediately while 
providing a debt reinstatement option 
to the lenders should performance 
come back as hoped. Conversely, 
the spring down gives the company 
an option to right-size the capital 
structure long-term, while allowing 
the lenders to avoid an immediate 
write-down. This functionally is a 
variation of a kick the can strategy 
that provides a hedged outcome. 

This construct is able to address the 
internal return issues previously 
identified, as it provides a lower “equity 
option strike price” (i.e., less debt) in a 
base or downside case situation, and 
only results in a higher strike price 
(i.e., more debt) in an upside situation, 
where the sponsor’s target IRRs have 

already been achieved. From the 
lenders’ perspective, the strategy avoids 
an uncertain outcome in a contested 
restructuring and allows for additional 
capital from the sponsor to come in 
underneath them, while providing 
some upside insurance in the event 
performance exceeds expectations.

Examples of a restructuring transaction 
including spring back and spring 
down are shown in Figures 1 and 2, 
respectively. For illustrative purposes, 
it is assumed that no equity or 
warrants are awarded in the spring 
up and spring down. Both scenarios 
also assume the following:

1 Total debt of $120 million

2 LTM EBITDA of $10 million and 
target EBITDA of $20 million

3 A permanent write-off of $20 
million, together with $50 million 

subject to the spring down or spring back

In Figure 1, leverage is reduced to 5x at 
close. Lenders have $50 million subject 
to the spring back. The spring back 
calculation is set so that for every  

Get ready to spend less time 
looking for business bankruptcy 

information and more time using it.

This new member benefit will 
give you a competitive advantage 

and help you make more informed 
decisions regarding the bankruptcy 

and distressed sectors. 

NEW TMA MEMBER DISCOUNT 
ON BANKRUPTCYDATA.COM  

Learn more and sign up at turnaround.org/BKData

TMA members can now access 
a FREE 30-day unrestricted 
trial of BankruptcyData.com
and also receive a 25% discount
off of the original first-year 
subscription rate.  

continued from page 9
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Figure 1

Spring Back Pro Forma Capitalization

Current Write-Off
Spring Up 

Contingency
Post 

Restructuring   Full Spring Back

Secured Debt  $ 120  $ (20)  $ (50)  $ 50  $ 50 

Spring Up –                             – –                            – 50 

Total Debt  $ 120  $ (20) $ (50) $ 50  $ 100 

EBITDA  $ 10 $ 10  $ 20 

Leverage 12.0x 5.0x 5.0x

Figure 2

Spring Down Pro Forma Capitalization

Current Write-Off
Post 

Restructuring
Spring Down 
Adjustment Full Spring Down

Secured Debt  $ 120  $ (20)  $ 100  $ –  $ 100 

Spring Down –                             – – (50) (50)

Total Debt  $ 120  $ (20)  $ 100  $ (50)  $ 50 

EBITDA  $ 10  $ 10 $ 10 

Leverage 12.0x 10.0x 5.0x

continued on page 12
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$1 that EBITDA exceeds $10 million, 
$5 of debt is reinstated, up to  
$50 million. Assuming $20 million 
 of test year EBITDA, the full $50 million 
 is reinstated.

In Figure 2, $100 million of debt remains 
on the balance sheet at close, so leverage 
is elevated at 10x. The restructuring 
spring down is set so that the company 
can reduce its debt load $5 for every 
$1 that EBITDA is below $20 million, 
up to a cap of $50 million. Assuming 
$10 million of test year EBITDA, the 
full $50 million is written off.

Conclusion
While every restructuring situation is 
different, and the foregoing springing 
debt concept is but one example 
of a carrot to use in negotiations 
with creditors, it is illustrative of the 
dynamics currently in play in the 
world of COVID-19: companies, 
boards of directors, and sponsors have 
significant leverage in negotiations with 
creditors, but “it takes two to tango.”

Those same companies, boards 
of directors, and sponsors—
together with financial and legal 
professionals experienced in these 
types of situations—must analyze the 
limitations and constraints of those 
same creditors and be prepared to 
be flexible and creative to develop 
not only negotiating sticks (borne of 
lack of conflicts and a will to achieve 
considerable creditor concessions) 
but a proposed restructuring that is 
a better outcome for the creditors 
than the alternative “or else.” J

1  “Global Financial Stability Report: Markets in 
the Time of COVID-19,” International Monetary 
Fund, April 2020, p. 30, imf.org/-/media/Files/
Publications/GFSR/2020/April/English/text.ashx

2 “U.S. Credit Markets – Interconnectedness 
and the Effects of the COVID-19 Economic 
Shock,” U.S. Securities and Exchange 
Commission, Division of Economic and Risk 
Analysis, October 2020, p. 12, sec.gov/files/
US-Credit-Markets_COVID-19_Report.pdf

3 “July 2020 Commentaries: Volcker Rule 
Covered Fund Amendments: What They 
Will and Will Not Do for CLOs,” Jones Day, 
jonesday.com/en/insights/2020/07/volcker-
rule-covered-fund-amendments-and-clos
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…companies, boards of directors, and sponsors 
have significant leverage in negotiations with 

creditors, but “it takes two to tango.”
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Report From the Front: Private Equity Restructuring in
the COVID Era

gordiangroup.com/insights/private-equity-restructuring-in-the-covid-era/

We have been busy, since the pandemic started, with the Sponsor community, with both new
and repeat Sponsor clients.  Our advice has been used for private equity firms experiencing
portfolio company capital structure issues, as well as at the overall fund-level, looking over
the portfolio.  We also continue to work with public and private boards faced with
restructuring during these uncertain and unpredictable times.

Given this experience, we thought it might be helpful to our friends to both flag some themes
that seem to be a constant in this new environment (see below) and provide detail around
the outcomes our clients have been able to achieve (see recent case studies of these
engagements here).

Themes Driving Private Equity Restructuring

1. Companies are running afoul of certain covenants, most usually liquidity and leverage
covenants, as COVID-19 takes its toll in their marketplaces.

2. Lenders are fearful of uncertainty and want Sponsors/owners to inject new equity
beneath the existing capital structure (or as we call it, “Mt Debt”) – all in return for only
short-term waivers (three to six months).

3. Sponsors with vision, and will, are rejecting this approach, and instead
are requiring either (a) an advantageous (to shareholders and
management) capital structure overhaul and/or (b) a multi-year
covenant and debt service holiday.

4. In connection with achieving number 3 above, Sponsors are willing to inject new capital
if they have it available.

How We Help and Recent Outcomes

Gordian, working with counsel, devises bespoke private equity restructuring strategies –
usually comprising what we term “carrots and sticks” – to encourage lenders to be
accommodative of the Sponsor’s goals. 

https://gordiangroup.com/insights/private-equity-restructuring-in-the-covid-era/
https://gordiangroup.com/wp-content/uploads/2020/10/COVID-Case-Studies-1.5.21.pdf
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PRESENTATION: COVID Case Studies

Our unique lack of creditor clients among investment banks in our space (we alone eschew
creditor representations) has always allowed us to recommend, and implement, various
aggressive and credible sticks to benefit our Sponsor and board clients. Together with our
creative development of certain carrots, our clients have been able to achieve extremely
shareholder-favorable outcomes, and in a short amount of time.

RELATED: Creating Advantageous Restructuring Tactics for Debtors

Conclusion

While all of these situations are unique in their respective circumstances, the common
denominator for Gordian success is a client that is prepared to reject the lenders’ demands of
“give us more money, we will give you a little time and there is no change to the capital
structure – just kick the can”.  

And that is because doing so (kicking the can) will inevitably result in the Company and
Sponsor losing much of their negotiating leverage when they are back at the table with their
lenders later this year or early next, having done much of the heavy lifting in stabilizing and
improving the business, weathering the COVID storm and avoiding a fire sale in the interim. 
With the current dip in implied valuation due to COVID, working for the benefit of creditors
to rebuild value is not an appealing prospect for our clients.

Instead, we work with and for our clients, together with counsel, to use the COVID crisis as
an opportunity to right-size the capital structure with minimal shareholder dilution and
obtain covenant runway for 18 months to two or more years and meaningful principal and
amortization relief.  In this uncertain environment, we believe our Sponsor clients can be
much more nimble than their lenders, so we use the lack of market clarity to great advantage.

We are also always looking for opportunities for our sponsor friends to go on the offensive –
for example, purchasing debt at advantageous prices on account of the COVID crisis, or
having Sponsor money available for someone else’s distressed situation. While this has not
materialized yet in our deals, it is always an option we flag for opportunistic Sponsor clients.

We would welcome the opportunity to set up time to discuss these issues – and opportunities
– with you. Please email Leslie Glassman or call her at (212) 767-9800 to set up a discussion. 

https://gordiangroup.com/wp-content/uploads/2020/10/COVID-Case-Studies-1.5.21.pdf
https://gordiangroup.com/insights/private-equity-series/restructuring-scenario-the-novel-carrot/
mailto:ljg@gordiangroup.com?subject=Meeting%20Request
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