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Turnaround
S.hop To Net 15x
On Attends Deal
By Bernard Vaughan

SNAPSHOT
Target: Attends Healthcare Inc.
Price: $315 million
Sponsor:Domtar Corp.
Seller:KPS Capital Partners LP
Legal Adviser:Seller: Paul Weiss Rifkind Wharton & 
Garrison LLP

KPS Capital Partners LP expects to return
about 15x its investment in Attends
Healthcare Inc. when it closes its sale of the
company, slated for the third quarter,
according to a source. 

The New York-based firm, known for
buying manufacturing companies about to
flatline, announced Aug. 15 an agreement
to sell the maker of incontinence briefs,
pads and other products to Domtar Corp.
for $315 million.

The deal demonstrates that sponsors

are still able to sell companies despite tur-
moil in global markets, at least given the
right situation. Strong performance
throughout the Great Recession and the
fact that Domtar has a lot of cash on hand
enabled the Attends deal to go through,
Raquel Palmer, a partner with KPS Capital,
told Buyouts. 

“We were not concerned with the tur-
moil in the market,” Palmer said. 

The company, then known as PaperPak
Products Inc., was losing money when KPS
Capital bought it 2007, investing $20 mil-
lion of equity. The firm re-branded it;
upgraded its manufacturing equipment; cut
unprofitable products and expanded into
new lines; cut freight costs by bringing its
freight management in-house; and closed a
manufacturing plant in California that
saved $5 million. The company also benefit-
ed from an aging U.S. population whose
health is deteriorating, she said. 

“Our CEO Mike Fagan was fond of saying
that every day he woke up he had 10,000
new customers,” Palmer said. 

Today Attends generates annual sales of
approximately $200 million and an esti-
mated run-rate EBITDA of $39 million,

according to a Domtar press release. The
Greenville, N.C.-based company employs
330, which Palmer estimated was about
the same or a bit fewer than the number of
people the company employed when KPS
Capital bought it.

KPS Capital also sponsored two recapi-
talizations of the company, which includ-
ed cash distributions of $35 million and
$60 million.  

Since early 2010, KPS Capital has taken
full advantage of the revived capital mar-
kets, completing an aggregate of $1.6 bil-
lion of recapitalizations which included
more than $640 million in cash distribu-
tions to KPS Capital. Another notable
example was its $465 million recap of cop-
per manufacturer Global Brass & Copper in
August 2010, which included a $164.8 mil-
lion distribution. 

When asked if KPS Capital is readying
any other companies for sale, Palmer said
the firm is instead in full-on buying mode. 

“We’re the busiest I’ve ever been in my
career,” said Palmer, who has been working
with the KPS Capital founders since 1994.
“Whatever is happening in the market right
now is very good for KPS.”
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E xecutives at KPS Capital Partners LP
sold a slew of companies at the top of
the market, closed a new fund while
investors still had cash, and avoided

catching falling knives in 2008 even as many
firms got burned after diving into the turn-
around market too early. Now that knack for
timing is going to get a serious test, with KPS
Capital sitting on more dry powder than ever
before despite an ostensibly improving econ-
omy and a rebound in the credit markets.

Limited partners give the New York-based
turnaround shop the benefit of the doubt, in
part because of its previous foresight. KPS
Capital took advantage of what turned out to
be a bubble in valuations, selling eight of 11
portfolio companies by August 2007. “We are
selling everything that isn’t nailed to the floor
at prices that are between stunning and
inconceivable,”  Michael Psaros, a managing
partner at the firm, told The Wall Street Journal in
May 2007. Partly as a result, the firm’s vintage
2003 $404 million KPS Special Situations
Fund II LP has generated a more than
respectable 1.9x investment multiple as of
March 31 for the California Public Employees’
Retirement System. 

Indeed, KPS Capital’s limited partner
meeting in November 2007 marked a heady
time for the firm and its investors. The firm
had just raised, in less than four months, $1.2
billion for its third fund, which has since
been upsized by an additional $800 million.
The economy was sliding into a recession,
and the firm’s investors were giddy with deal
prospects for the firm. But what they then
heard from Psaros wasn’t at all what they
expected: KPS Capital didn’t expect to do a
single deal in 2008, believing that the weak-
est companies would be the ones to fail first.

“Had they put money to work before
the bottom fell out, they’d probably be lick-

ing their wounds... I think being cautious
early in the recession makes sense,” said
Barry Gonder, general partner at Grove
Street Advisors, a longtime investor in KPS
Capital funds.

Despite having invested between $200
million and $300 million of Fund III’s $2 bil-
lion, KPS Capital has its work cut out for it
when it comes to deploying the rest of the
fund over the remaining four years of its
investment period. To do so, KPS Capital
would have to invest roughly the amount it
raised for its entire 2003 fund every year.

Perhaps the firm’s biggest competition is
the rebound in the capital markets. The abil-
ity of companies to amend and extend loan
maturities, secure loan-to-own deals and
attract private investments in public equities,
or PIPEs, has let them avoid limping into
bankruptcy and, potentially, into the arms of
KPS Capital.  Earlier this year, the firm lost a
deal in which it would have purchased a
company pursuant to a structured bankrupt-
cy; instead, a buyout shop did a PIPE that con-
verted into a 20 percent stake in the compa-
ny at a value that exceeded what KPS Capital

executives thought the entire company was
worth. “I don’t understand how a limited
partner can make an investment in a fund
that does PIPEs,” Psaros said. “If I want to I
can call my broker at JPMorgan and buy
stock on the public market without paying
someone 20 percent carried interest.”

Many market analysts say the default rate
won’t be as expansive as once believed.
Standard & Poor’s, for example, recently
slashed its September 2010 high-yield default
forecast for U.S. issuers to 6.9 percent from
13.0 percent.

Three KPS Capital limited partners inter-
viewed by Buyouts expressed cautious opti-
mism over the firm’s ability to invest the
capital effectively. “Whenever a GP has a
dramatic jump in fund size it’s certainly a
risk factor—it’s worked for some GPs, it’s
been a catastrophe for others,” said Charlie
Huebner, a managing principal at RCP
Advisors, an investor in the firm’s second
and third funds. “We’re hopeful that
because of the strategy they have and the
fact that they’ve been getting better and
better, and given the environment we’re in,
they’ll see enough opportunities to deploy
that and see the same types of returns they
saw in smaller funds.”

The KPS Capital Method
Not many firms go where KPS Capital

does. The firm wades into turnaround situa-
tions that are so thorny—from troubled
auto-part manufacturers to makers of adult
diapers—that most firms wouldn’t even
consider them viable deals.

KPS Capital’s method of turning a
company around starts with buying
assets at or below liquidation value, often
through bankruptcy processes; dramati-
cally reducing the debt and liabilities;

GP PROFILE:
KPS CAPITAL NOT WORRIED
ABOUT BIG WAR CHEST
By Bernard Vaughan

Firm: KPS Capital Partners LP

Senior Executives: Michael Psaros, man-
aging partner; David Shapiro, managing
partner; Jay Bernstein, partner; Stephen
Hoey, partner and CFO; Raquel Palmer,
partner. 

Strategy: Invests in turnarounds of
underperforming or distressed business-
es, financial restructurings and business-
es in bankruptcy.
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Headquarters: New York
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