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Dear Mr. Roth:

I write to express deep concern about your company’s role in the liquidation of Toys “R” Us,
which resulted in more than 30,000 American workers losing their jobs without severance. While
other companies that played a role in this liquidation — KKR and Bain Capital — have shown
leadership in attempting to resolve this issue by contributing some financial relief to the
employees who lost their jobs,! your company has refused to do so.? I urge you to reconsider.

Toys “R” Us filed for Chapter 11 bankruptcy in September 2017, citing approximately $7.9
billion in debt against $6.6 billion in assets.’ The majority of this debt was a result of the
leveraged buyout (“LBO”) of the company in 2005 by two private equity firms — KKR and Bain
Capital — and Vornado Realty Trust.* Subsequently, five hedge funds — Solus Alternative Asset
Management, Highland Capital Management, Franklin Mutual Advisors, Angelo, Gordon & Co.,
and Oaktree Capital Management — bought up a portion of this debt at a discount, with reports of
at least one distressed-debt holder paying less than 50 cents on the dollar.’

Before the company went private as a result of the 2005 LBO, Toys “R” Us had a debt load of
$1.86 billion.® Sales slumped prior to the 2005 deal, but Toys “R” Us consistently maintained
sales after the buyout, even during the Great Recession.” The company generated $11.2 billion in
sales in the 12 months before it went private and annual sales reached a high of $13.9 billion in

! Wall Street Journal, “Toys ‘R’ Us Owners to Create Severance Fund for Former Employees,” Lillian Rizzo,
September 28, 2018, https:/www.wsj.com/articles/toys-r-us-owners-to-create-severance-fund-for-former-
employees-1538170602.
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https://cases.primeclerk.com/toysrus/Home-DownloadPDF?id 1 =NzI3MDI3&id2=0
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January 2012. In the 12 months through October 2017, just after filing for bankruptcy, the
company generated $11.1 billion in sales.?

But despite steady sales, Toys “R” Us hasn’t made a full-year profit in six years,” largely because
of its unsustainable long-term debt. The $6.6 billion LBO pushed $5 billion of debt onto Toys
“R” Us itself,!° the majority of which has not been paid down since.!! Instead, Toys “R” Us has
been paying on average $467 million in interest payments each year for the last 12 years'? —a
massive amount that reportedly consumed anywhere from half to 99% of the company’s
operating profit, excluding 2014 where there was an operating loss.!* In 2017, the year it filed for
bankruptcy, Toys “R” Us had an operating profit of $460 million — but debt payments of $457
million.'*

According to a June article in Bloomberg, Toys “R” Us could have continued as a viable
American business. The company had a buyer that would have kept nearly half of the retailer’s
800 stores open, saving thousands of jobs. But many of Toys “R” Us’ senior creditors decided
they could profit more and, “see a better return if the company were liquidated and its assets sold
off. By February, some of the lenders were insisting on that approach.”!®

Toys “R” Us had historically paid out severance when it shut down stores,'® which is estimated
to be more than $75 million for the affected workers in this situation.!” The Wall Street Journal
reported that KKR and Bain Capital have thus far contributed a total of $20 million to a hardship
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https://www.bloomberg.com/news/articles/2018-03-09/toys-r-us-downfall-is-ominous-reminder-about-debt-laden-
deals
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fund, '® but without similar contributions from your company, this amount falls well short of
what Toys “R” Us workers are entitled to in unpaid severance.

Your company had a financial stake in Toys “R” Us and played a role in its liquidation and
closure. More than 30,000 Americans lost their jobs because of your decisions, and your
contribution to a hardship fund is vital to begin to make them whole. I ask that you respond to
the following questions:

1. Does your company have any plans to contribute some financial relief to the over 30,000
Toys “R” Us workers who lost their jobs? If not, please explain why. If so, how will you
determine the amount of your contribution to a hardship fund?

2. Given that there was significant interest in keeping U.S. stores open and saving thousands
of jobs, and that key debtholders believed that this was a viable option, how did you
come to the decision of liquidation? Were there other buyer offers that were considered?
If there were offers, why were they declined?

3. A Bloomberg report suggests that Toys “R” Us creditors turned down viable buyers in
favor of liquidation for more profit. Can you verify this? What role did your company
and individuals within your company play in the liquidation decision?

The liquidation of Toys “R” Us — reportedly at the urging of your firm — caused more than
30,000 American workers to lose their jobs without the severance they would otherwise receive.
[ strongly urge you to participate in discussions about financing a viable hardship fund for the
affected families.

I look forward to your prompt attention to this inquiry, and would appreciate a response no later
than October 30, 2018.

Sincerely,

lizabeth Warren
nited States Senator
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Board of Directors Co-Chairs & Co-Managing Partners
KKR & Co. L.P. Bain Capital, LP
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