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Caesars Entertainment
Introduction

Caesars Entertainment Operating Company (“CEOC”, formerly Harrah’s Operating Company)

filed a voluntary bankruptcy petition on January 15th 2015. This occurred after several years of
severe performance deterioration, as a consequence of the “perfect storm”: a) unexpected

contraction in the gaming/casino industry, right after the large Harrah’s/Caesars M&A of 2005;
b) a series of unfortunate strategic choices, leaving the company out of key growth Asian

markets; c) unsustainable debt levels, as a consequence of the LBO with which Apollo Capital
Partners and TPG Partners took the group private in 2006-2008.

As we will see throughout this paper, this bankruptcy case is interesting not only for being
currently debated in courts and for the large amount of liabilities. The most controversial aspect

– and the main focus of this study – is in fact represented by a series of asset transfers to newly-

created entities that the owners of the company put in place with the official aim to generate
liquidity, which creditors contest as allegedly being cases of fraudulent conveyance.

1. Review of the LBO

With more than 40 locations resulting from the 2005 acquisition of Caesars, Harrah’s

Entertainment was at the time of the leveraged buyout the largest casino operator in the world.
Its corporate history started in 1937, when William F. Harrah launched a small bingo parlor in

Reno, and was followed by a strong growth that led the company to become the first in its

industry to be listed in the NYSE (1973). Penetration and subsequent consolidation in the Las
Vegas market only started in the 1980s, under the control of Holiday Inn. Before the unsolicited
bid from the private equity shops, Harrah’s was the only investment grade casino operator,

supported by the breadth of its operations and brands, almost $10 billion in annual revenue with
a healthy 25% EBITDA margin, and a leverage ratio of ~4.5x.

On the other side of the deal were Apollo Capital Partners and TPG Partners, among two of the
biggest alternative asset managers in the world, focusing largely on large leveraged buyouts.

Renowned for getting involved in large, trophy-like deals (e.g. MGM, Alltel, Energy Future

Holdings), these shops saw in Harrah’s a consistent opportunity and invested through their
flagship and recently-raised funds: Apollo Investment Fund VI (2005 vintage, $10.2 billion), TPG
Partners V (2006 vintage, $12 billion). Specifically, we believe that the key elements underlying
their investment thesis were a favorable combination of:




Industry characteristics. The countercyclical nature made the gaming/casino a safe
play to reduce the “Beta” of the portfolio of investments. Furthermore, the industry was
relatively stable, and location-based advantages increased entry barriers.

Company-specific advantages. The company was trading at attractive valuations,
given the high cash balance/low leverage, the solid cash flows, and the strong
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competitive position. In addition, Harrah’s demonstrated to have a competent
management team and had significant assets to leverage on as collateral.

Supported by the belief that these features (and a private status) would have helped the
company to extract additional value in its core Las Vegas market and push for international
expansion, the sponsors submitted their initial bid of $81/share in October 2006. This was revised

upwards multiple times, until reaching the final approved value of $90/share – a total acquisition

worth $30.9 billion1. Given that the closing of the transaction was subject to the new owners
obtaining the gaming licenses in all the states where operations were carried out, the acquisition
was only completed in February 2008, 15 months after the bid.

Despite the deal frenzy of 2006 and 2007, the issues with this specific transaction started to
appear from its very beginning, mostly in terms of impaired credit quality. The deal was taking
place at the peak of the LBO market, when financial sponsors’ highly levered deals were

flourishing supported by relatively inexpensive and covenant-lite debt. However, something was
changing in the markets, as more and more underwriters were finding it difficult to place highyield debt, as testified by the $230 billion backlog at the beginning of 2008 (Bloomberg, 2008)

and Dave Rubinstein’s statement: “The leveraged buyout business that we’ve know for the past
five years, doing large leveraged buyouts, that business is gone for a while”.

On top of these industry-wide issues, we believe that this deal created additional idiosyncratic

problems that would affect the creditworthiness of the company going forward. Specifically, we
argue that the sponsors put too much leverage on the business and too little equity: according
to our estimates, they provided between $4 and $5 billion in equity for this acquisition. Aside from

their internal issues of portfolio concentration2, this was less than 20% of the overall Sources/Uses
of funds for the transaction. Our concern is confirmed by the negative reviews that all major
rating agencies assigned to the company in light of its muted capital structure (e.g. -5 notches in

S&P – S&P, 2011), as well as by the fact acquirers had to convert some of the bridge loans into
permanent financing, as the high yield was difficult to place.

2. Financial Performance Leading Into Bankruptcy
2.1. Competitive Positioning and Operating Results

In this chapter we outline how unexpected evolution of the industry as a whole, legacy decisions
implemented pre-LBO, and ineffective reactions of management put the company on a path
of declining operating performance. Through an analysis of key metrics and the widely-used Z-

score, we argue that the actions undertaken by management (and, more importantly,
controlling shareholders) to provide the company with additional “oxygen” were not able to

avoid a predictable distress situation. Among these, were debt refinancings/swaps and equity
offerings, as well as a series of asset transfers that are at the center of the current bankruptcy
case.

1 The figure includes $17.3 billion Equity Value, $12.4 assumed net debt and 1.2 billion of acquisition costs.
2 This would put the equity at ~20% of the combined size of the two funds from which the investment was coming from.
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The “failure” of deal rationale pillars

As outlined in the previous sections, the LBO of Harrah’s Entertainment was supported –
according to the view of TPG and Apollo – by strong investment merits. However, we believe

that this transaction was based on dangerous operating and financial pillars, which ended up
exposing the company to enhanced risks in light of the muted environment.

First, a significant component of the deal rationale was represented by the assumption that the
gaming & casino industry were countercyclical. This was making a large player such as Harrah’s
a strong addition to the sponsors’ portfolios, able to reduce the overall “Beta” of their funds. The

crisis of 2008 proved this wrong: after a contraction of almost 10% in 2009, US casino hotel
operators did not recover and faced prolonged stagnant growth3.

A second key element was the “protected” nature of the business. The significant regulation

revolving around casino/gaming increases barriers to entry, allowing incumbent players to

operate in an oligopoly in which scale in traditional markets is key to maintain competitive
positioning. Again, the crisis changed the paradigm: in the attempt to increase revenue streams

to fund depressed budgets and attract tourism, more and more states chose to open their gates

to gambling. With a flat total value of the market, the higher number of establishments in
surrounding states eroded the performance of Caesars’ key markets such as Atlantic City.

Finally, the acquisition was coming at the peak of a market in which financial players were able

to outbid strategic bidders, supported by an abundance of cheap and covenant-lite debt.
Fourteen of the fifteen largest LBOs in history were in fact carried out in the years 2005-2007;
Harrah’s was one of them4, and not the only one to face distress.

Las Vegas: strong positioning limits the impacts of downturn

Upon LBO closing in early 2008, Caesars’ had just completed a transaction further strengthening
its positioning in the Las Vegas key market. Through an exchange of undeveloped real estate for
property, the company had not only acquired Bill’s Gamblin’ Hall & Saloon, but also – and most

importantly – gained control of the “4 corners” at the intersection of Flamingo and Las Vegas

Blvd. The portfolio of properties was then completed in 2010, when CEOC, a wholly-owned
subsidiary of Caesars, acquired Planet Hollywood, bringing the firm’s total reach to 22% and 29%
of the Strip’s positions and revenue, respectively (see Appendix A).

This strong positioning was however not able to mitigate the negative impacts of the downturn.
Net revenue plummeted -26% between 2007 and 2009 and was only able to recover to -15%

through 2013 5, supported by a slow recovery in visitation (Δ volume) and spend per trip (Δ
gaming and revenue per hotel room) starting only in 2011 (see Appendix B).

While the initial plan involved imploding several properties to develop state-of-the-art facilities,

the significant capex constraints imposed by the downturn and the massive debt service only
allowed limited interventions. This ended up further expanding the quality differential vs. the
IBIS World. Casino Hotels in the US. November 2014.
The Wall Street Journal. Tracking the World’s Biggest Buyouts. May 2007.
5 Last year for which the company provides financials for each geographic segment.
3
4
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main competitors6. The two most important projects, both financed through a $450 million senior
secured term facility maturing in 2017, were: 1) expansion of the Caesars Palace Las Vegas with

the new Octavius Tower 7 , which was completed in two steps; 2) Project Linq, a dining,
entertainment, and retail development between the Flamingo and Imperial Palace casinos.

Other Domestic Markets: new entrants and natural calamities disrupt
the business

Caesars faced a different situation in its other domestic markets, where the reduction in visitor
volume and spend per trip in the US gaming industry was not the main issue.

In reality, unexpected regulation changing the US marketplace was among the key factors to
Caesars contraction. In the states where the company was operating, new rules imposing

smoking bans in indoor locations (e.g. Atlantic City, Illinois) led a significant proportion of those
customers to seek other regions to play. This tendency was worsened by regulation opening

gates to gaming in neighboring states – the death kneel for casino hotels that traditionally faced

limited competition and drew visitors from out of state (e.g. Atlantic City). Among these were
new facilities in Pennsylvania, Yonkers, Louisiana and Nevada.

Natural calamities played a role, too. After the hurricane Irene and Sandy, Caesars never saw

visitation to its NJ properties recover, and was forced to closures in both Atlantic City and
Philadelphia. Severe floods hit Indiana, causing infrastructure disruptions limiting the access to
the company’s properties (see Appendix C).

The most relevant investments carried out in the region involved the expansion of Harrah’s AC

($498.6 million) and Horseshoe Hammond ($497.9 million). The construction of Margaritaville
Casino & Resort was however halted in light of the adverse environment (triggering significant
impairment losses).

International and Managed: The missed chance in Asia

Despite describing itself as the “world’s most geographically diversified casino-entertainment

company”, Caesars was not able to secure a position in Asia, where gambling revenue

exploded to the point that Macau replaced Las Vegas in 2007 as the #1 global casino center.
The strategic moves of competitors such as Las Vegas Sands, Wynn and MGM, prove that Asia

could have been the lifeline for the troubled Caesars, which failed to get licenses in both Macau
(2011, 2006) and Singapore (2006) (see Appendix D).

Instead, in 2007 the company acquired for $578 million the rights to operate a golf course in
Macau, with the official goal to diversify away from the pure gaming business. The hope was for

the government to eventually allow gaming through a partnership with local operators, which
did not materialize; hence the sale of the investment in 2013.

Fitch forecast that Caesars will have capex of $350 million annually from 2015 to 2017, compared with $2.5 billion for
each of MGM and Las Vegas Sands.
7 Step one (2009): 110,000 additional square feet of meeting and convention space, 3 luxury villa suites and an
expanded pool and garden. Step two (2012): additional 662 rooms, of which 75 luxury suites.
6
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With the acquisition of London Clubs, the company placed its foothold in Europe and the UK

specifically, with the expectation of a regulatory overhaul to soon expand gambling in the
country. Time proved this strategy ineffective: with a dozen of properties in the UK, Uruguay and
Egypt, revenue remained substantially flat over the past years, giving Caesars international
exposure worth less than 10% of sales (see Appendix E).

2.2. A predictable financial distress

The official entrance in bankruptcy proceedings in early 2015 put Caesars directly in the
infamous Olympus of the largest bankruptcies in terms of amount of liabilities. Among these,

aside for companies that turned out to be world-renowned cases of fraud, it is undeniable that a
sizeable number were the outcome of aggressive LBOs, just as Caesars.

In order to be successful, highly levered acquisitions need to reduce their debt substantially, and

hopefully within a short time after the transaction. To do so, expansion in cash flow available for
debt repayment is essential, either from organic growth of the business or from shedding off non-

core assets. Having investigated operating performance (indicative of cash flow), here we shed

light on the other side of the issue: debt. Our analyses will evidence how financial distress was an
increasingly predictable outcome, given the following elements:

High amount of debt. Moore (1990) studied the dynamic of the Debt/Total Assets ratio in highly
leveraged transactions, evidencing that successful ones are generally able to pay down
significant debt within just 2-3 years (avg. goes from ~62% at the time of acquisition to ~38%). On

the other hand, not only do unsuccessful deals not decrease their leverage as fast, but also they
gradually increase it over time (avg. from ~46% to ~53%). We believe this may be the result of

initial shedding off of assets, followed by increasing refinancing or PIK interest, due to limited

cash flow for repayment. If we focus on the performance of Caesars, we see that the trend was
in line with the “unsuccessful” deals category: very limited decrease in 2009 ( 63%) and back

to LBO peak levels by 2013 ( 74%) (see Appendix F). This worsening situation is also reflected in
the evolution of other key leverage ratios, such as Debt/Equity (almost 20x), Debt/EBITDA (10x),
as well as interest coverage ratios. After the 2008 LBO, in fact, the company was never able to
generate EBIT in excess of yearly interest expenses.

Unfavorable evolution in the debt mix and “wall” of maturities. Before the LBO, the majority of

Harrah’s debt was represented by two main elements: a sizeable revolving credit facility
maturing in 2011 (then extended to 2014) for ~$4.4 billion and unsecured senior notes with
maturities ranging from 2008 and 2017 for ~$5 billion. In order to secure all the financing required
for the LBO, the acquirers had to leverage on the substantial tangible assets owned by the

company, pledging them as collateral against different types of borrowing: term loans, multiple
tranches of first lien secured debt, as well as CMBS on assets ring-fenced from HOC and brought

out to Harrah’s parent level. In addition to the tangible collateral offered by HOC (Harrah’s
Operating Company, then CEOC), substantially all borrowings (mostly at HOC level) were

additionally guaranteed by the parent company. As we will see, this will be a central aspect in

the bankruptcy proceedings, as over time some key assets were extracted from the perimeter of
CEOC – the bankrupt entity – and reallocated to other vehicles within the group.
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In this context, with little debt service capacity, the company’s management had to repeatedly

negotiate with lenders to postpone maturities and raise additional debt. With time passing, this
dynamic progressively worsened the overall health of the company: in absence of additional
unencumbered assets, Caesars increased its reliance on expensive second lien notes (the pivot

of the case); in addition, the “wall” of maturities became increasingly closer. At the end of 2014,

the company had in fact more than $8 billion of debt coming due within 3 years, $12 billion
within 5 years (see Appendix G).

In order to gain a better perspective on the evolution of the company towards distress and

bankruptcy, we then observed the dynamics of the Z-Score (Altman, 1968). This model has in

fact become the industry gold standard, thanks to its ability to utilize multiple fundamentalbased factors (as opposed to just one, for example Interest Coverage Ratio) to assess the
“health” of a company and, consequently, the probability of its distress in real time. More

specifically, given that the company switched from public to private, and then back to public
again, we opted to calculate all three version of the model: Z (US/Manufacturing/Public),

ZI(US/Manufacturing/Private), ZII(US/Non-manufacturing, or Non-US); the results are reported in
Appendix H.

The author suggests that nowadays as many as 25% of US companies have characteristics more

similar to those of bankrupt companies, than healthy ones. As we can see, this has been the
case for Harrah’s/Caesars too, which evidenced Z-Scores consistently at the border of the
dangerous Gray Zone, even well before the LBO. We believe that this was made possible by the

typical nature of the business (strong, recurring cash flows), the assets (significant real estate for

collateral) and the breadth/depth of the high yield markets. While the Z and ZI scores were
suggesting an implied rating of B upon LBO, they turned to CCC by the time the company was
IPOd again in 2012. The picture portrayed by the ZII was even more problematic, with a constant
implied rating of CCC from the time of the LBO 8.

Given that Caesars never moved away from a CCC rating equivalent since the LBO, we argue

that all debt raised from the transaction afterwards was having a particularly high probability of
default (PD). Specifically, by the beginning of 2015 (the petition date) the chance of default on

2008 debt was ~55%, whereas the probability of default on the more recent 2012 debt – in part
used for paying down the first – was ~38%9.

Implied ratings derived from Tables 11.2 and 11.3 in Altman and Hotchkiss (2006).
Probability of default derived from Table 11.4 in Altman and Altman E.I., Hotchkiss (2006). Values confirmed in the year
end 2014 update, Altman and Kuehne (2015).
8
9
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2.3. The actions taken to salvage the investment

In light of the progressively-worsening performance of the company, the financial sponsors had
to implement a number of initiatives aimed at providing additional liquidity, refinance/postpone

debt maturities and limit the cash hemorrhage. As we will see, these were represented by a
series of actions on the capital structure, as well as on the overall organization of the group. Here
below we report a selection of the most relevant ones:
Debt


In 2009, just one year after the transaction closing, a first Exchange and Tender Offer was
introduced, to raise up to $2.8 billion in aggregate principal amount of new 10% Second-

Priority Senior Secure Notes due 2018. The initiative, later raised to $3.6 billion in principal,
was not only directed at postponing maturities, but also increased the relevance of


pivotal second lien debt and sweetened covenants of several tranches of existing Notes.

In 2010, the company negotiated with its lenders to extend the maturity of its $5.5 CMBS

to 2015, and to have the ability to purchase those loans at a discount on face value.
More importantly, TPG and Apollo had to agree to invest additional ~$600 million

alongside Paulson to purchase outstanding debt and then exchange it with equity. This

transaction implicitly valued the company at a steep discount to the price paid by the

Equity


PE shops.

In 2014, additional cash tender offers for CEOC Notes maturing 2015-2017 were
implemented, for ~$2.0 billion in aggregate face value.

In 2010, after the debt for equity swap, the sponsors attempted to IPO ~10% Harrah’s,

with Paulson having the right to be the first shareholder to unload his shares. This was
poorly received by the market, due to the combination of secondary nature and use of



primary proceeds for debt repayment. For this reason, the IPO was pulled soon after.

The IPO was then successfully carried out in 2012 with a valuation below what the PE
shops had put in at the time of the LBO. This was followed by secondary offerings in 2013
and 2014, which were complemented by rights offerings to newly created entities such

as Caesar Acquisition Company (IPOd as well, ticker CACQ). Through these transactions,
the sponsors were able to raise additional ~$1.2 billion (including an additional
commitment on their part), and create the pre-requisite for additional leverage to be
raised.
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3.1. Background and Review of Transactions

A total of seven transactions occurred between 2009 and 2014, which bondholders assert
resulted in a “Good Caesars” / “Bad Caesars” structure. These include:
1. “CIE Transactions”


2009: World Series of Poker (“WSOP”) IP sold to CIE for $15mm



2011: Right to host the WSOP tournament $20.5mm



$450 million of debt transferred to CERP

2. “CERP Transaction” (Fall 2013)


6 properties and $200 million cash to CERP



CEOC received $80mm cash and $53mm in notes



Planet Hollywood NV, Horseshoe Baltimore & 50% management fees for two other



$360 million in cash + $513 million debt transfer



Quad, Bally’s NV, The Cromwell and Harrah’s New Orleans & 50% of



$1.8 billion cash + $185 million debt transfer

3. “Growth Transaction” (Fall 2013)
properties

4. “Four Properties Transaction” (March 2014)
management fees

5. “Shared Services Joint Venture” (May 2014)
6. “B-7 Refinancing” (May 2014)

7. “Senior Unsecured Notes” (August 2014)

Bondholders allege that the restructurings were “self-dealing”10 and transferred valuable assets
away from the CEOC creditors and into the hands of Caesars Entertainment Co. (“CEC”), its

affiliates, and ultimately the Sponsors. Specifically they argue, that CEC, it’s affiliates, and
shareholders benefitted from these restructurings, whereas CEOC was stripped of valuable assets

at below market prices, while continuing to bear over $19 billion in long-term debt commitments.

Creditors allege that CEC and the equity sponsors sought to restructure Caesars in order to
transfer these valuable assets out of reach of the debt-holders, while simultaneously enhancing

equity value in specific affiliates of CEC. Each of these transactions will be discussed in detail
below.
10

Wilmington Savings Fund Society, Initial Complaint, Dated August 4, 2014.
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Transaction 1: Transfer of CEOC’s Online Gaming Business

CEOC formed Caesars Interactive Entertainment (“CIE”) in May 2009 as an indirect subsidiary to

enhance and develop the World Series of Poker (“WSOP”) brand. CEOC subsequently sold the
intellectual property of WSOP to CIE for $15 million, a valuation deemed “fair” by Duff & Phelps.
Two years later, in 2011, CEOC sold CEC the right to host WSOP-branded poker tournaments for

$20.5 million in cash. As a result of these transactions, CEC owned and controlled the entirety of
the WSOP franchise, from intellectual property to physical tournament property.

While it is difficult to determine a fair value for the WSOP asset at the time of these transfers, CEC

management “repeatedly has represented to investors and others that one of its most promising

opportunities lay in the development of internet-based gaming.”11 Furthermore, as indicated in
the Wilmington Trust initial complaint, CEC’s ownership interest in CIE, which was composed

largely of the WSOP asset, was ascribed a value of over $700 million in October 2013, 12 leading
the creditors to assert that the consideration paid to CEOC for the WSOP asset was substantially
below fair-market value.

Transaction 2: Caesars Entertainment Resort Properties (“CERP”) Transfer

In October 2013, corresponding to the refinancing of the debt (and in avoidance of an early
2015 default) of six CMBS-financed properties, CEOC transferred said assets to CERP, a newly

created entity formed by CEC. Included in this transaction was the sale of two important Las
Vegas properties – Octavius Tower and Project Linq – to CERP. As a result of this transaction,
CEOC transferred $450 million of debt and $200 million of cash to CERP, and in exchange
received $80 million in cash and $53 million in notes.

According to the Wilmington Trust complaint, Octavius Tower and Project Linq were deemed to

have substantial upside potential for Caesars. Octavius Towers’ targets a highly valuable

customer - “Caesars Palace’s VIP customers and ultra-high net worth guests from Asia”13 - and
Project Linq’s prime real estate location in the center of the strip should add substantial value to

the CERP CMBS property transfer. Furthermore, “despite its investment of more than $750 million
in Octavius Tower and Project Linq, CEOC received just over $600 million to show for that
investment when the properties were transferred.”14

Transaction 3: Growth Transaction

The Growth Transaction was preceded by the formation of Caesars Acquisition (“CACQ”) and

Caesars Growth Partners (“CGP”). CACQ was originally formed in February 2013 to raise money
to invest in the growth companies that CEC did not have the capital to support. CACQ raised

both public market equity and debt, first to acquire assets from CEC, and second to support

their growth. CGP was formed in July 2013, but shortly thereafter, in October, CACQ acquired all
voting units of CGP, and CEC acquired all of the non-voting shares.
Ibid., page 26.
Ibid., page 28.
13 Ibid., 29.
14 Ibid., 30.
11
12

Page 10 of 40

Bankruptcy and Reorganization
Prof. Stuart Kovensky

May 8, 2015
Laura Silverman, Stefano Gamba, Paco Cantero

Following the completion of these ownership and affiliate modifications, the CGP executed

upon the Growth Transaction. Specifically, this resulted in the purchase of the following
properties from CEOC: Planet Hollywood Resort & Casino in Las Vegas, an interest in the

Horseshoe Baltimore, and 50% of the management fees associated with these two properties. 15
In consideration, CEOC received $360 million in cash, and CGP assumed $513 million in debt

associated with Planet Hollywood and Horseshoe.16 Prior to close, Evercore provided a fairness

opinion regarding the asset valuation, and deemed the transfer was not below fair market value.
In addition, prior to closing the Growth Transaction, CEOC, CGP, and CACQ entered into a
“Management Services Agreement” that sought to leverage CEOC’s infrastructure for the
benefit of CGP and CACQ’s further growth. As a result of the Agreement, CGP and CACQ not

only utilized CEOC for administrative and corporate support services, but also gained full access
of the valuable Total Rewards program in exchange for a marginal services fee paid to CEOC.

Transaction 4: Four Properties Transaction

In March 2014, through the Four Properties Transaction, CEOC sold four casino properties and

50% of the corresponding management fees to CGP for $1.8 billion of cash and the assumption
of a $185 million credit facility related by CGP. The properties transferred were all considered to
be high-growth, valuable assets. Specifically, the four properties involved were: The Quad, Bally’s
Las Vegas, The Cromwell, and Harrah’s New Orleans. Duff & Phelps issued a fairness opinion on
the Four Properties transaction.

Lazard Freres & Co. provided a fairness opinion to the board of directors of CACQ (parent

company of CGP) stating that under the assumptions and restrictions not shown in the 8-K filing
the valuation was fair for the company.

Transaction 5: Shared Services Joint Venture

Caesars Entertainment Services (“CES”) was formed as a joint venture in May 2014 to centralize
and distribute the overhead costs and intellectual property of the various Caesars entities,
including CEOC, CERP, and CGPH. In exchange for the transfer of certain employees and

licensure of key intellectual property to CES, including the high-value industry-leading Total
Rewards program, CEOC has a 69% ownership stake and 33% of the voting rights in CES. The

Total Rewards program is a unique customer loyalty platform available to Caesars customers

worldwide. With over 40 million members, Total Rewards is not only a way to engage with and
reward frequent customers, but also an invaluable source of data for targeting marketing
campaigns and customer retention strategies for Ceasars. As a result of the Shared Services Joint

Venture, “CEOC is granting the Services LLC a ‘non-exclusive, irrevocable, world-wide, royaltyfree license’ in and to all intellectual property that comprises Total Rewards.”17

Transaction 6: B-7 Refinancing

In May 2014, CEC and CEOC raised an additional $1.75 billion of first lien 9.8% debt under the B-7
Term Loan. The proceeds were used primarily to repay outstanding debt due to mature prior to
Caesars Initial Ch. 11 Filing, pg 33.
Caesars Initial Ch. 11 Filing, pg 33.
17 Wilmington Complaint, pg 44.
15
16
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2015, specifically a) 98% of the $214.9 million in aggregate principal of 10% Second Lien Senior

Secured notes due 2015, b) 99.1% of the $792 million in aggregate principal of 5.625% Senior
Notes due 2015, and c) 100% of the $29 million aggregate principal in term loans due 2015.

In addition to the $1.75 billion of new debt, CEC also sold 5% of CEOC’s outstanding common

shares (61.8 shares in total) to independent institutional investors for a total of $6.15 million,
implying a $123 million equity value for CEOC. According to the initial Chapter 11 Petition,

“CEC’s sale of CEOC stock to unaffiliated entities resulted in the automatic release of CEC’s

guarantee of the Debtors’ obligations under the First Lien Credit Facilities, First Lien Notes, and

Second Lien Notes.”18 This release of CEC’s guarantee applied to $14.2 billion of outstanding
CEOC debt. In addition, along with this revocation of guarantees, the transaction also relaxed

CEC’s guarantee of the First Lien Credit Agreement – transitioning to a guarantee of collection
(capped) rather than of payment.

All three major ratings agencies rated the B-7 Term Loan the equivalent of CCC or below.

CEOC’s bondholders argue that these transactions were not made in good faith – that they
simply pushed-out the inevitable outcome of CEOC’s insolvency (or waning solvency),

increased CEOC’s interest expense by approximately $40 million per year, provided CEC with an

opportunity to further reduce its exposure and financial guarantees to CEOC creditors, and
limited CEOC’s ability to avoid Chapter 11.

Transaction 7: Senior Unsecured Notes

The Senior Unsecured Notes transaction was consummated on August 22, 2014. The transaction
was effectively a tender offer to Senior Unsecured Lenders to buy back their notes at par. CEOC

and CEC paid $155.4 million to retire an equal amount of senior unsecured debt, and $426

million in aggregate principal of Senior Unsecured Notes was repaid by CEC. In total, the
transaction reduced CEOC’s outstanding indebtedness by $582 million.

As a result of this transaction, CEOC’s guarantee of the Senior Unsecured Notes was removed. In
addition, the related indenture was altered “to modify the covenant restricting disposition of
substantially all of CEOC’s assets so that future asset sales would be measured against CEOC’s

assets as of the date of the supplemental indentures,” 19 rather than valuing these assets at the
CEC level.

18
19

CEOC Chapter 11 Filing, US Bankruptcy Court: Northern District of Illinois, January 1, 2015. Page 36.
Ibid., Page 37.
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Transaction Postscript

As a result of these transactions, Caesars corporate structure changes substantially. Below we
have included the structure of the Group after the transactions, while Appendixes I and J report
additional details on the structure before and after the restructurings.

CEOC Management
and Third Party
Shareholders

CEC Mgnt,
Sponsors, Public
Shareholders

CACQ Mgnt,
Sponsors, Public
Shareholders

Caesar Entertainment
Corp (“CZR”)

Caesar Acquisition
Company (“CACQ”)

Caesars Entertainment
Operation Company
(CEOC)

Non-Debtor
Subsidiaries

58%
non-voting

Caesar Entertainment
Resort Properties
(“CERP”)

Caesar Growth
Partners, LLC (“CGP”)

Caesar Growth
Properties Holdings
(“CGPH”)

Debtor Subsidiaries

Caesar
Entertainment
Services, LLC
(“CES”)

F IGURE 1: CAESARS ' CORPORATE STRUCTURE AFTER THE TRANSACTIONS
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4.1. Events preceding the filing and timetable of the bankruptcy

The Caesars bankruptcy proceedings began in a controversial manner, with a group of

Petitioning Creditors (second lien noteholders, namely Oaktree, Appalloosa, and Tennenbaum)
filing an involuntary petition on 1/12/15 in Delaware.

CEOC (The company), defaulted on a $225 million interest payment due on December 15 th,
2014. The company elected not to pay20 in “light of the ongoing discussions with the First Lien
Bondholders with respect to a restructuring”. Subsequently, the Petitioning Creditors filed an
involuntary petition against CEOC on January 12, 2015.

CEOC then filed voluntarily in Illinois three days later, on 1/15/15. It is important to note, however,

that on January 14th, the 90 day preference window for the First Lien Creditor agreement expired.
Following a venue-determination hearing in late January, both cases are now proceeding in

Illinois, and it is currently unclear as to whether or not the involuntary and voluntary cases will be
consolidated. If that were to be the case, the important question is – what is the petition date?

The trial date has been set for August 3rd, when the court will make a decision on whether to
admit the involuntary petition or not.

4.2. Disclosure statement and reorganization plan

CEOC filed an initial plan of reorganization on March 2. The company seeks to reorganize as a

REIT with an OpCo and PropCo structure, primarily owned by the creditors. The REIT would lease
the casinos it owns to Caesar’s in exchange for payments passed on to the creditors as the REITs

shareholders. With this plan, first lien lenders could get a 100% recovery for their investment,
whereas estimated recoveries for junior creditors are closer to 10%
Class
Class A
Class B
Class C
Class D
Class E
Class F
Class G
Class H
Class I
Class J
Class K
Class L
Class M
Class N
Class O
Class P

Type of Claim or Interest

Status

Estimated
Allowed Claims

Secured Tax Claims
Unimpaired
Other Secured Claims
Unimpaired
Other Priority Claims
Unimpaired
Prepetition Credit Agreement Claims Impaired (Entitled to Vote)
Secured First Lien Notes Claims
Impaired (Entitled to Vote)
First Lien Notes Deficiency Claims
Impaired (Entitled to Vote)
Second Lien Notes Claims
Impaired (Entitled to Vote)
Senior Unsecured Notes Claims
Impaired (Entitled to Vote)
Subsidiary-Guaranteed Notes Claims Impaired (Entitled to Vote)
General Unsecured Claims
Impaired (Entitled to Vote)
Non-Obligor Unsecured Claims
Impaired (Entitled to Vote)
Section 510(b) Claims
Impaired (Deemed to Reject)
Intercompany Claims
Unimpaired
Intercompany Interests
Unimpaired
CEOC Interests
Impaired (Deemed to Reject)
Des Plaines Interest
[TO COME]
Total
*Class Affected by the change in the indenture of the August Creditors under review

5,354
6,345
5,238
530
479
94

18,040

Implied Plan
Recovery [%]
100.0%
100.0%
100.0%
100.9%
85.5%
N/A
8.6%
8.6%
8.6%
8.6%
N/A
N/A
N/A
N/A
N/A
TBD
OK

Approximate
Debt Trading

80cts
20cts
40cts*

F IGURE 2: RECOVERY S UMMARY FOR DIFFERENT CLAIM HOLDERS21

As described in page 5 of the motion filed by Appaloosa Investment Limited on February 5, 2015 to consolidate the
involuntary and the voluntary petitions.
21 As described in Article III sections A and B of the March 2, 2015 Disclosure Statement filed by CEOC.
20

Page 14 of 40

Bankruptcy and Reorganization
Prof. Stuart Kovensky

May 8, 2015
Laura Silverman, Stefano Gamba, Paco Cantero

The structure of the proposed recoveries is based on the current claimholders accepting new

debt and equity in the exit companies only to the extent that the Debtor cannot raise new debt
in the capital markets prior to the company’s exit. The plan considers the OpCo First Lien debt
and the PropCo CPLV debt as the securities that will be sourced from debt capital markets, in
order to increase the cash portion of the recovery for the Prepetition Credit Agreement Claims
and the Secured First Lien Notes Claims.

As part of the plan, CEC, the parent company of CEOC owned among others by Apollo and
TPG, agreed with 80% of the Secured First Lien Notes to exchange the OpCo equity included in

their recovery for an additional cash consideration of $700 million. This part of the plan will have

the original shareholders retaining OpCo post emergence for their additional contribution to
current claimholders.

Finally, Classes G through J will receive their pro-rata equity interest on PropCo with an implied

valuation under the plan of $1,818 million, generating recoveries of less than 9% of the original
claim. CEC has also offered to exchange at most 14.8% of the PropCo equity for cash, improving
the cash recovery for these claims.

The agreement reached between 80% of the First Lien Note Holders and CEC will be discussed in
detail in the following sections.

After the proposed plan, the two resulting companies will have the structure shown in Figure 3,

suggesting leverage levels that look high compared to other bankruptcy exits that have taken
place in the last decade. This can be driven either by optimistic assumptions regarding capacity
to acquire cheap financing, or a low valuation of the equity. This second hypothesis could be

problematic for CEC, given the agreements and proposals to acquire equity from its bankrupt
subsidiary.

Opco Valuation and Claims
First Lien Term Loan
First Lien Notes
Second Lien Notes
Implied Equity
Implied Total Valuation

Propco Valuation and Claims
First Lien Term Loan
First Lien Notes
Second Lien Notes
CPLV Mezzanine Notes
Implied Equity
Implied Total Valuation

Total Valuation at Emergence
Total Debt at Emergence
Total Equity at Emergence

883
306
547
700 D/E
2,436 2.48x
1,961
431
1,425
2,600
1,818 D/E
8,235 3.53x

10,671
8,153 D/E
2,518 3.24x

F IGURE 3: P OST E MERGENCE CAPITAL STRUCTURE OF THE DEBTOR COMPANIES22

22

As described in Article III sections B and D of the March 2, 2015 Disclosure Statement filed by CEOC.
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As described in the previous chapter, the filing was not the first indication for creditors of the

financial status of the company. The different events that became important for the
proceedings are described separately below, with a focus on how recoveries and process will
be impacted depending on the different outcomes.

4.3. Exclusivity Period

On April 15, 2015 CEOC filed a motion to extend the exclusivity period to file a reorganization
plan, asking Judge Goldgar to allow CEOC up to November 15, 2015. In the hearing held on

April 29, the extension of 6 months was denied and the following hearing was set for May 27,

2015, effectively granting only a one-month extension to CEOC for filing the next version of the
reorganization plan.

We believe that, even though CEOC claims that it has made significant progress in the case

reaching an agreement with 80% of the Senior Secured Creditors, the Judge has taken into

consideration the lack of information in the initial plan that was filed. This was in fact not

including most of the critical elements for creditors to take an informed decision when voting the
plan.



In the disclosure statement CEOC did not include a forecast for the emerging company
financial performance, and therefore, it is difficult at the moment to determine if the
valuations included in the plan are well funded or not.

No valuation was provided either, other than to the extent in which recoveries include equity
in OpCo or PropCo, inferring a value of the companies by summation of the different
securities issued, but with no justification.

In our opinion, the Judge has given the Debtor a grace period of one month to make sufficient

progress in their plan, so that it is justifiable then to grant a longer extension. There are no
expectations for the plan filed in May this year to be the final plan, given all of the open

litigations and proceedings that have been assigned court dates after May this year. However,

there is a strong expectation for the plan to be filed to be significantly more complete and to
seek some type of agreement with the Second Lien Creditors.

Not further extending the exclusivity period after May is an option, but even though it would not

be the first time to be denied for a big company, it would be very unusual, and might set a
precedent for other cases of similar complexity.

4.4. Involuntary petition

The Petitioning Creditors filed the January 12 involuntary petition based on the perception that

CEOC was entering into a series of agreements that would deteriorate the recovery for the
Unsecured Creditors.

After electing not to pay the interest due in the second liens in December 2014, the Debtor also

stopped making other payments including pension contributions. CEOC claimed that the
election of not paying interests as they came due was connected to the Restructuring Support
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Agreement 23 entered into with the First Lien creditors in October 16 of 2014. This agreement is the

origin of the dispute between unsecured creditors and the debtors to set an initial date for the
bankruptcy on the 12th of the 15th.




The agreement included a perfection of lien on cash for the first lien secured creditors of

up to $468 million, in essence worsening the recoveries for second lien and unsecured
creditors.

The Debtor also agreed with its senior creditors not to file for bankruptcy before January
15, in order for the perfection to be maintained in bankruptcy.

Granting additional liens is a preference transaction and, if incurred by the debtor less
than 90 days before filing for bankruptcy protection, the bankruptcy court will disallow it.

If the cases were consolidated, the date from which the 90 days count would be the 12 th and if
the Involuntary petition was disallowed, the 90 days would start on the 15th, de-facto removing
from the preference transaction 90 window the Restructuring Support Agreement.

As part of this discussion, several motions have been filed and the progress is described below:




February 2, 2015: the Debtors filed a motion to suspend, accusing the Petition Creditors

of filing in bad faith and therefore not complying with bankruptcy section 301(b) of the
bankruptcy code setting the prerequisites to file an involuntary petition.

February 5, 2015: the Petitioning Creditors filed a motion to consolidate, then supported
by the Unsecured Creditors Committee on March 9, 2015.

March 15, 2015: the court denied the motion to suspend and deferred ruling on the
motion to consolidate.

The same day in which the involuntary petition was being filed, the Debtor was offering a

consent fee of $150 million to Senior Creditors that agreed with the third time reinstated
Reorganization Plan set forward by the creditor.

The date for the trial has been set by Judge Goldgar in Chicago on August 3, 2015, and a final
decision is expected to be reached on this date. Given the Debtor’s failure to suspend the

involuntary petition, it is reasonable to assume that both petitions will be consolidated, and the
perfection of the lien to senior creditors will be disallowed as a preferential treatment.

4.5. Adversary Proceedings

The transactions – the restructurings and corresponding asset transfers - were highly disputed by
creditors. Following the March 2014 “Four Properties Transaction,” holders of both CEOC’s

second-priority secured notes and CEOC’s first lien lenders challenged the asset sale and
argued that the March transaction, as well as previous transactions, represented fraudulent

transfers, breach of fiduciary duty, and other legal claims. These allegations formally transitioned
into legal action upon the complaint against CEOC, CEC, and affiliates, shareholders, and

Restructuring Support Agreement (October 16, 2015), amended and published subsequently in December 22 nd to
include other secured creditors in the plan.
23
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directors, filed by the Wilmington Savings Fund, as trustee for the 10% Second Lien Notes due
2018, on August 4, 2014.

The filing of additional claims ensued after the Wilmington/Second Lien Complaint. The lawsuits,

outlined below, are largely claims “for fraudulent transfer against CEC, for breach of fiduciary
duty and corporate waste by CEOC’s directors, and for breach of fiduciary duty and aiding and
abetting breach of fiduciary duty by CEC’s directors, and they seek to enforce CEC’s guarantee
of certain notes issued by CEOC.24”

Ultimately, in March 2015, CEOC filed the formal adversary proceeding and sought to stay or

enjoin many of the lawsuits filed against CEOC, CEC and other non-debtor affiliates, including

CACQ, CERP, CGP, and CES, as well as certain current and former directors. Whereas the
lawsuits against CEOC specifically are already subject to automatic stay as a result of the
Bankruptcy Code, Judge Goldgar has not yet ruled whether or not the legal actions against
non-debtor affiliates and individuals will be permissible going forward. Most recently, on April 10,
2015, the plaintiffs (Caesars creditors) filed answers to the CEOC-submitted complaint, seeking

declaratory and injunctive relief to stay or enjoin non-bankruptcy litigation against non-debtor
affiliates of CEOC.

Lawsuits Involved in the Adversary Proceeding

The four lawsuits currently involved in the Adversary Proceeding are as follows:


Wilmington Savings Fund Society (“WSFS”), Trustee for the CEOC 10% Second Lien Notes
due 2018, vs. CEOC, CEC, and others
o
o

Commenced on August 4, 2014 in the Delaware Chancery Court
Causes of Action:


Breach of Contract (CEOC, CEC)



Intentional Fraudulent Transfer





o



Declaratory Relief Against CEC re: Enforceability of Parent Guarantee
Constructive Fraudulent Transfer

Breach of Fiduciary Duty (CEC, CEOC Directors)

Aiding and Abetting Breach of Fiduciary Duty (CEC Directors)
Waste of Corporate Assets (CEOC Directors)

Recent Events: On April 10, 2015, Vice Chancellor Glasscock ruled that the
Delaware Chancery Court action can proceed and denied a motion to dismiss
filed by CEC, CERP, CES, and CGP. CEC and affiliates filed the motion to dismiss
on the basis of the intercreditor agreement forum selection clause, but Glasscock



o

rejected Caesars’ arguments.

See Appendices L and M for key holders

BOKF, as trustee for the CEOC 12.75% second lien notes due 2018, versus CEC
o

Commenced on March 3, 2015 in SDNY seeking to enforce CEC’s guarantee
obligations on the second lien notes. Case is currently assigned to Judge Shira A.
Scheindlin

24

Reorg Research, 3/12/15: CEOC Seeks to Stay All Pending Litigation Against CEC, Non-Debtor Affiliates, Directors.
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Breach of Contract – Guarantee

Declaratory Judgment that CEC’s Guarantee has not been terminated or
released and remains valid, binding, and enforceable on CEC under the
2010 Indenture

Breach of Contract – Indenture

Violations of the Trust Indenture Act

Intentional Interference with Contractual Relations
Breach of Duty of Good Faith and Fair Dealing

Recent Events: N/A

See Appendices K and L for key holders

MeehanCombs, Chicago Fundamental Investment Partners, Trilogy Capital Management,
et al., holders of 6.5% senior unsecured notes due 2016 and 5.75% senior unsecured notes
due 2017, vs. CEOC and CEC
o
o

Commenced in SDNY on September 3, 2014
Causes of Action:


Declaratory



Declaratory judgment that the supplemental indentures are invalid and





o



judgment

that

guarantees

and

fundamental changes are in full force and effect

covenants

against

void ab initio

Violations of the Trust Indenture Act

Breach of Contract, 2017 Notes indenture and 2016 Notes Indenture
Breach of Contract, Guarantees

Breach of Duty of Good Faith and Fair Dealing
Breach of Guarantees, CEC

Recent Update: Case is proceeding against CEC for alleged violations of the Trust

Indenture Act and Breach of Contract resulting from the August 2014 transactions.
The parties are in the discovery phase of the litigation and a pre-trial conference



o

is set for August 18, 2015.

See Appendix M for key holders

Frederick Barton Danner, class representative for retail holders of CEOC 6.5% senior
unsecured notes due 2016, vs. CEOC and CEC
o
o

Commenced in SDNY on October 2, 2014
Causes of Action:





o



Declaratory Judgment that the 2016 Notes Supplement Indenture is
Ineffective, Invalid and Void, and the 2016 Notes Indentures are in Full
Force and Effect

Violations of the Trust Indenture Act

Breach of Contract, 2016 Notes Indenture

Breach of Duty of Good Faith and Fair Dealing
Breach of Guarantees, CEC

Recent Update: Grounds are substantially similar to the MeehanCombs case. The

class action is now on the same discovery schedule and proceeding against CEC.
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As evidenced from the detail above, although the causes of action against CEOC, CEC, and

affiliates are diverse, they are primarily related to a) fraudulent transfer, b) revocation of the
parent guarantees, and c) violations of the Trust indenture Act. The rationale, validity, and legal
perspective of these selected claims will be deliberated in the following sections.

Fraudulent Transfer: Legal Perspective and Rationale for Allegations

According to US Bankruptcy law, and the state-regulated Uniform Fraudulent Transfer Act, there

are two types of fraudulent transfer – actual (intentional) fraud and constructive fraud. Broadly

defined, actual fraud requires the “intent to hinder, delay, or defraud any creditor of the

debtor”25. On the other hand, in the case of constructive fraud, transfers are a) “made for less

than reasonably equivalent value or fair consideration” 26 , and b)”either made while the
transferor is insolvent or would render the transferor insolvent or undercapitalized following the
transfer”27.

The WSFS complaint accuses CEC and the related affiliates and shareholders of both actual and
constructive fraudulent transfers.

Regarding actual fraud, in the initial complaint, WFSF states: “The transfers… were made by
CEOC with actual intent to hinder, delay or defraud CEOC’s creditors because the purpose and
effect of the transfers is to place critical and valuable assets of CEOC beyond the reach of

CEOC’s creditors.”28 Although the transactions do in fact raise suspicions, it would be difficult to
prove without direct evidence of CEOC and the Sponsor’s malignant intentions. Such hard

evidence would include “internal emails among CEC/CACQ and the Sponsors indicating a
desire to enter into the Restructuring in order to protect or enhance the position of the equity

sponsors by transferring the Properties to CGPH, at the expense of CEOC’s lenders.”29 Lacking
direct evidence, the court would rely on more circumstantial details such as cross-ownership

and financial conditions of the entities to infer the intention of the debtor and related parties in
pursuing such transactions.

Absent incriminating emails and other hard evidence, the creditors case for constructive
fraudulent transfer likely outweighs that of actual fraud.

First, with regard to solvency – numerous creditors have stipulated that CEOC was in fact

insolvent prior to and during the period in which the questionable transactions occurred. In 2014,

CEOC had $19.6 billion in debt and debt service obligations of almost $2 billion. As noted in
Chapter 2.2. and Appendix F, Caesars was not only substantially overleveraged, but also was
unable to generate enough EBIT to fully cover interest expenses. In addition to this massive debt

burden, from 2010 onwards, CEOC was in a position of negative equity that inflated substantially
over the years, growing from ($469) million in 2010 to ($5,703) million in 2013. CEC, in a 2013 10K

filing, acknowledged CEOC’s position of severe financial stress: “We do not expect that cash
State of Delaware, Delaware Code Online: Title 6 – Commerce and Trade.
The Capitol Forum, “Caesars Entertainment: In-Depth Review of Challenges to Caesars Proposed Restructuring and
Risks to Potential Financing Participants,” April 21, 2014.
27 Ibid.
28 WSFS Initial Complaint, Filed in Delaware Chancery Court, August 4, 2014. Page 69.
29 The Capitol Forum, “Caesars Entertainment: In-Depth Review of Challenges to Caesars Proposed Restructuring and
Risks to Potential Financing Participants,” April 21, 2014
25
26
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flow from operations will be sufficient to repay CEOC’s indebtedness in the long-term and we will
have to ultimately seek a restructuring, amendment or refinancing of our debt, or if necessary,

pursue additional debt or equity offerings.”30 In combination, these facts and statements provide
a strong case for CEOC’s insolvency at the time of the restructuring transactions.

With regard to Reasonably Equivalent Value, it is difficult to assess the fair value associated with

the various asset transfers with the existing publicly available information. We believe further
clarification on these matters will likely require expert testimony and/or arise from the Examiner’s
investigation into the transactions. Although in most cases CEC did establish a committee of

independent directors and also engaged outside advisors to perform fairness opinions on the
valuations, the creditors allege that these transfers were made for less than reasonably
equivalent value.

Revocation of the CEC Guarantee Obligations: Legal Perspective and Rationale for
Allegations
The basis for this claim relates to CEC’s obligations under the Parent Guarantee and the

provisions of the 2010 Indenture, which indicate that guarantees remain valid and binding

because the Parent Guarantee and related provisions are irrevocable and unconditional.
Furthermore, according to the 2010 Indenture, three specific actions are required in order to
release the Parent Guarantee from its obligations. Namely:

a) The Issuer ceasing to be a Wholly Owned Subsidiary of Harrah’s Entertainment,

b) The Issuer’s transfer of all or substantially all of its assets to, or merger with, an entity that is
not a Wholly Owned Subsidiary of Harrah’s Entertainment..., and,

c) The Issuer’s exercise of its legal defeasance option or covenant defeasance option

under Article VIII or if the issuer’s obligations under this Indenture are discharged in
accordance with the terms of this Indenture

Although a) was fulfilled through the 5% Stock Transaction, conditions b) and c) were not

satisfied. The use of “and” to join the conditions of the guarantee release clearly implies the
need to satisfy all three requirements. Therefore, we believe that the creditors have a strong
case against CEC with regard to the claims against revocation of the guarantee obligations.

Violation of Trust Indenture Act: Legal Perspective and Rationale for Allegations

The Trust Indenture Act of 1939 (“TIA”) was established to govern corporate debt securities

offered for sale. In order to qualify under the TIA, the security’s indenture must include specific
provisions designed to protect the bondholder. The securities involved the Adversary

Proceedings are included in those governed by the TIA. “The act was intended to prevent backroom deals that stripped bondholders of their rights, a common practice before the law was

written.”31 However, the law also states that the right of debt holders to receive interest and
payments cannot be compromised or diminished without the consent of the holder. In the

MeehanCombs lawsuit, the plaintiffs argue “removing the guarantees left them unable to
30
31

Caesars, 2013 10K, filed March 17, 2014, page 11
NY Times, “Obscure Law is Getting Its Sexy On,” Jan. 24, 2015
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receive payments they’re owed”32, thereby a violation of the TIA. Although infrequently used in
court proceedings until recently, when Judge Scheindlin ruled favorably for MeehanCombs in

CEOC’s request to dismiss the proceedings in January 2015, “she characterized Caesars’
removal of the parent company guarantee on some of its debt as ‘an impermissible out-of-court

debt restructuring achieved through collective action.’” 33 Although there is relatively little
precedent for the success or interpretation of the TIA with regard to debt restructurings, it cannot
be denied that the SDNY ruling adds traction to the Plaintiffs’ claims.

4.6. Next Steps of the Proceedings

Without formal legal training, analysis of the adversary proceedings must rely on the applicability
and legitimacy of the claims. We believe that in light of the actions taken to date in Illinois
Bankruptcy Court, the Delaware Chancery Court, and the Southern District of NY Court, the

claims against Caesars by junior creditors are substantiated upon legitimate circumstantial
evidence regarding the creation of “Good Caesars” and “Bad Caesars” via asset transfers
intended to reallocate value from the debt holders to the equity owners.

The outcome of these legal challenges will only be determined through time. However, we

believe the creditors have made progress, evidenced both by Judge Goldgar’s tone in the case,
as well as specific actions taken. For example, in March, the court appointed former Weil

Gotshal litigator, Richard Davis, as the examiner. Davis is to investigate “any transactions or
apparent self-dealing or conflicts of interest in the case”. Interestingly, CEOC actually asked for
the appointment of an examiner in February, which is unusual in bankruptcy court (typically the
state or the creditor requests), but the scope of the examiner was extremely limited in the CEOC
request.

In addition to the Examiner’s investigation and related discovery process, the UCC has sought to
simultaneously enter discovery in a separate but coordinated effort. Regardless of Goldgar’s

ruling with regard to the UCC discovery motion, Davis, the examiner, filed a motion indicating a
timeline for his investigation, with an estimated completion date for the investigation on October
15, 2015, and an interim report issued in August 2015. Davis has indicated that the debtors have
agreed to his request for access to all privileged discovery material.

Furthermore, objections filed recently regarding the exclusivity period indicate that creditors

sought for Judge Goldgar to deny CEOC an extension of the exclusivity period beyond May 15 th,
on the basis that the CEOC plan would continue to shield Apollo and TPG from further legal
action. In addition, even the first lien lenders filed objections to the initial Plan, requesting an

extension only until September (rather than November), on the basis that “the time has long past
for the Debtors and their independent directors to stop looking out for their ultimate parent and

its sponsors and to take control of the negotiations for the true benefit of their own creditors”34. In
light of continued discussions, on April 29th, Judge Goldgar issued a bridge extension of the

Ibid.
Ibid.
34 First Lien Bank Lenders Preliminary Objection, April 22, 2015.
32
33
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exclusivity period (due to expire on May 15) through May 27, 2015, the date of the next omnibus
hearing.

We anticipate that in addition to the exclusivity period ruling, the May 27th omnibus hearing will
address issues related to discovery, the examiner’s investigation, and RSA projection viability.

4.7. Other relevant proceedings

There have been numerous other legal actions taken against CEOC, CEC, affiliates, directors,
and creditors. Key issues and litigation (excluding the previously discussed) are provided below.
Litigation:


CEOC vs. The Board of Trustees of the National Retirement Fund and The Pension Plan of
the National Retirement Fund
o
o

Commenced on March 6, 2015 in Northern Illinois Bankruptcy Court

Details: CEOC alleges “violations of the automatic stay for the expulsion of

several debtors from the NRF on Jan. 12, the date on which creditors filed their
involuntary petition against CEOC in Delaware. The Complaint also takes issue

with a mid-February payment demand of $462 million from the NRF to certain
non-debtor affiliates for withdrawal liability resulting from the expulsion, arguing


that the demand is essentially a demand on the debtors themselves”35.

Credit Suisse, As Collateral Agent for CEC’s Senior Secured Credit Facilities and First Lien
Senior Secured Notes, vs. Second Lien Creditors Committee Members (Appaloosa, BOKF,
Delaware Trust Co., Centerbridge, Oaktree, Palomino, Tennenbaum, and WSFS)
o
o

Commenced on April 7, 2015 in SDNY

Details: CS alleges the Defendants have violated the Intercreditor Agreement

(“ICA”) largely through their legal actions against CEOC (and related entities)
and their involvement in the Chapter 11 proceedings (requesting an Examiner, for

example). The complaint seeks declaratory relief and injunctive relief, or,
monetary damages, to stop Defendants’ past and threatened future violations:


Until first lien bank debt is paid in full in cash, the ICA entitles the first lien



An exclusive right to enforce rights and remedies with respect to




bank to recovery from second lien notes collateral.

comment collateral afforded to the bank debt until such debt is paid in
full

The express prohibition of second lien noteholders taking any action in
challenge or contest of the first lien bank debts’ liens 36

UMB Bank, as Trustee for the CEOC 8.5% Senior Secured Notes due 2020, vs. CEOC, CEC,
CERP, CACQ, CGP, CES
o

Commenced on November 25, 2014 in the Delaware Chancery Court

Reorg Research, UPDATE 4: CEOC Sues NRF Pension Plan Over $462M Withdrawal Liability Demand to CEC, CERP,
March 12, 2015.
36 Reorg Research, UPDATE 4: UPDATE: CEOC 1st Lien Collateral Agent Sues 2nd Liens to Remedy Past, Stop ‘Threatened’
Future Violations of Intercreditor Agreement, April 23, 2015.
35
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Details: The first paragraph of the Complaint says it all:


Complaint accused Caesars of “brazen corporate looting and abuse
perpetrated by irreparably conflicted management…In little more than six
months, Defendant owners, fiduciaries, and affiliates of a hopelessly
insolvent

Delaware

corporation,

Caesars

Entertainment

Operating

Company, have stripped CEOC of either of its most valuable hotel, casino,
and entertainment properties...on terms that were patently unreasonable
o
o

Other Issues:


in order to enrich themselves at the expense of CEOC’s creditors”37.

Update: Voluntarily stayed by UMB Bank on February 20, 2015
See Appendix N for key holders

Caesars CDS “Default-Event” Arbitration
o

On February 9, 2015, for the second time in history, the three person arbitration

board of the International Swaps and Derivatives Associate (“ISDA”) was called
upon to rule whether or not a “failure to pay” credit event had been triggered

prior to the December 20, 2014 expiration of CDS in question. The issue went to

arbitration after the 15-firm ISDA committee of bondholders failed to reach the
80% majority necessary to reach resolution on such disagreements (only 5 of 15
parties voted in favor of the credit event).


Certain

of

those

bondholders

have

been

accused

of

delaying

restructuring efforts by CEOC in an effort to increase the value of its CDS
payout. For example, Elliott is said to have continued buying CDS on

Caesars while simultaneously involved in development of the CEOC
o

bankruptcy plan. 38

The ISDA Board ruled that such a “failure-to-pay” event had not been triggered

by CEOC’s decision to skip $225 million of interest payments due on December 15,
2014.39 To note, typically, companies have a 30-day grace period with which to

o

make interest payments.

As a result of the arbitration board ruling and a unanimous decision by the ISDA
Committee that the January 15 Chapter 11 filing triggered credit event, an

auction took place to settle the swaps. However certain swaps that expired in

December were not eligible for payout based on the arbitration ruling. Despite
that limitation, it is estimated that buyers of Caesars’ CDS collected $1.1 billion
upon settlement 40.

UMB Complaint, filed November 25, 2014, pg 2.
Bloomberg, Caesars Swaps Payout Tied to Expired Pacts Denied by Panel, February 2, 2015.
39 Bloomberg, Caesars Swaps Ruling Heads to Arbitration Panel, ISDA Says, January 5, 2015.
40 Bloomberg, Caesars Credit-Default Swaps Buyers Set for $1.1 Billion Payout, February 19, 2015.
37
38
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5. The Implications / Conclusions

In our opinion the outcome of the bankruptcy will change significantly based on only a few

decisions made on outstanding proceedings. Most of these proceedings are not yet in the

discovery process, and the Examiner will be able to shed more light into these claims than the
lawsuits. The main gateways for the process are described in the various sections below.

Declaratory judgment on CEC’s guarantees:

CEOC second lien creditors allege that the CEC guarantees that were granted under their

indenture were improperly removed as a result of the 5% stock sale (as explained in chapter 4.5.).
If these guarantees were reinstated, the Second Liens would have a claim on CEC and most

likely the whole group would get dragged into bankruptcy as a result, given that the guarantees
apply to approximately $14 billion in claims.

If CERP and/or CGP got dragged into bankruptcy, the process would change significantly and it
would potentially make it easier to unwind transactions related to the fraudulent transfer
allegations.

We believe that the creditors have made a strong argument, and that looking at the indenture,

the guarantees should be reinstated. Our analysis would consider the reinstatement as the most
likely scenario once the examiner delivers his report or the non-bankruptcy lawsuits produce
discovery information that support this outcome.

Fraudulent Transfer:

The Debtor was very careful throughout the asset transfer process - clearly studying past cases
such as Dynegy and their transactions. Therefore, while potentially undervalued, the assets that
were transferred were executed in an arms-length structure. The implication is that all of the

discussions on constructive fraudulent transfer will be limited to the validity of the valuations. In

this regard, although for all transfers the Debtor utilized independent advisors for fairness opinions,
it could be viewed suspiciously that no single advisor was appointed twice.

Below we include a table of valuations proposed by creditors but not accepted by court for an
indication of where creditor expectations of value might be.
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F IGURE 4: C REDITOR ESTIMATED VALUATION FOR ASSET TRANSFERS

After reviewing the Dynegy proceedings, we believe that a clean-cut unwinding of the

transactions is not a likely outcome. Nonetheless, if CEC had to reinstate its guarantees and the
entire group was dragged into bankruptcy, the transactions would not necessarily be unwound,
but instead the equivalent value could still be captured by the unsecured creditors. We believe
that this is the most likely outcome.

Involuntary petition and determination of the petitioning date

As discussed in chapter 4.4., Judge Goldgar already denied the motion to suspend the

involuntary petition and the final hearing for the consolidation is set for August this year. We
believe that the petitioning date will be set at January 12, triggering the preference treatment
action involving the perfection of the collateral for the first liens.

This will free up around $400 million in cash that will become available for the second liens and
the unsecured creditors recovery.

Final conclusion and timing

We believe that after the plan is reviewed, the second liens will become the fulcrum security

and capture a significant portion of the equity of the emerging company. Given that their

current trading level and proposed recovery is weak, if our judgment is correct, there will be a
significant upside for second lien holders.
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The most recent case involving conveyance is Dynegy’s bankruptcy.

Dynegy Holdings and certain of its indirect subsidiaries filed for bankruptcy protection on
November 7, 2011. In the three months prior to filing, Dynegy Holdings had transferred or
authorized the transfer of billions of dollars of its assets 41 (stock or other direct or indirect

ownership interests of subsidiaries) as part of a multi-step plan to reorganize the company’s
business segments and restructure debt.

6.1. Dynegy Holdings sale of CoalCo to Dynegy Inc.

In Dynegy’s case, the process to prepare for bankruptcy was divided in two stages. The first

stage was designed to facilitate the refinancing of Dynegy Holdings’ secured bank debt that

was in danger or breaching its covenants. The second part of the transaction consisted in the
sale of CoalCo (one of the portfolio companies) Dynegy Inc., a company owned by the same

private owners that owned Dynegy Holdings. In exchange for CoalCo, Dynegy Inc. did not pay

in cash, issuing instead an “undertaking” to Dynegy Holdings. This paper, did not have a liquid
value and could not be exchanged by Dynegy Holdings. According to the Examiner in

Dynegys’s case, Dynegy Inc. valued the undertaking at $1.25 billion, while the examiner
determined that the midpoint value of the paper was $860 million.

Instead of reducing unsecure indebtedness, the sale structure just provided with a paper that

could not be exchanged for cash and did not provide the value of CoalCo entitled to the
unsecured creditors. Instead it just created an undervalued obligation that would have needed
to be recovered overtime and independent to the Holdings bankruptcy, in essence stripping out
value from the pre-petition creditors.

6.2. Examiner findings

In the words of the examiner: “Dynegy’s strategy was ill-conceived, however, with respect to the
second phase of the restructuring, i.e., the transfer or purported “sale” of CoalCo by Dynegy

Holdings to Dynegy Inc”. Even though the directors of both companies agreed to the
transaction, in the opinion of the examiner most of them did not understand the actual value of

the transaction in the Holdings side. Furthermore, they thought that since the ultimate parent

was the same, the decision was beneficial for the ultimate parent, and therefore the details
were not important in terms of allocation of value among subsidiaries.

Given the information found, the examiner determined that indeed this transaction was a
fraudulent transfer and determined that Dynegy Holdings creditors should have claim over
Dynegy Inc. and CoalCo should be considered part of the Dynegy Holdings bankruptcy estate.

Finally he determined that the Boards of Directors of Dynegy Inc. and Dynegy Holdings were
responsible of a breach of fiduciary duty to their companies.

41

Executive Summary of the Examiner’s conclusions, Report of Susheel Kirpalani, the examiner on Dynegy bankruptcy.
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Six months after Dynegy Holdings filed for bankruptcy, Dynegy Inc. also filed too, partly due to its

inability to cover the obligations under the “undertaking” that was extended as part of the
acquisitions of CoalCo and GasCo.

The Judge consolidated both cases under bankruptcy and the Unsecured Creditors ended up
owning most of the equity of the entity that emerged.

6.4. Potential implications for Caesars

In the case of Caesars, most of the transactions implied transfers of debt and cash to the
companies that were buying the assets. Most of the transfers were paid in cash by the different
entities created (CERP, CGP and CACQ)

If there is a case to be made, it will be significantly more challenging than for Dynegy Creditors,
given the cash payment and the debt transfer structure. In addition, the option of waiting to see
if CERP or CGP file for bankruptcy does not seem to be realistic at this juncture.
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Appendix A. Map of Caesars’ properties in Las Vegas.

Source: 2010 Investor Presentation.

Appendix B. Caesars operating performance in Las Vegas.
Operating Metrics
Las Vegas
Casino Revenue
Net Revenue
Income From Operations
Operating Margin
Income Before Impair.
Op. Margin Before Impair.
Property EBITDA
EBITDA Margin

2007

2008

2009

2010

2011

2012

2013

1,986.6
3,626.7
886.4
24.4%
886.4
24.4%

1,718.6
3,254.2
-1,936.1
-59.5%
643.3
19.8%

1,476.0
2,698.0
-681.0
-25.2%
449.9
16.7%

1,544.4
2,834.8
349.9
12.3%
349.9
12.3%

0.0%

0.0%

0.0%

0.0%

1,582.5
3,013.1
495.5
16.4%
495.5
16.4%
823.6
27.3%

1,641.5
3,029.9
428.7
14.1%
428.7
14.1%
806.3
26.6%

1,569.3
3,070.4
527.2
17.2%
527.2
17.2%
866.1
28.2%

Las Vegas

4,000.0
3,500.0
3,000.0

30.0%
25.0%
20.0%

2,500.0
2,000.0
1,500.0
1,000.0
500.0
0.0

Note: Property EBITDA only reported in the

15.0%

latter years for comparability purposes, in

support of the proposed reorganization in
prop-co and op-co.

10.0%
5.0%
2007

2008

2009

Net Revenue

2010

2011

2012

2013

0.0%

Op. Margin Before Impair.
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Appendix C. Caesars operating performance in other domestic markets.
Operating Metrics
Atlantic Coast
Casino Revenue
Net Revenue
Income From Operations
Operating Margin
Income Before Impair.
Op. Margin Before Impair.
Property EBITDA
EBITDA Margin

2007

Operating Metrics
Other US
Casino Revenue
Net Revenue
Income From Operations
Operating Margin
Income Before Impair.
Op. Margin Before Impair.
Property EBITDA
EBITDA Margin

2008

1,584.9
1,839.1
79.6
4.3%
79.6
4.3%
278.1
15.1%

1,429.6
1,681.3
-394.6
-23.5%
55.4
3.3%
265.6
15.8%

1,272.6
1,520.9
-2,405.3
-158.1%
39.2
2.6%
203.4
13.4%

2007

2008

2009

2010

2011

2012

2013

4,065.4
4,268.3
724.0
17.0%
784.4
18.4%

3,727.9
3,986.8
-598.3
-15.0%
715.2
17.9%

1,000.0
500.0

Net Revenue

2010

2011

2012

2013

Op. Margin Before Impair.

3,400.8
3,646.7
380.8
10.4%
571.5
15.7%

16.0%

5,000.0

10.0%
8.0%

3,000.0

6.0%
4.0%
2.0%
2009

2013

1,696.8
1,899.9
83.7
4.4%
83.7
4.4%

1,500.0

2008

2012

1,894.5
2,025.9
28.3
1.4%
207.0
10.2%

14.0%
12.0%

2007

2011

2,275.2
2,316.8
-396.7
-17.1%
303.2
13.1%

2,000.0

0.0

2010

2,429.9
2,372.0
351.0
14.8%
351.4
14.8%

Atlan c Coast

2,500.0

2009

0.0%

3,288.7
3,536.4
346.0
9.8%
513.0
14.5%

2,808.4
3,080.6
420.0
13.6%
423.0
13.7%
682.7
22.2%

2,765.0
3,048.8
33.2
1.1%
441.9
14.5%
729.4
23.9%

2,638.1
2,924.0
56.6
1.9%
445.8
15.2%
658.0
22.5%

Other US

20.0%

4,000.0

15.0%
10.0%

2,000.0

5.0%

1,000.0
0.0

2007

2008

2009

Net Revenue

2010

2011

2012

2013

0.0%

Op. Margin Before Impair.
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Appendix D. The importance of presence in Asia.

Source: The Wall Street Journal.

Appendix E. Caesars operating performance in Managed and International segments.
Operating Metrics
Managed
Net Revenue
Income From Operations
Operating Margin
Income Before Impair.
Op. Margin Before Impair.

2007

Operating Metrics
International
Net Revenue
Income From Operations
Operating Margin
Income Before Impair.
Op. Margin Before Impair.

2008

43.9
11.9
27.1%
11.9
27.1%

48.1
6.0
12.5%
6.0
12.5%

396.4
-128.6
-32.4%
-19.4
-4.9%

426.9
-273.8
-64.1%
-63.0
-14.8%

403.8
-23.0
-5.7%
8.0
2.0%

428.1
26.9
6.3%
16.5
3.9%

2007

2008

200
150

500

60.0%

300

40.0%

100

20.0%

50
2009

#REF!

2010

2011

2012

Op. Margin Before Impair.

2013

2009

100.0%
80.0%

2008

2012

56.3
19.4
34.5%
19.4
34.5%

250

2007

2011

64.1
26.1
40.7%
26.1
40.7%

300

0

2010

81.5
64.7
79.4%
64.7
79.4%

Managed

350

2009

0.0%

2010

2013

2011

89.5
7.0
7.8%
7.0
7.8%

2012

318.5
20.4
6.4%
20.4
6.4%

452.0
21.1
4.7%
21.1
4.7%

455.2
30.9
6.8%
30.9
6.8%

366.3
20.8
5.7%
20.8
5.7%

2013

Interna onal

10.0%
5.0%

400

0.0%

-5.0%

200

-10.0%

100

0

-15.0%
2007

2008

2009

Net Revenue

2010

2011

2012

2013

-20.0%

Op. Margin Before Impair.
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Appendix F. Caesars leverage and coverage metrics over time.

Debt/Equity

Leverage Ra o

Interest Coverage Ra o

01
3

01
4

CY
2

CY
2

CY
2

CY
2

CY
2

01
1

01
2

01
0

00
8

00
9

CY
2

CY
2

CY
2

00
6

00
7

00
4

0.0x

-0.5x

CY
2

CY

CY

Debt / Total Assets

0.5x
00
5

0.0%

20
00
20
01
CY
20
02
CY
20
03
CY
20
04
CY
20
05
CY
20
06
CY
20
07
CY
20
08
CY
20
09
CY
20
10
CY
20
11
CY
20
12
CY
20
13
CY
20
14

0.0x

1.0x

CY
2

20.0%

5.0x

1.5x

00
3

10.0x

2.0x

CY
2

40.0%

00
2

15.0x

2.5x

CY
2

60.0%

00
1

20.0x

3.0x

CY
2

80.0%

00
0

25.0x

Coverage Metrics

3.5x

CY
2

100.0%

CY
2

Leverage Metrics

30.0x

(EBITDA-Capex) / Interest Expense

Note: Debt/Equity ratio not calculated beyond 2011, due to BV of Equity becoming negative.
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Appendix G. Caesars debt mix and maturities over time.

Debt Wall

25,000
20,000
Cumula ve Debt

15,000
10,000
5,000
0

0

1

2

3

4

5
2002

6

7

8
2006

9

10
2008

11

12

13

14

Years to Maturity
2010

15

2012

16

17
2004

18

19

20

21

22

23

24

25

26

2014
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Z-Score

6.00
4.00
2.00
(2.00)
(4.00)
(6.00)

CY2000 CY2001 CY2002 CY2003 CY2004 CY2005 CY2006 CY2007 CY2008 CY2009 CY2010 CY2011 CY2012 CY2013 CY2014

Z Score
Z'' Score (Non Manufacturing and EM Companies)
Safe Zone Minimum

Z' Score (Non Public Manufacturing Companies)
D Ra ng Threshold
Grey Zone Minimum

Appendix I. Corporate Structure before the asset transfer42

42

Per UMB Initial Complaint, Filed November 2014.
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Appendix J. Corporate Structure before the asset transfer43

43

Per UMB Initial Complaint, Filed November 2014.
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Appendix K. Official Committee of Second Priority Noteholders.

Source: Rule 2019 Statement via Reorg Research
Appendix L. Ad Hoc Group of Second Lien Noteholders.

Source: Rule 2019 Statement via Reorg Research
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Appendix M. Unsecured Creditors Committee.

Source: Rule 2019 Statement via Reorg Research
Appendix N. Ad Hoc Committee of First Lien Noteholders

Source: Rule 2019 Statement via Reorg Research
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