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AMERICAN BANKRUPTCY INSTITUTE 
CORPORATE RESTRUCTURING COMPETITION 

DELICIOUS DELIGHTS, INC. CASE STUDY 

Introduction 

Today is February 18, 2015.  You’re a senior partner with Darr & Morrow 
(“D&M”), a financial and operational turnaround boutique – one of the best in the 
business!  Delicious Delights, Inc. (“Delicious Delights” or the “Company”) hired you 
earlier in the year to analyze four different operational initiatives that the Company was 
considering and how best to finance them.  Over the last six weeks, however, you’ve 
come to learn that the Company has some serious financial challenges in addition to the 
operational issues that you were originally hired to assess.  The Company’s advance rate 
on its revolver has been reduced and the credit has been handed over to “workout” teams 
inside the banks.  What’s more, creditors holding some of the Company’s unsecured debt 
have formed an ad hoc committee to represent their interests.  You’ve also heard rumors 
that the Board of Directors recently directed the Company to hire bankruptcy counsel. 

Despite these realities, the Company’s CEO and founder, Gene Glazer, is bullish 
on the future.  At a meeting this morning, he spent most of his time patiently explaining 
to you that there is no crisis and that new markets and products will generate the 
additional cash that is needed for the Company to recover from its recent difficulties and 
thrive in the future.  In fact, he tells you, this growth is already included in the 
Company’s forecasts.  Glazer’s rosy predictions notwithstanding, you’ve just walked out 
of a separate meeting with Kevin Kautios.  Kautios tells you that he has tendered his 
resignation as the Company’s CFO and that Tonya Bean, the Controller, is assuming his 
role (but not title).  In your meeting with Kautios, he tells you that he just couldn’t keep 
up the charade any longer and that Glazer’s positive outlook is foolhardy.   

Bean is determined to take command of the Company’s financial situation.  Her 
first action is a good one:  she expands the scope of your engagement to advise on all 
aspects of the Company’s operational and financial restructuring.  From what you know 
already, this is going to be a major engagement.  In addition to creditors organizing 
themselves, the Company is burning through cash rapidly and faces liquidity issues.  It 
has also been stretching its vendors and has significant upcoming interest and principal 
payments on outstanding indebtedness.  Your job is to help the Company understand its 
current predicament and to advise it on the best way to manage the difficult situation in 
which it finds itself.   

Business Description 

Delicious Delights through its predecessors (Specialty Cakes Company 
“Specialty Cakes” and Delectable Doughnuts, LLC (“Delectable Doughnuts”), has 
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baked and distributed fresh-baked bread and sweet goods since 1954 and has grown to be 
one of the largest wholesale bakers and distributors of fresh baked sweet goods and 
nutritional breakfast and performance bars in the United States.  The Company began 
offering nutritional breakfast and performance bars in 2007, out of its Fort Worth bakery, 
in response to a shift in consumer preferences towards healthier snacks (e.g., low-carb, 
high-protein, etc.) and to take advantage of the increasing popularity of this category. 

Delicious Delights manufactures four categories of baked sweet goods: (1) 
Specialty Cakes, (2) Doughnuts, (3) Cupcakes, and (4) Healthy Breakfast & Performance 
Bars.  The Company produces both branded and private label versions of each product 
category, except Healthy Breakfast & Performance Bars (“Healthy Bars”), which are 
only offered as branded product. 

• Specialty Cakes include a variety of coffee cakes, lemon cakes, and other seasonal 
items that appeal to the Company’s national customers.  These products are sold 
under branded labels such as Delightful Cakes, NoHos, RingDings, and Zangers. 
Specialty Cakes also include a number of private label products packaged and sold to 
nationwide retail chains such as Wal-Mart, Target, Albertson’s and Safeway. 

The Specialty Cakes category also manufactures and packages its products under 
regional brands that existed from prior acquisitions. The Midwest region sells a 
Cardinal Cake, the Texas region sells the Astro Cake, the Northeast region sells the 
Philly Muffin, and the Southeast territory sells the Braves Bun. 

• Doughnuts include powdered, cinnamon, frosted, crumb and seasonal products of 
various sizes. These items are sold under branded labels such as Minis, Popems, 
DevilDoughnuts, Donettes, and Federal Doughnuts (a specialty brand available only 
in Philadelphia that has a “phanatical” local following).  Doughnuts are also packaged 
and sold under private labels to mass marketers in a similar manner as the Specialty 
Cakes mentioned above.  Products that fall within this category are marketed and 
advertised nationally, as opposed to a regional marketing effort. 

• Cupcakes include a narrow line of products sold under national brands such as Kirby 
Cakes and Robby Rolls as well as a private label line sold to Wal-Mart, Target, 
Albertson’s, and Safeway. 

• Healthy Bars is the fastest growing category and continues to introduce new products. 
Its products appeal to health conscious adults for both themselves and their children. 
Branded products include QuickStart, EnergyBar, HealthCrunch, Vita-Start, and 
BalanceBar in a variety of flavors.  A new Healthy Bar product, known as the “Betty 
Bar” (named after Glazer’s daughter) is in the final stages of R&D and has been test-
marketed in the Southeast – it is a white chocolate, high caffeine product that is 
designed to provide endless energy in daunting circumstances.  The initial test-market 
data is that Betty Bar, while popular and highly satisfying to the test participants, will 
require significant marketing dollars to gain brand recognition.  Because these 
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products are marketed as premium, proprietary items, Delicious Delights has decided 
not to offer a private label line. 

The Company has four bakeries located in Atlanta, Georgia, St. Louis, Missouri, 
Fort Worth, Texas, and Philadelphia, Pennsylvania.  Delicious Delights has eight 
distribution facilities and distributes products through three separate channels: 

• Company-owned and operated Direct-Store-Delivery (“DSD”) system via 
approximately 3,334 distribution routes (“Routes”); 
 

• Third-party shipping (“Shipping Sales”) such as FedEx and UPS; and 
 

• 87 Company-owned retail stores (“Retail Stores”) located in strategic markets 
throughout the Company’s Southwest and Northeast Regions. 

Through the Company’s Routes and Shipping Sales the Company supplies over 
75,000 distinct businesses throughout the Midwest, Northeast, Southeast, and South 
Central United States. 

Facility Locations 

 

 

Northeast 
Region 

Southeast 
Region Southwest 

Region 

Midwest 
Region 

Bakeries

Distribution Facilities
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 The Company has 7,302 employees throughout the organization, with 2,754 of 
these employees covered by collective bargaining agreements (“CBAs”).  The 
Company’s union employees are members of the International Brotherhood of Teamsters 
(“Teamsters”) (approximately 1,528 transportation and delivery employees covered 
under eight CBAs) and the Bakery, Confectionery, Tobacco Workers & Grain Millers 
International Union (“Bakers Union”) (approximately 1,226 bakery employees covered 
under two separate CBAs for the St. Louis and Philadelphia facilities). 

Delicious Delights, Inc. was formed through a leveraged buyout transaction 
organized by Sweet Tooth Capital LLC (“STC”) in December 2011.  STC formed 
Delicious Delights, Inc. as a holding company to purchase all of the common stock of 
Specialty Cakes Company and Delectable Doughnuts, LLC for an aggregate purchase 
price of $1.2 billion (the total equity infusion was $200 million).  Glazer invested $20 
million and several board members collectively invested $5 million.  The holding 
company structure has remained since Delicious Delights was formed.  It has no 
employees itself and its sole asset is the common stock of Specialty Cakes Company and 
Delectable Doughnuts.  It is also the borrower under two debt facilities described further 
below.  While the holding company structure remains at Delicious Delights, one of the 
primary objectives of the acquisition of Specialty Cakes Company and Delectable 
Doughnuts was to merge the operations of Specialty Cakes and Delectable Doughnuts to 
generate significant operating leverage at the manufacturing level and form a platform to 
roll up additional operations on an opportunistic basis.  Unfortunately, while operations 
have been merged, the anticipated financial benefits from these synergies were never 
realized, which has left the combined organization highly leveraged and burdened by 
assumed union and legacy costs, which have made the Company’s operations less 
competitive.   

  



5 
 

   
 

Industry Highlights 

  The U.S. bakery market is in excess of $34 billion and can be segmented into the 
following major segments: Bread Aisle, Cookies & Crackers, Baked Sweet Goods, 
Refrigerated & Frozen, and Snack Bars. 

  Since 2009, the overall U.S. bakery market has grown at a compound annual 
growth rate of 3.5 percent, with sales of Cookies & Crackers (3.4 percent CAGR) and 
Snack Bars (14.6 percent CAGR) expanding at the most rapid rate.  However, growth has 
slowed in recent years based on changing consumer tastes, increased competition from 
non-traditional competitors, rising employee expenses and increased commodity prices.  

 

U.S. Bakery Food Sales 
($ in billions) 
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  The Baked Sweet Goods category increased at a compound annual growth rate of 
2.9 percent, from $4.1 billion in 2009 to $4.7 billion in 2014.  The Baked Sweet Goods 
category can be further segmented to include snack cakes, doughnuts, danish, toaster 
pastries, and other sweet goods.  Manufacturers within this category have been forced to 
deal with an increased emphasis on health and concerns regarding childhood obesity, 
popularity of low-carbohydrate diets, excess capacity, and changing demographics.  Sales 
are driven by taste as opposed to health and are impulse driven.  This has led to an 
increase in spending on marketing and an increase in product introduction. 
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U.S. Baked Sweet Goods Sales 
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Manufacturing Facilities 

 The following is a general description of each of the Company’s manufacturing 
facilities: 

• Atlanta, Georgia:  This facility bakes and distributes several lines of Specialty 
Cakes, Doughnuts, Cupcakes, and Healthy Bars.  It is non-union. 

• Fort Worth, Texas:  This facility bakes and distributes two lines of Specialty 
Cakes.  The Fort Worth plant added lines for Doughnuts and Cupcakes in 2006 
and Healthy Bars in late 2007.  It is non-union. 

• St. Louis, Missouri:  This facility bakes and distributes doughnuts and cupcakes.  
A Specialty Cake line was added in 2007. This Facility is entirely unionized under 
a CBA with the Bakers Union Local 773. 

• Philadelphia, Pennsylvania:  This facility bakes and distributes doughnuts and 
cupcakes. The Company added a Specialty Cake line in 2006 and a Healthy Bar 
line in 2008.  It is entirely unionized under a CBA with the Bakers Union Local 
312. 

Transportation and Distribution  

 The Company’s distribution network is important to its strategy to deliver 
quality sweet goods at a low cost.  Grain is shipped to milling sites by rail or truck. After 
milling the grain, suppliers ship the flour from their mills to the Company’s plants by rail, 
truck or pneumatic tube based on location and financial considerations.  In the U.S., the 
Company ships the finished goods from its plant sites to its distribution centers in 
truckload quantities and the Company ships approximately 85% of its tonnage from its 
distribution centers to the final customers.   

 In accordance with industry practice, Delicious Delights repurchases dated and 
damaged products from customers, which it then distributes to one of its 87 retail stores. 
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Retail sales represent approximately 15% of the Company’s total net sales (including 
third-party retail store sales).  The Company repurchases all products from its customers 
with 10 or fewer days of remaining shelf life, which it then discounts and distributes 
through their retail stores.  The Company’s marks these products down to a retail price 
that represents manufacturing and distribution costs.  The Company destroys all products 
that exceed their shelf life by two or more days. 

 The average shelf life for the Company’s product is four weeks (other than 
Healthy Bars which have a three month shelf life).  This four week shelf life is an 
improvement for the Company.  Several years ago, prior to the introduction of the 
Company’s “ESP” process (described below), average shelf life was two weeks.  

 Unlike some of its industry competitors, the Company owns all of its delivery 
routes and trucks, and employs all of its drivers (roughly half of whom are Teamsters 
members).  The drivers throughout the Midwest and Northeast regions are Teamster-
unionized, the others are not.  As more fully detailed in the financial analyses provided 
by the Company, the cost per mile for transporting the Company’s products from bakery 
to distribution center is approximately $0.60 and the cost per mile from distribution 
center to customer is approximately $0.48.  

Employees 

 The Teamster’s CBA expires in two months and the Bakers CBA come up for 
renegotiation in November 2016.  Both Specialty Cakes and Delectable Doughnuts are 
parties to the CBA.  In conjunction with its last negotiation with the Bakers in 2012, the 
Bakers went on strike at the Philadelphia Facility, though the Company still managed to 
bake and deliver at 80% of capacity for two months during the strike.  Fortunately, there 
were no “sympathy” strikes in St. Louis during this period.  Notwithstanding past labor 
strife, management considers its present labor relations at its plants to be generally good.  
In fact, the relationships should be great since the union employees are compensated on a 
fully loaded basis (i.e., wages, health, and other benefits) nearly 15% higher than the non-
union employees (the non-union employees’ fully loaded compensation is consistent with 
the Company’s competitors (i.e., the market)).  This disparity has caused dissension 
within the non-union ranks over the years, although so far management has avoided any 
crisis with the non-union employees. 

Properties 

 The Company is headquartered in Fort Worth, Texas where it owns a 35,000 
square foot office building located adjacent to its manufacturing facility. 
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The Company owns the following manufacturing plants: 

Location Square Footage 
Fort Worth, Texas 121,460 (30,000 sf of excess mfg capacity) 
Atlanta, Georgia 153,000 (63,000 sf of excess mfg capacity) 
 
 The Company leases the following manufacturing plants: 

Location Square Footage 
St. Louis, Missouri 70,000 (no excess mfg capacity) 
Philadelphia, Pennsylvania 82,000 (50,000 sf of excess mfg capacity) 
 
 With the exception of Philadelphia, each of the plants is equipped with modern 
technology and process controls. Management believes its plants are located 
appropriately to minimize delivery costs to its regional distribution centers. 

 The Company leases the following distribution centers: 

Location Square Footage 
Athens, Georgia 45,000 sf 
Garland, Texas 57,000 sf 
Montgomery, Alabama 32,000 sf 
Tulsa, Oklahoma 49,000 sf  
San Antonio, Texas 45,000 sf  
East St. Louis, Illinois 58,000 sf 
Lancaster, Pennsylvania 41,000 sf 
South Bend, Indiana 29,000 sf 
 

Management Team 

Executive Management 
 

Gene Glazer founded Delectable Doughnuts.  He had worked his way up through 
the Dunkin Doughnut system, and ultimately became one of its largest franchisees.  He 
sold the franchise at a substantial profit and rolled his money into his acquisition of 
Delectable Doughnuts out of bankruptcy in 1989.  He built Delectable Doughnuts up 
from near death to a thriving operation over 20 years when he approached his college 
friend, Joe Sweettooth (of Sweet Tooth Capital (“STC”), the noted buyout fund) to fund 
the dream “Sweet Deal” – the merger of Delectable Doughnuts and Specialty Cakes.  To 
realize this plan, Joe and Gene approached Ted Cakebread in mid-2010 to ask him to sell 
Specialty Cakes Company to STC.  Joe and Gene had already worked out the details of 
their deal where STC would acquire a majority stake in Delectable Doughnuts and then 
simultaneously acquire Specialty Cakes at a slightly higher multiple than STC paid for its 
interest in Delectable Doughnuts.  Their deal also involved Gene staying on as President 
and CEO, while Joe would serve as Chairman of the Board.  Glazer made out big on the 
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initial transaction and currently has a substantial net worth (north of $100 million) 
outside of his interests in Delicious Delights. 

Other senior members of the Management Team include: 

• Harry Hardnose:  Harry has served as legal advisor to Sweet Tooth Capital since 
mid-2011 when Specialty Cakes was acquired. He currently serves as Senior Vice 
President and General Counsel. 
 

• Tonya Bean:   Tonya has served as Vice President and Corporate Controller since 
July 2011 and Assistant Corporate Controller from January 2009 to July 2011.  As 
of today, she is the senior finance officer of the Company since the CFO, Kevin 
Kautios, resigned. 
 

• Heather Reed:   Heather was hired at the time of the merger and continues to 
serve as Senior Vice President of Human Resources. 
 

• Tony Robbins:  Tony serves as Senior Vice President – Marketing and Sales.  
Reporting to him is the Vice President – National Sales Campaigns and 
Promotion as well as five Major Customer Account Reps.  There is one account 
rep assigned to Delicious Delights’ most valued national accounts:  Wal-Mart, 
Target, Albertsons, Safeway and Walgreen’s.  These account reps market both 
branded and private label products.  

 
Regional Management 
 

Gene cleared out most of the Specialty Cakes’ senior management, but retained 
the plant managers at the Atlanta and Fort Worth Facilities and promoted Michael 
Upandcommer, a mid-level operations manager, to Senior VP – Chief Operating Officer. 
Reporting to Upandcommer is Fred Convoy, Vice President of Fleet Operations and 
Emeril Lagasse, Vice President of Bakery Operations. Ricky Perry is the Fort Worth 
Plant Manager, Sonny Perdue is the Atlanta Plant Manager, Matt Blunt is the St. Louis 
Plant Manager and Eddy Rendell is the Philadelphia Plant Manager.  Blunt and Rendell 
were brought in to try to turn the St. Louis and Philadelphia Facilities around over the last 
two years. 

Each Plant Manager mentioned above also serves as a Regional Manager of 
Operations, having the role of running all operations served by the plant. The Regional 
Managers of Operations report to Upandcommer. 

 
Each of the four regions also has a Regional Manager of Sales, overseeing all 

Sales Managers in that region. Sales Managers typically oversee 15-20 sales persons at 
the local level.  The Regional Managers of Sales report to Robbins. 
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   Organizational Chart 

 

 
 

Each of the manufacturing facilities has traditionally operated autonomously.  
While internal systems (e.g., accounting and payroll) were merged, the plants saw very 
little operational change after the LBO.  Each of the Regional Managers of Operations 
believes they run a very tight ship and is convinced that the real problems with the 
operations are caused by a lazy sales team.  These Mangers are furious that their bonuses 
are being cut because of the perceived incompetence of the sales organization.  They’ve 
also complained over the years that the Regional Sales Managers don’t report to them, 
but instead report to Robbins (who the Regional Operating Managers believe is all hype 
and no substance). 

The Sales team, meanwhile, have complained to you about how a few years ago 
the operations guys changed the Cupcake ingredients so they could save on maintenance 
costs.  The Sales team protests that as the operations guys pound their chests over the 
maintenance cost savings, the Cupcakes’ taste has suffered – Robbins tells you “You 
can’t pay me to put those things in my body!” 
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Marketing 

Delicious Delights’ products are generally sold through national mass 
merchandisers, supermarkets, and convenience stores.  No single customer accounts for 
more than 10% of net sales.  Delicious Delights marketing and advertising campaigns are 
conducted through targeted television and radio advertising, coupons in newspapers and 
other printed media. 

Delicious Delights distributes its products in markets representing approximately 
65% of the United States population, with its strongest presence (as measured by sales, 
market share, and number of facilities) in the Southwest and its weakest presence in the 
Northeast. With bakeries and distribution centers strategically located throughout the 
Company’s four regions, Delicious Delights is located close to a number of major 
marketplaces enabling efficient delivery and superior customer service. Delicious 
Delights does not keep a backlog of inventory for the majority of its fresh bakery 
products, as they are generally promptly distributed to customers after being produced.  
With the exception of Healthy Bars (which has a three-month shelf life), the Company’s 
products (Specialty Cakes, Doughnuts and Cupcakes) all have a four-week shelf life.   

The Company has developed a proprietary extended shelf life process (known as 
“ESP” or Extended Shelf Processes) for which it has procured several patents.  ESP has 
doubled the shelf life of the Company’s products from two weeks to four weeks over the 
last four years.  ESP is invisible and tasteless, wholly undetectable to the consumer.  
ESP’s application is very broad and could be applied to any baked product (i.e., cakes, 
doughnuts, bread, cookies, pretzels, etc.).  The Company’s competitors’ average shelf life 
ranges from two to three weeks. 
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Overview of Sweet Tooth Capital’s 2011 LBO Acquisition 

STC formed Delicious Delights, Inc. to acquire all of the outstanding stock of 
Specialty Cakes and Delectable Doughnuts for a combined purchase price of $1.2 billion.  
The combined FYE 2011 pro forma financial performance of Delicious Delights included 
$1.43 billion of revenue and $146.7 million of EBITDA for an implied enterprise value 
multiples of 0.84x Revenue or 8.18x EBITDA. The transaction’s initial capitalization 
consisted of the following: 

• $575 million Senior Secured Credit Facility (the “Secured Debt”) consisting of: 
 

 $150 million Revolving Credit Facility1 ($75 million drawn at close); 
 $225 million Term A Facility; and 
 $275 million Term B Facility. 

 
The Secured Debt is secured by a lien on all assets of Delicious Delights, Inc.  
Delectable Doughnuts, LLC and Specialty Cakes Company also guaranteed the 
Senior Secured Credit Facility.  Specialty Cakes Company has granted a lien in all 
of its assets to secure its guarantee obligation and Delectable Doughnuts has 
granted a lien in all of its assets other than its stock in its wholly-owned 
subsidiary, DD Technologies, Inc., which remains unencumbered.     
 

• $350 million in unsecured notes due January 2017 (the “2017 Notes”).  The 2017 
Notes are obligations of Delicious Delights, Inc.  They are widely held by the 
public.  
 

• The assumption of $75 million of outstanding Unsecured Notes at the Delectable 
Doughnuts, LLC subsidiary level due June 2018 (the “2018 Notes”).  The 2018 
Notes bear interest at 15%, payable semi-annual, half in cash and half in kind.  
With the accrued PIK interest, the current outstanding balance exceeds $100 
million.  
 

• $200 million in common stock (a $175 million cash contribution from STC, $20 
million by Gene Glazer and $5 million from several board members and other 
friends of Glazer). 

                                                
1 While the stated amount of the revolving credit facility is $150 million, the Company’s 

borrowing base has never supported the full $150 million. 
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The following provides a snapshot of the Company’s LBO initial capitalization and the 
implied FYE 2011 EBITDA multiple, along with a snapshot of the Company’s current 
capitalization and implied FYE 2014 EBITDA multiple: 
 

Summary of STC’s LBO Capital Structure 
($ in thousands) 

Secured Debt

Face Amount 

Outstanding as of 

12/31/11

Implied FYE 

2011 EBITDA 

Multiple

Face Amount 

Outstanding as of 

12/31/14

Implied FYE 

2014 EBITDA 

Multiple

Revolving Credit Facility $75,000 0.51x $92,859 1.15x

Term A Facility 225,000 2.05x 105,000 2.45x

Term B Facility 275,000 3.92x 275,000 5.86x

Total Secured Debt 575,000 3.92x 472,859 5.86x

Delicious Delights 2017 Unsecured Notes 350,000 6.31x 350,000 10.20x

Delectable Doughnuts 2018 Unsecured Notes 75,000 6.82x 100,160 11.44x

Total Unsecured Debt 425,000 6.82x 450,160 11.44x

Total Debt 1,000,000 6.82x 923,019 11.44x

Common Stock  

  Sweet Tooth Capital 175,000

  Gene Glazer 20,000

  Board Members 5,000

Common Stock (2,000,000 shares) 200,000 8.18x

Enterprise Value $1,200,000 8.18x

FYE 2011 EBITDA $146,694

FYE 2014 EBITDA $80,651
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The following summarizes the current ownership and corporate structure of Delicious 
Delights, along with the various debt facilities at the various entities: 
 
 

Delicious Delights Corporate and Capital Structure 
 

 

Financial Performance 

Financial performance has declined for the past several years.  The historical 
revenue base (specialty cakes, doughnuts, and cupcakes) has fallen, partially offset by 
growth in Healthy Bars, while its expenses have continued to increase, thereby 
compressing profit margins and reducing EBITDA and free cash flow. 

In fiscal year 2014, the Company experienced volume declines.  These trends 
have continued in fiscal 2015.  Consumer interest in low-carb diets has contributed to 
reduced demand for the Company’s products.  The Company was late to introduce low-
carb products, which negatively impacted shelf placement and made it hard to win market 
share.  Additionally, increased competition from sweet goods sales through coffee shop 
chains (e.g., Starbucks) has led to decreased market share for traditional manufacturers of 
packaged sweet goods.  Finally, the increased popularity of private label products has led 
to consumers being less receptive to price increases.  A summary of the Company’s 
recent financial performance is below: 
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Summary of Recent Financial Performance 
FYE (12/31) $ in thousands 

  
Actual 

 

  
2011 

 
2012 

 
2013 

 
2014 

 Total Sales $1,428,123  
 

$1,434,700  
 

$1,450,298  
 

$1,437,739  
 Total Cost of Products 

Sold 728,125  
 

741,343  
 

760,367  
 

767,035  
 EBITDA 

 
146,694  

 
125,274  

 
107,844  

 
80,651  

 % of Total Sales 10.3% 8.7% 7.4% 5.6% 

          Change in Working Capital (1,500) 
 

9,693  
 

5,123  
 

14,326  
 Capital Expenditures (29,750) 

 
(26,100) 

 
(22,125) 

 
(17,000) 

 Net Interest Expense $80,813  
 

$78,982  
 

$77,479  
 

$78,877  
 Scheduled Amortization (30,000) 

 
(30,000) 

 
(30,000) 

 
(30,000) 

 Income Tax (Refund) 4,353  
 

(4,673) 
 

320  
 

0  
 Cash Flow Before Rev 170,610  

 
153,175  

 
138,642  

 
126,854  

 

          Summary of Outstanding Debt 
       Revolver 

 
69,096  

 
58,491  

 
68,947  

 
92,859  

 Term A Facility 195,000  
 

165,000  
 

135,000  
 

105,000  
 Term B Facility $275,000  

 
$275,000  

 
$275,000  

 
$275,000  

 Secured Debt 539,096  
 

498,491  
 

478,947  
 

472,859  
 2017 Notes 350,000  

 
350,000  

 
350,000  

 
350,000  

 2018 Notes 80,625  
 

86,672  
 

93,172  
 

100,160  
 Total Debt 

 
969,721  

 
935,163  

 
922,119  

 
923,019  

 

          Leverage Ratios 
        Secured Debt/EBITDA 3.7 x 4.0 x 4.4 x 5.9 x 

Total Debt/EBITDA 6.6 x 7.5 x 8.6 x 11.4 x 

Interest Coverage 1.8 x 1.6 x 1.4 x 1.0 x 
 

 
 The Company has not been able to reduce costs adequately in response to the 
decreased demand for their products, due to their somewhat inflexible fixed cost 
structure. 

 Bakery industry consolidation by larger food companies, combined with declining 
unit sales in certain product categories and more efficient production methods (including 
extended shelf life programs) have resulted in excess industry capacity.  This excess 
industry capacity has made it more difficult for the Company to raise selling prices to 
offset increased production costs. 

 The Company has faced rising healthcare and pension costs under its various 
collective bargaining agreements.  In addition, non-union healthcare costs have also 



16 
 

   
 

increased.  These costs have risen more dramatically for the Company than for some of 
its competitors due to the average age of the Company’ workforce and its high percentage 
of union employees. 

 The industry as a whole has also faced substantial volatility in the principal raw 
materials used to produce sweet goods, (including flour, sugar, and edible oils); paper, 
films and plastics used to package products, as well as the gas, electricity and fuel used in 
the bakeries and trucks.   

 Delicious Delights has acquired a new enterprise resource planning (“ERP”) 
program intended to re-engineer the Company’s business processes and rationalize its 
investment in production, distribution, and administrative functionality in order to reduce 
costs.  The new ERP system has been installed in Ft. Worth and Atlanta, but it will take 
another $4 million to complete the installation in St. Louis and another $2.5 million to 
complete Philadelphia. 

 Initial indications in Fort Worth and St. Louis are that the new ERP system is not 
functioning as promised by the new ERP system developers and the consultants who 
pitched and installed the systems, DeLay and Charge LLP.  So far, the total costs of the 
new ERP system and installation have been roughly $15.5 million, versus an original 
budget of $11 million.  One of the senior members of the DeLay and Charge team has 
confided in the CIO, Jose Gateway, that the installation was compromised by a lack of 
support at the operational level of the Company. 

Creditor Issues 

The Agent for the Senior Lender Group (consisting of 15 lenders ranging from 
traditional commercial banks to hedge funds) has ratcheted down on the Company’s 
Revolver availability, taking the A/R advance rate down to 75% (from 85%) and 
Inventory advance rate down to 55% (from 65%).  Currently, the stock of DD 
Technologies, Inc. (which owns the ESP technology) is not part of the Senior Lender 
Group’s collateral and is otherwise unencumbered.  The Senior Credit Facility Loan 
Agreement and the Intercreditor Agreement with the 2017 Noteholders contain several 
important provisions, including a covenant prohibiting the Company from raising any 
additional debt senior to the 2017 Notes in excess of the $650 million Senior Credit 
Facility.  Moreover, the Agent has a discretionary right to issue a blockage notice to the 
Company to prevent the Company from paying the coupon on the 2017 Notes in the 
event of a default on the Secured Facility (but there is no corresponding provision with 
respect to the 2018 Notes). 

The Company’s most recent borrowing base (as of 12/31/14), supported 
approximately $93 million in revolver availability (thus rendering roughly $57 million of 
the Revolver commitment effectively unusable).   
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Tonya Bean, the Controller, has handed you a preliminary term sheet she received 
from one of the “vultures” in the bank debt (Lastowski Capital) whereby Lastowski 
would loan the Company an additional $30 million in exchange for a “last out” position 
in the Term B Facility and a first lien on the stock and all of the assets of DD 
Technologies, Inc.  The “last out” position would effectively provide Lastowski with a 
junior secured claim on the assets securing the Term B Facility and a junior (or last out) 
right to be paid after the balance of the Term B is repaid. This is technically not 
considered “new debt” under the 2017 Notes Indenture since it would fit within the $650 
million debt limit under the Senior Credit Facility and would technically be a part of the 
Term B Facility (while the structure is complicated, it’s best to think of the $30 million as 
reducing the Revolver commitment by $30 million and increasing the Term B Facility by 
$30 million so that the total amount of the Senior Credit Facility, with the Lastowski’s 
“last out” piece, remains at $650 million). She also informs you that Lastowski has 
suggested that it might also be willing to take out the entire Senior Credit Facility and 
increase the Company’s advance rates to provide much needed liquidity. 

Tonya confides in you that the 12/31/14 financial results (which must be certified 
to the Agent on or before March 31st) will result in the Company breaching its coverage 
ratio covenants under the Senior Credit Agreement.  She takes you aside to tell you that 
the numbers are final and she reads the Senior Credit Agreement as requiring that the 
Company inform the Agent as soon as the Company is aware of a breach, even though 
they technically have until March 31st to report the results to the Agent.  Predictably, 
Glazer insists the numbers are “preliminary for the record” and won’t be final until the 
auditors, KBG&G LLP, sign off in late March (to which Tonya points out, we already 
have KBG&G LLP’s sign off, we’re just holding the letter and, by the way, it has a going 
concern opinion, which would be another default under the Senior Credit Agreement). 

Suspecting that there will be a fixed charge covenant breach, the Agent has 
threatened to issue a blockage notice to the Company to prevent the payment of the June 
15th coupon on the 2017 Notes.  The issuance of the blockage notice formally requires 
that at least 50% of the outstanding amount of the Revolver, Term A and Term B debt 
instruct the Agent to issue the notice. 

The percentage ownership of the Senior Credit Facility (Revolver, Term A and 
Term B) is as follows: 

• Revolver and Term A: All 15 holders own identical amounts of the Revolver and 
Term A (i.e., if a Senior Lender has a 5% holding in the Revolver, then they 
would also hold 5% of the Term A).  The Agent is the largest holder with 20% of 
the Revolver and Term A. 

• Term B: Only six of the members of the Senior Lender Group hold the Term B 
and their percentage ownership is independent of their ownership percentages in 
the Revolver and Term A.  Scylla Capital is the largest holder of the Term B debt 
(32%); Lastowski Capital holds the next largest position (25%). 



18 
 

   
 

The 2017 Notes are widely and publicly held by more than 100 holders and are 
currently trading at approximately 44 cents on the dollar.  As discussed above, there is an 
anti-layering provision in the 2017 Notes Indenture whereby the Company cannot layer 
in any additional debt beyond the existing Senior Credit Facility $650 million without the 
consent of two-thirds in face amount of the outstanding 2017 Notes.  The next coupon on 
the 2017 Notes is due June 15th, and there is a thirty-day grace period through July 14th 
before the 2017 Notes can declare a default and take action for failure to pay the coupon. 

The next coupon on the 2018 Notes is due June 30th, with a similar grace period 
provision.  The 2018 Notes are held by three parties: 

• 60% is held by Scylla Capital; 

• 34% is held by STC; and 

• 6% is held by Lastowski Capital. 

Glazer appears realistic about the need to attract new capital for working capital 
and capital expenditure purposes and asks your opinion on the availability of new equity 
or other capital “in the range of $30 to $40 million.”  He asks your opinion of the 
Lastowski proposal, but is emphatic that he would view this as a last resort and that he 
really hired D&M to find him junior subordinated or equity capital (he rants that “raising 
money above the bonds is easy, I’m not paying you to raise easy money, find me the hard 
money!”).  Glazer also asks what the prospects are of raising capital to tender on the 
Notes at a discount – he confides in you that he has already bought just less that 5% (or 
$17.4 million face value) of the 2017 Notes at prices between 55-65 cents on the dollar.  
As he says, “these Notes are a steal at these prices, but I don’t want anyone knowing 
how much I hold.” 

Management’s Financial Projections and Operational Turnaround Plan 

In addition to a financial restructuring, management is aware of the need for an 
operational restructuring plan.  The Company is considering several possible initiatives 
with a view toward restructuring its operations and returning Delicious Delights to 
profitability. 

Initiative #1:  The Company’s preferred alternative is to step up investment in its 
St. Louis plant.  Management is considering further investment to increase 
production of Healthy Bars, in particular the Betty Bar, and capture additional 
market share. Specifically, Management is debating two primary options under 
this Initiative: (i) invest $3 million in the St. Louis bakery to add a Healthy Bar 
production line and (ii) invest incremental marketing dollars to drive substantial 
revenue growth that might help absorb substantial fixed costs. 

Initiative #2:  As a fallback to Initiative #1, the Company is considering closing 
the St. Louis Plant completely and investing $6 million in capital expenditures to 
move production equipment to the non-union Atlanta location where there is 
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excess manufacturing capacity and space.  Management estimated that total 
expenses associated with closing the entire St. Louis facility and moving 
production would be approximately $44 million including: 

• $6 million of incremental capital expenditures; 

• $13 million in severance costs; 

•  $7 million in withdrawal liabilities for abandoning the underfunded 
pension plan; 

• $10 million for other post-retirement benefits; 

• $5 million in wind-down costs and asset write-downs ($3 million of which 
are non-cash expenses); and 

• $2.7 million in potential lease breakage and termination costs. 

Management estimated that closing would result in $40.7 million of cash 
expenditures. 

Initiative #3:  Management has also considered whether to continue to roll out 
the implementation if its new ERP system. Management wants to finish the 
installation of new ERP system in St. Louis and Philadelphia, but has indicated 
that it has been struggling with whether or not to consolidate St. Louis and 
Philadelphia into the other two operating facilities (thereby eliminating or at least 
reducing the union operations and minimizing redundancies). 

Initiative #4:  Management has identified ten retail stores to be closed based on a 
negative four-wall contribution analysis prepared by management.  
Management’s analysis was based on a four-wall (i.e., store level) analysis of the 
Earnings Before Interest, Taxes, Depreciation, Amortization and Rent (“4-Wall” 
EBITDAR) generated at the store level.  Your whiz kid senior associate, Susan 
Roberts, points out to you that the Company should also consider the impact of 
rent (and whether the rent the Company is paying is above or below market). 

You need to evaluate the merits of each of the Company’s various initiatives.  
Your analysis should show the earnings and the cash impact as compared to the base line 
business plan, as well as the ultimate impact on the Company’s valuation and stakeholder 
recoveries. 

The Company’s General Counsel, Harry Hardnose, asks you to fully evaluate the 
manufacturing and retail lease termination costs under section 365 of the Bankruptcy 
code, as well as the process and costs of potentially terminating the CBAs under section 
1113 of the code. 

The Current Situation 

The Company’s need for liquidity is your immediate priority.  Beyond that you 
need to consider the manufacturing operations’ footprint.  Top line growth or lack thereof 
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is another concern as the Company’s marketing department continues to complain that 
demand is weak due to the consumer infatuation with low carb foods and increasing 
competition from coffee shops. 

The CFO has just given you the latest version of the Company’s 13 week cash 
forecast, which shows that there is sufficient liquidity to get through the next three 
months.  While there is sufficient liquidity during the forecast period, you also know that 
the Company will be in a negative cash position in month 4 (primarily as a result of 
making the $17.5 million coupon payment on the 2017 Notes). 

Glazer has given you management’s projections for the business.  These 
projections assume: (1) no further plant rationalizations; (2) the original expected 
synergies from the transaction are finally and promptly realized improving operating 
margins; and (3) demand significantly recovers.  The plan also shows continued 
implementation of the new ERP system programs and closure of ten retail sites.  You are 
concerned that these projections are not credible, but more resemble a hockey stick. 

The Board of Directors 

The Board is clearly divided on the direction the Company should take.  There are nine 
members of the board, broken down as follows: 

• Sweettooth (Chairman) 

• Glazer 

• Two board members, Mike Buschmann and Sean Goss, are professional 
acquaintances of STC and Sweettooth but don’t serve on any other boards that are 
in any way affiliated with STC or Sweettooth (i.e., although these board members 
are designees of STC, they are technically independent). 

• One board member, Cornelius Reardon, is a partner at STC and also a board 
member on several other STC portfolio companies. 

• One board member, James Nash, is a partner at Lastowski Capital. 

• One board members, Trent Troha, is a long-time friend of Glazer.  He, along with 
some other friends and family of Glazer, collectively own roughly 2.5% of the 
Company (pre-management options dilution).  (They invested in the Company at 
the time of LBO and don’t accept that the investment may be worthless.) 

As Hardnose has told you, the board recently hired bankruptcy counsel, Sigler 
O’Dooley & Schildhorn LLP (“SOS”), and last week had a very contentious meeting 
during which the lead attorney, Shane Sigler, gave the board a strong lecture about its 
duties and obligations as the Company enters the “zone of insolvency.” 
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D&M’s Role 

You and your team need to prepare for three meetings: 

• Round 1:  A meeting with the Company’s creditors.  Holders of the Senior Debt, 
the 2017 Notes, and the 2018 Notes are all expected to attend. 
 

• Round 2:  A meeting with a special sub-committee of the Board of Directors.  
Members of the Board that are expected to attend this meeting are Glazer, 
Buschmann, and Nash.  
 

• Round 3 (the finals – top 3 teams from Rounds 1 and 2):  A mock bankruptcy 
court plan confirmation hearing.  You will represent the Company’s interests and 
present your restructuring plan for the Company.  There will be a representative 
from each of the primary creditor constituencies (Senior Debt, 2017 Notes, and 
2018 Notes) as well as a representative of the unsecured creditors committee 
(which represents the collective interests of all unsecured creditors).  A (mock) 
bankruptcy judge will preside.   

You will need to carefully judge what support materials you will use.  Too little 
detail will fail to convince your audiences.  Too much detail runs two risks; (1) you will 
lose the attention of your audience, and (2) you will run out of time to cover the 
remainder of your agenda.  Also, be very mindful of the audience to whom you are 
presenting, recognizing the different positions and interests of the different parties.   

 You should be prepared to address the following issues at each of your meetings 
(in addition to whatever other questions may be thrown at you by your judging panels!): 

Round 1: Creditor Meeting  

You will have 40 minutes to present to the creditor constituents.  There will also 
be a 10 minute feedback session at the conclusion.  There will be one holder of Secured 
Debt, one holder of 2017 Notes, and one holder of 2018 Notes at the meeting.  You are 
worried that this meeting will be contentious and that the different creditor constituents 
have very different motivations coming into the meeting.  Your goal should be to try to 
build a consensus around your proposed restructuring solution with the constituents, if 
that is possible.  You should be prepared to cover the following points: 

• Establish the Company’s liquidity position.  This portion of the presentation 
should include an updated 13-week cash forecast and longer-term cash forecast.  
You should also address the Company’ need for and potential sources of new 
capital.   

• Discuss your plan for the restructuring of the balance sheet.  This portion of the 
presentation should include a 5-year business plan and forecast.  You should also 
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be very specific about the treatment of each constituency and your rationale for 
the treatment.  

• Make specific requests from each of the creditor constituencies for what you want 
them to support as part of an overall consensual restructuring.  Be prepared to 
answer how you will treat existing equity holders as part of any consensual 
restructuring. 

• Candidly address the strengths and weaknesses of each creditor constituents’ 
position and present your view of what their treatment would be in the absence of 
a consensual out-of-court transaction (i.e., under a bankruptcy plan).      

• Discuss the operational initiatives the Company is considering, which you 
recommend, and how the Company is going to fund any costs.  This portion of the 
presentation should include analytics supporting your recommendations. 

• Discuss any other operational changes that you are going to ask the Company to 
make. 

• Attempt to establish lender support for your recommendations.  

Round 2: Board of Directors Meeting  

You will have 40 minutes to present to a sub-committee of the Company’s board 
of directors.  There will also be a 10 minute feedback session at the conclusion.  Glazer, 
Buschmann, and Nash are all expected to attend.  You understand that the board of 
directors as a whole is divided in their view of the problem and the solution to address the 
issues the Company faces.  The sub-committee is tasked with proposing the best path 
forward for the Company in light of their legal obligations.  You expect that the meeting 
may be turbulent.  Your role is to try to develop consensus around your proposed 
approach.  Your presentation should include: 

• Summarize your overall approach to the restructuring and what you are asking for 
from each of the creditor constituents as well as equity holders.  Update the sub-
committee on your meeting with the creditors and your assessment of the level of 
support from creditors for your proposed plan.   

• Update the sub-committee on the Company’s liquidity position.  This portion of 
the presentation should include an updated 13-week cash forecast. 

• Discuss the operational initiatives that the Company is considering and your 
recommendations with respect to those initiatives.  Be prepared to identify how 
the Company will fund your recommended course. 

• Discuss any other operational changes you would recommend that the Company 
consider and the financial costs and benefits of those changes.   

• Discuss how you propose to restructure the Company’s balance sheet.  Be sure to 
explain the implications to all constituents of your plan and your view as to the 
perspectives of each of the constituencies.  Also, discuss the prospects and 
structure of new capital that might be available. 

• Discuss how you propose to implement your restructuring.  Is an out-of-court 
workout reasonably possible?  If not, can your proposal be implemented through 
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the bankruptcy process?  Who, if anyone, do you anticipate will oppose your 
proposal and how do you plan to implement it over their dissent?   

• Solicit the support from the sub-committee to implement your proposed 
restructuring.   

 
Round 3:  Mock Bankruptcy Court Confirmation Hearing 
 
 The top three teams (based on their performance in Rounds 1 and 2 and their 
performance on the written materials) will be proponents for the Company of a plan of 
reorganization before a mock bankruptcy court.  In addition to a mock bankruptcy judge, 
there will be one representative holding Secured Debt, one holding 2017 Notes, one 
holding 2018 Notes, and one that represents the official committee of unsecured creditors 
(the “UCC”).   The UCC is appointed to represent the interests of all unsecured creditors 
generally.  For purposes of Round 3, you should assume that they will focus on the 
interests of trade creditors, landlords, the unions, etc. (i.e., unsecured creditor constituents 
that do not hold 2017 or 2018 Notes).   
 
 Your goal in the finals is to build sufficient support to permit the bankruptcy 
judge to confirm your plan of reorganization for the Company.  Figure out who you need 
to have to support your plan and be sure to avoid pitfalls that would make your plan 
unconfirmable!  You need to be able to articulate what each constituency is getting under 
your proposal.  And, if your plan requires the support of a particular constituency, you 
will need to identify which constituencies would have a veto.  It is not necessary to have 
a confirmed plan to win the competition (and there is precedent for a team with an 
unconfirmed plan winning the competition), but it will give you a leg up. 
 
 Lastly, going into the final round, you’ll have to make some assessments about 
whether to modify your proposed plan based on your morning meetings with creditors 
and the sub-committee of the board.  The judging panel for the finals will be different 
from your judging panels in the morning sessions.  However, the morning sessions will 
give you important feedback on how much support (or lack thereof) there is for your 
proposals.  Don’t try to redo your analysis or proposal in any radical way, but you will 
gain important feedback from the morning rounds and should figure out whether it is 
appropriate to try to assimilate it in the finals.   
 
 In addition to the above, you need to be prepared to address the following: 
 

• Summarize your restructuring plan, including the value of the reorganized 
enterprise.  Identify the treatment of each class of creditors and equity holders 
under your plan and identify whether that class is entitled to vote under your plan.   

• Summarize the Company’s liquidity position during the course of the bankruptcy. 
You should use your updated 13-week cash forecast and walk through the 
milestones the Company must meet in the course of its bankruptcy.   
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• Describe the operational changes that you propose to make through the 
bankruptcy, the financial impact of those changes, as well as the impact on 
various constituencies of the Company, including, without limitation, the 
landlords and the unions. 

• Respond to questions and challenges to your plan from the various constituencies, 
one or more of whom may be seeking to defeat your plan. 

• Request that the bankruptcy judge permit creditors to vote on your plan, poll the 
creditor constituents as to whether they support your plan, and then ask the 
bankruptcy judge to confirm your plan. 


