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Brazil’s improving economic backdrop to make
distressed asset sales more viable
01 May 2018 | 13:33 EDT

Brazilian companies struggling with heavy debt loads may �nd that
distressed asset sales have become a more viable solution, as the
country’s economy has returned to growth and investors have perked
up, according to several professionals working in the space. This is
happening as banks are still conservative in granting new credit, and
the sales may be particularly useful for companies who have recently
undergone restructuring processes, they said. 

Agribusiness, including the grain, sugar and ethanol, and meatpacking
segments, as well as the food and beverage industry, are some of the
sectors that are expected to have an increased number of transactions
in 2018, said Ruy Del Gaiso, partner at R2C Gestora de investimentos, a
Brazilian advisory �rm focused on distressed and special situations. 

Tonon Bionergia, in bankruptcy protection since 2015, is a recent
example in the sugar and ethanol sector. The producer sold two mills to
Raizen Energia after a long negotiation period in which bondholders
were unwilling to accept a low price for the assets. 

Peer Usina Sao Joao (USJ) could also be a candidate to sell assets in
order to shore up liquidity. 

Energy and infrastructure are other sectors that might attract
interested investors, said Andre Marques, partner at law �rm Pinheiro
Neto. Wind Power Energia (WPE) is one such potential target, as its
restructuring plan approved in March by creditors is based on the sale
of assets. 

The oil & gas, engineering and auto parts industries are also ripe for
distressed M&A deals this year, according to Salvatore Milanese of
Pantalica Partners, a Brazilian advisory �rm specialized in corporate
turnaround and restructuring. 

In the past few years, oil drilling parts manufacturer Lupatech sold a
stake in its Colombian subsidiary, and creditors of Sifco approved the
sale of several of the auto parts maker’s assets within the bankruptcy
process. Builder OAS is due to transfer its stake in Invepar to
bondholders to be sold, as agreed in its restructuring plan. 

Companies that have already gone through a restructuring process
might seek relief through sales, said Juliana Bumachar, a partner at the
Bumachar law �rm. 

“What happens in Brazil is that companies request a judicial recovery
and have a good negotiation but, at some point, they are unable to
comply with the agreed restructuring plan and still need some relief in
terms of cash �ow to continue operations,” she said. 
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Many attempts to sell assets have been unsuccessful in the past few
years, mainly due to prices being too depressed and investors being
unwilling to face the insecurity around some of the companies
involved, said Luiz Fernando Valente de Paiva, partner at Pinheiro Neto. 

“In addition to the lack of economic perspective, we also had all the
insecurity about the Lava Jato [Car Wash] investigation,” Paiva said. “We
did not know the damage extension of the investigation and how the
new buyer could be affected by it.” 

Now that the Lava Jato corruption probe has reached a point where
there is more clarity about the effects on the speci�c companies
involved and Brazil’s economy has started to improve, assets that have
been in the market for a while might �nd more interested investors,
especially because valuations remain depressed, Paiva said. 

“Some asset valuations will continue to be depressed, as we still see
uncertainties, especially in the political scenario – such as the
presidential election in October or the struggles to approve the welfare
reform,” said Carlos Priolli, managing director at Alvarez & Marsal. 

Banks remain hesitant to lend 

The political uncertainties and the pace of macroeconomic
improvement also affect banks’ risk perception, making it dif�cult to
grant new loans, said Jose Braga, partner at Pwc Brasil. 

Recently, in some cases, banks opted for standstill agreements, but only
a few debtors have managed to restructure their businesses, Gaiso, of
R2C Gestora de Investimentos, said. Many others, in turn, have just
rolled over debt and are now approaching the end of the grace period,
he added. 

Considering this situation, several companies that have just exited
restructuring processes – including judicial or extrajudicial recovery –
will have to resort to a distressed asset sale to raise funds for growth,
sometimes selling non-core business, Braga said, without specifying
which companies might resort to this option. 

Depressed prices in improving backdrop draw investors, including
foreigners 

Although political instability has kept asset prices down, the
perspective for a better macroeconomic scenario makes investors more
willing to take advantage of these prices. 

“We see increasing interest in investing in these kinds of assets because
investors know that if the economy really improves next year, this year
might be their last opportunity to get a deal like that,” said Pedro
Kassab, head of M&A at Banco Fator. 

The resumption of economic growth should also help bring a
convergence of valuations for both buyers and sellers, noted Pantalica’s
Milanese. 

Although many Brazilian distressed companies sought to shop
themselves or divest non-core assets in recent years, the 2014-2017
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�nancial crisis created the perfect scenario for price asymmetry,
Milanese pointed out, noting that bidders pushed valuations down to
counterbalance liabilities and the negative macroeconomic
environment. 

Now, with the economy getting back on track, some distressed
companies have started to improve, Milanese noted. Such an
improvement will likely help them meet speci�c performance clauses
that have thus far prevented them from carrying out divestments or
being sold, he added. 

“Being in �nancial distress does not mean that a company will sell at
any price,” Milanese said. 

The assets involved in operations like that are, mainly, assets from
companies that have a solid operational structure – and which could
bring higher returns in the medium and long term – but have been
facing �nancial problems, said Luiz F. Castro, director of the �nancial
advisory area of BNP Paribas. 

“Considering this scenario, we are seeing many companies that rely
much more on a solution via equity than on a solution via debt,” Castro
said. 

Such a scenario offers opportunities for investors, especially foreign
strategics that already operate in Brazil, as they can better assess risks
and liabilities than new market entrants, R2C’s Gaiso said. Brazilian
investors might also start pursuing these types of assets, according to
Pinheiro Neto’s Marques. 

“During the economic crisis in Brazil, we had lots of Asian investors
interested in long-term investments but now we are also seeing
Brazilian companies and investors looking for other businesses in order
to expand capacity or increase returns,” said Marques. 

A few foreign hedge funds and distressed-asset �rms have already
started pursuing corporate special situation and distressed investment
opportunities in Brazil, including New York-based Apollo Global
Management, Minneapolis-based Castlelake, and Texas-based Lone
Star Funds, said Pantalica’s Milanese. 

On 18 February, Apollo Global Management announced the acquisition
of a 20% stake in Starboard Restructuring Partners, a Sao Paulo-based
restructuring �rm focused on advisory and distressed investing, for an
undisclosed sum. In April 2017, Lone Star Funds agreed to buy Sao
Paulo-based Apoema Capital Partners, which managed distressed
assets worth BRL 4.5bn (USD 1.43bn) at the time. 

by Fabiana Lopes and Thiago Barrozo 
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