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• Equities 
• Online pet goods unit promises to fetch healthy return 

By Stephen Lacey 

NEW YORK, June 7 (IFR) - Chewy, the online affiliate of PE-backed pet store operator 
PetSmart, opened the doors last week on a US$790m IPO that is central not only to 
unlocking value for PetSmart's owners but also to protecting the claims of its creditors. 

PetSmart acquired Chewy for US$3bn two years ago, growing the debt pile used to 
fund a US$7.8bn LBO in 2015. 

Morgan Stanley, JP Morgan and Allen & Co on Monday launched Chewy's IPO with 
41.6m shares at US$17-$19 apiece. They expect to price the deal after the market 
close on June 11. 

The offering would value Chewy at a frothy US$7.6bn. 

PetSmart is selling 36m shares on the base deal and Chewy the remaining 5.6m. 
PetSmart is also contributing 6.24m shares via the greenshoe, increasing the parent's 
potential take to roughly US$800m.  

In April, Moody's moved its outlook on PetSmart to stable from negative and affirmed its 
Caa1 rating. The ratings agency cited weak credit metrics with lease adjusted 
debt/Ebitda of 8.2-times at February 3. 

"If Chewy's IPO goes well it would certainly be a positive for creditors," said Jenny 
Warshafsky, a covenant analyst at Xtract Research. "And if Chewy's stock performs 
well in the aftermarket it would improve PetSmart's loan-to-collateral value." 

TUG-OF-WAR 
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Chewy has latterly been subject to a tug-of-war between some of the largest financial 
institutions on the planet, with litigation only settled in April. PetSmart is obligated under 
the terms of that settlement to use proceeds raised from the IPO to repay portions of 
outstanding bonds and loans. 

The dispute was triggered when PetSmart backers, led by BC Partners, last year 
awarded themselves 20% of Chewy as a dividend and placed another 16.5% in an 
unrestricted subsidiary. First-lien creditors, including Apollo Global, therefore saw the 
proportion of Chewy's equity pledged in support of their debt drop to 63.5%. 

DOG'S DINNER? 

Chewy's high top-line growth is the reason for optimism. 

In the first quarter, the company saw top-line sales jump 45% year on year to 
US$1.1bn. Adjusted Ebitda losses for the period shrank to US$15.8m, from US$51.8m 
a year ago. 

Nearly two-thirds of its sales are generated through automatic subscriptions, providing 
predictability and hopes of profitably scaling the business. 

Over the trailing 12 months ended March 31, Chewy has sold US$3.88bn of goods 
across its platform, up from US$3.53bn in fiscal 2018 and US$2.1bn in 2017. 

The IPO values Chewy at just under two times sales. 

ECM historians will point to Pets.com, the online pet shop that went to doggy heaven 
just nine months after going public in 2000, as evidence that shipping dog food is 
uneconomical. 

But this is a different era. 

Freshpet, the fresh pet food maker that went public in 2015, now trades at 7.9 times 
TTM sales and pet insurer Trupanion at three times, though neither is a perfect comp. 

Wayfair, which went public in 2014 on the premise of selling furniture online, is perhaps 
the best example of potential upside. At US$153.29 (versus the US$29 IPO print), 
Wayfair now trades at 1.9-times trailing sales. 

Chewy does still need to sniff out profitability, but it does have some leads: Chewy's 
higher-margin, private label brands now account for mid-single digit percentage of net 
sales. And last year, Chewy launched a pet pharmaceuticals unit to complement 
veterinary diet offerings, providing it with inroads into the vet community. 

 


