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		Abstract

		We examine the role of private equity (PE) sponsors in the resolution of financial distress of portfolio companies. PE-backed firms have higher leverage and default at higher rates than other companies borrowing in leverage loan markets. However, conditional on contemporaneous leverage, default rates are not significantly higher. Among leveraged borrowers that experience a default, we find that PE-backed firms restructure more quickly and more often out of court, and are less likely to be liquidated. PE owners are more likely to retain control post-restructuring than other pre-default owners, often by infusing capital as firms approach distress. Our results suggest that while PE investors contribute to more defaults due to the high leverage they put on companies, this cost is reduced by the ability of PE investors to manage financial distress compared to other owners. 
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