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Introduction

Å Companies may need to be restructured to change their financial strategy or to help 

correct a market underpricing

Å Changes in financial strategy normally relate to a reduction in gearing by selling 

assets or raising new funds

Å In more serious cases, the restructuring might involve renegotiating terms with 

creditors, by extending loan repayment dates or by swapping debt into equity

ï This can be greatly complicated by the varying desires and legal claims of a variety of 

stakeholders, often in different jurisdictions
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Some Warning Signs that Action May Need to be Taken

Å The company is trading close to the limit on its bank borrowing

Å Monthly management accounts continually show negative variances on sales

Å There are no monthly management accounts, or they arrive late, with inadequate 

explanation

Å Several key people leaving the company in a short period of time

Å Loss of several customers

Å Poor relationships with suppliers
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Strategies and Practices for Turnaround Situations
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Strategies and Practices for Turnaround Situations (contËd)
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Reorganizations Addressing Internal Issues

Å Put very simply, companies can face problems due to having the wrong business 

configuration or the wrong financial strategy.

Å A companyôs financial strategy may be wrong because it has too little debt

ï A mature company which has remained equity financed should re-balance its debt/equity ratio, 

perhaps by paying out a special dividend or undertaking a share buyback

ï Alternatively, the company could put the money to good use by investing in a value-enhancing 

investment opportunity

Å A company may have taken on too much gearing because of a deliberate, if 

misguided, financial strategy which has not worked out or that business conditions 

have changed
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Goals of Corporate Restructuring ïGeneral Perspective
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Restructuring Principal Types Applications 

Governance / Managerial 
Restructuring 

¶ Change in top levels of 
directors/managers 

¶ Change in internal 
organizational structure, pay 

¶ LBOs, MBOs 

¶ CEO incentives 

Strategic or Portfolio 
Restructuring 

¶ Expansion, Diversification, 
Refocusing 

¶ Product lines, brands, 
processes, territories 

Strategic Alliance ¶ Joint ventures 

¶ licensing 

¶ Common interest groups, 
partnerships 

¶ Exclusive or joint marketing or 
distribution relations 

Financial Restructuring ¶ Equity, Debt, Dividends, 
Leasing 

¶ Increase, Decrease, 
reschedule, convert, omit, 
sale & 

¶ Lease-back, securitization 

Employee Restructuring ¶ Numbers, wage rates and 
Quality 

¶ Increase, decrease, educate, 
train, motivate 

¶ Retirement benefits 

Operational Restructuring ¶ Other operating costs ¶ Outsourcing, integrating, 
rationalizing, Cost control 

MIS Restructuing ¶ Software and information 
systems 

¶ SAP, Oracle, AS400 

Bankruptcy ¶ By managers, by court 
administrator 

¶ Allows modification of 
contractual obligations 

State Aid ¶ Subsidies ¶ Free Loan guaranties, 
subsidized loans 

¶ Equity participation at higher 
than market prices. 

 



Goals of Corporate Restructuring ïFinance Perspective

Å Any substantial change in a companyôs financial structure, or ownership or control, 

or business portfolio é

Å é designed to increase the value of the firm é

Å é by principle means of improving capitalisation, improving debt composition and / 

or change in ownership and control
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What to Fix What to Analyze 

¶ Figure out what the business is worth now ¶ Use valuation model ς present value of free cash 
flows 

¶ Fix the business mix ς divestitures ¶ Value assets to be sold 

¶ Fix the business ς strategic partner or merger ¶ Value the merged firm with synergies 

¶ Fix the financing ς improve D/E structure ¶ Revalue firm under different leverage 
assumptions ς lowest WACC 

¶ Fix the kind of equity ¶ What can be done to make the equity more 
valuable to investors? 

¶ Fix the kind of debt or hybrid financing ¶ What mix of debt is best suited to this business? 

¶ Fix management or control ¶ Value the changes new control would produce 

 



Reorganization Strategies

Å Reorganization strategies can fall into the following categories:

1. Raise cash by selling assets, either outright sale of surplus assets or in a sale 

and leaseback transaction

2. Raise cash by issuing new equity or another financial instrument

3. Come to an arrangement with creditors to restructure existing debt

Å In some jurisdictions, once it is decided that the company is savable under óintensive 

careò, the process of reorganization will be in the hands of the current management of 

the company

ï This is the case in the USA, where companies go into Chapter 11, giving management time to 

sort out the problem

ï Regulations in other parts of the world take the power away from the management ïfor example, 

the UK has a receivership process which puts a bank-appointed receiver in charge of sorting 

out the business
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