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Financial information

Historical information Forecast information

Historical trading: °
3 Year Profit
3 Year Cash Flow

Balance sheet I

Short Ter"n Cash Flow Forecast (3 -12 months)

A
v

Budget |
Current Trading II Long Term Plan
<12 months |
+—>

A 4

> Yr
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Presentation Notes
HISTORICAL INFO IS OFTEN IN THE ANNUAL ACCOUNTS

CURRENT TRADING = MANAGEMENT REPORTS = VERY INTERESTING – IT TELLS YOU HOW MANAGEMENT LOOKS AT THE BUSINESS
SPLIT PER GEOGRAPHY, PRODUCT, STORE, DEPARTMENT, ETC.
WHICH KPI’S DOES MANAGEMENT LOOK AT?
WHEN ARE THE MANAGEMENT REPORTS READY? – SHOULD BE 10-15 DAYS AFTER THE END OF THE MONTH
CASE: 100 STORES IN 10 LEGAL ENTITIES
RETAILER = MONTHLY, PER STORE, + TOP LINE PER WEEK
IF YOU ENTER INTO DISCUSSIONS WITH MANAGEMENT AROUND THE MANAGEMENT ACCOUTN YOU WILL GET A SENSE ON HOW GOOD THEIR INFORMATION IS

STCF IS OFTEN NOT AVAILABLE
USUALLY 13 WEEKS – WHY?

BUDGET IS OFTEN TOO POSITIVE AND NOT RELIABLE
SALES INCREASE, BUT MANAGEMENT HAS NO IDEA WHAT SHOULD DRIVE THIS GROWHT
OR FOR A FACTORY – OUTPUT INCREASES, BUT EMPLOYEE COSTS STAY FLAT

LONG TERM PLAN IS OFTEN NOG AVAILABLE


The key stages of the Restructuring Process

Trigger ! IBR ! Restructuring

Bad Good
balance balance
sheet sheet

* Define timeframe
(understand cash

position) |« Stakeholder
negotiations

: * Define a process
Covenant breach '
Forecast cash breach

e Review forecasts

« Review options * Implementation

* Completion




Historical financial information — relevance to
restructuring

What is the current financial position?

$

* Understand the business
and key drivers

* Sustainable earnings/cash
flow

* Forms the basis for
financial forecasts

*

How did it get here?

Stakeholder agreement/acceptance

IBR used as a platform for negotiations
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WHAT DO WE LIKE TO LEARN FROM THE HISTORICAL FINANCIAL INFORMATION?

CURRENT POSITION AND HOW DID IT GET HERE – NOT TO BLAME ANYONE, BUT IT THE CAUSE OF FINANCIAL DISTRESS CAN HAVE A LARGE IMPACT ON THE NEGOTIATIONS WITH THE STAKEHOLDERS LATER IN THE PROCESS
IS IT AN EXTERNAL EFFECT – IS IT INTERNAL 
SHIPPING FILE = GENERAL MARKET WENT DOWN, DIFFERENT STAKEHOLDER DYNAMICS
TOY RETAILER = STARTED THEIR WEBSHOP IN 2008, HAD THE SAME ASSORTMENT FOR EVERY STORE IN NL (CITY STORES, SUBURBAN, URBAN STORES), TWO DISTRIBUTION CENTRA IN NL, NO OWN BRAND, 

IBR = INDEPENDENT BUSINESS REVIEW = REPORT THAT IS OFTEN REQUESTED BY LENDERS, PAID FOR BY THE COMPANY
USED AS INFORMATION PLATFORM, ALL STAKEHOLDER GET SAME INFO BASE



Historical financial information — what are we

looking for?

What?

Why?

Typical
issues?

P&L

A financial statement that
summarizes the revenues, costs
and expenses incurred

What has gone wrong?

* Consistent track record:
distortions/one off items

* Underlying performance &
margin trends

* What makes profits/losses?

Cash flow

A statement of the amount of
cash a company generates and
uses during a period

Where has the cash
gone?

* Inconsistency between cash
and profits

* Working capital cycle

* Seasonality

Balance sheet

A statement of the assets and
liabilities at a point in time

What is the current

asset /liability

position?

* Key areas of subjectivity

* Unrecognised
liabilities/contingencies

* Is it a suitable starting point
for forecast?

<
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P&L = IS IT A COST OF A TOPLINE PROBLEM? IS A COMPANY NOT SELLING ENOUGH OR IS THE COST OF DELIVERY TOO HIGH?

CF = WHAT PART OF THE BUSINESS GENERATES/CONSUMES CASH? OPERATIONS CAN BE CASH FLOW POSITIVE, BUT CAPEX / INTEREST PAYMENTS MIGHT MAKE THE TOTAL CASH FLOW NEGATIVE 

BS = HOW SOUND IS THE BALANCE SHEET? Is there a lot of goodwill on the BS? Are the valuations sound? 


Historical financial information - EBITDA
What is EBITDA?

Sales X
Cost of sales (x)
Gross profit X
Overheads (x)
A typical P&L Operating profit X
Interest (x)
Profit before tax X
Tax (x)
Net profit X
Operating profit X
Add back: Deprecation X
EBITDA Add back: Amortisation X
EBITDA X
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EBITDA IS OFTEN REFFERED TO – EARNINGS BEFORE INTEREST, TAXES, DEPRECIATION AND AMORTIZATION

DEPRECIATION = FIXED ASSETS (BUILDINGS, EQUIPMENT, VEHICLES, ETC)

AMORTISATION = INTANGIBLE ASSETS (PATENTS, TRADEMARKS, COSTS OF ISSUING BONDS OR RAISE CAPITAL, ETC.)


Historical financial information - EBITDA

* EBITDA is often used as a proxy for ‘cash profit’, as performance
metric and as basis of valuation

e ....but EBITDA is not ‘cash flow’ and may not be comparable
between different companies

* There are cash flows that are recorded in the P&L, but shown
‘below’ EBITDA

* There are cash flows which do not get recorded in the P&L

* There may be differences in accounting policies or
judgemental accounting treatments between businesses that
impact EBITDA <]

* The underlying nature of the business may create a natural
difference between profit and cash flow
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YOU CAN BE EBITDA POSITIVE, BUT CASH FLOW NEGATIVE, OR THE OTHER WAY AROUND

FIRST BULLET = INTEREST, TAXES, ETC.
SECOND BULLET = CAPEX, R&D
THIRD BULLET = COMPLETED CONTRACT method VS. PERCENTAGE OF COMPLETION method
FOURTH BULLET = NEWSPAPER PUBLISHER, CONSUMER ORIENTED TRAVEL AGENCY (THOMAS COOK), HOLIDAYS SOLD IN Q4 AND Q1, BUT DONE IN THE SUMMER


Historical financial information - EBITDA

Non-recurring items * Reported EBITDA may include non-recurring income/expense

Items reported below ¢ Interest— cash/non cash
EBITDA in the P&L e Tax — cash/non-cash

* Cash flow not in EBITDA
* Depreciation charge may approximate, but need to consider maintenance vs. growth

Capex

* Changes in stock, debtors and creditors do not impact EBITDA
* May be significant in distressed scenario (e.g. impact credit insurers)

Working capital

* May be a natural disconnect between EBITDA and cash flow, e.g.,
Nature of business * Travel company (cash on advance bookings vs. P&L based on date of travel)
* Construction/long-term manufacturing (milestone payments, contract accounting)

|
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NON-RECURRING ITEMS = REORGANIZATION, CLAIMS  HOW NON-RECURRING ARE THEY?
CAPEX = (CAPITAL EXPENDITURE) CAN IT BE ADJUSTED? DIFFERENCE BETWEEN EXPANSION CAPEX AND MAINTENANCE CAPEX. SOMETIMES YOU SEE THAT A COMPANY LOWERES IT CAPEX REQUIREMENTS IN IT FORECAST, LOWER THAN DEPRECIATION, THAT TRIGGERS A QUESTION. IS THE COMPANY NOT KEEPING UP WITH THE CURRENT ASSET BASE  WHY?

Capex can not be structurally lower than the depreciation / or you are winding down the company

WORKING CAPITAL = VERY IMPORTANT. IF A COMPANY IS IN DISTRESS, SUPPLIERS MIGHT START TO PUT MORE PRESSURE ON THE COMPANY TO MAKE PAYMENTS EARLIER. THAT INCREASED THE WORKING CAPITAL. IF THE CAPITAL IS NOT THERE, OTHER SUPPLIERS MIGHT BE PAID LATER BY THE COMPANY – SO OVERRUNS ON THE CREDITORS MIGHT BE AN ISSUE. IF CREDIT AGENCIES STOP TO INSURE DEBT TO THE COMPANY OR LOWER THE LIMITS, THE SUPPLIER PRESSURE FURTHER INCREASES.

NATURE OF THE BUSINESS – RETAIL – have you come across other typical seasonal patterns?
 


Historical financial information - EBITDA

* Operating lease: rent expense in EBITDA , no balance sheet liability (i.e. cost in
EBITDA = cash flow)

Leased vs. owned * Finance lease: depreciation and interest cost in P&L, capital repayments in cash flow,
assets and BS shows finance liability (i.e., no cost in EBITDA but cash flow)
* Owned asset: deprecation, no cash flow or BS liability (i.e., no cost in EBITDA and no
cash flow)

* Revenue recognition (e.g., where service provided over time, but cash received
Differences in upfront)
accounting policies * Capitalisation of expenses (e.g., R&D, sales commissions)

* Provisions for future liabilities and cash flows

Non-100% owned * Operating profit EBITDA includes more than proportionate ownership %
subsidiaries * Need to understand impact on cash flows — trapped cash?
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LEASE = operational is not on the BS, financials is on the BS , owned asset 

ACCOUNTING

SUBSIDIARIES = IF YOU HAVE 51% YOU HAVE TO CONSOLIDATE THE ENTITY. SO IF YOU LOOK AT THE CONSOLIDATED BALANCE SHEET THE COMPLETE LIQUIDITY (100%) IS PRESENTED, BUT ACTUALLY ONLY 51% BELONGS TO THE COMPANY AND ALSO THE 51% MIGHT NOT BE AVAILABLE BECAUSE THE COMPANY HAS NO RIGHT TO TAKE THE MONEY OUT OF THE 51% JOINT VENTURE


Forecast information

Short term plan

Medium term
plan

Long term plan

What does it look like?

* Cashonly

* Weekly (or daily) forecasts for c.13 weeks
* Transaction based

* Updated weekly or at least monthly

* 12-18 month budget using monthly rests

* Integrated P&L, cash flow and balance sheet
* Revised circa quarterly

* Rolling — circa 12 month visibility

* 3to 10 year strategic plan
* Simplified assumptions

Purpose

* Crisis stabilisation
e Short term cash management
* Quick wins

* Detailed modelling of restructuring
plan
* Covenant and headroom monitoring

* Strategic planning
* Long term funding requirements
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SHORT

- STARTING WITH THE MOST IMPORTANT: THE STCF = HOW MUCH TIME DO WE HAVE? WHY 13 WEEKS? Variance analysis – touches upon operational issues within the company

MEDIUM
INTEGRATED MODEL  now some financial advisors can get very excited  what is it? excel based, should be integrated, flexible (options), detailed (monthly)
A good model is expensive, but a very good investment for a restructuring
INCLUDES RESTRUCTURING PLAN (management measures)

LONG
ONLY A FINANCIAL RESTRUCTURING DOES NOT SOLVE THE PROBLEM – IT FIGHT THE CAUSES, BUT DOES NOT SOLVE THEM
OPERATIONAL AND STRATEGICAL RESTRUCTURING IS ALSO NEEDED = UNDERLYING EBITDA NEEDS TO BE IMPROVED – this also needs to be shown to stakeholders



The restructuring profit/cash forecast

Profits
25

20 Long term recovery forecast

15 Budget .
—>

Stabilisation Recovery
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YOU NEED ALL THE INFORMATION TOOLS TO SUPPORT THE STABILISATION AND THE RECOVERY

EACH PLAY A ROLE 

NO STCF = NO SIGHT TO WHERE YOU STAND

NO BUDGET = NO WAY TO TRACK YOUR PERFORMANCE DURING THE RESTRUCTURING PHASE

NO LONG TERM PLAN = NO GOAL






Forecasts - Medium & long term

* Integrated P&L, Balance Sheet and Cash Flow

* Focus on cash

1. Base case
('Asis')

2. Restructuring case
('Management/Equity case')

Disposals

Cost reduction
Cost and benefits

3. Sensitised case
('‘Bank Case')

Realistic downside
Covenant setting



Presenter Notes
Presentation Notes
A COMPANY NEED THREE CASES

FOR RESTRUCTURING CASE = ALSO THE OPTION TO DELAY A DISPOSAL OR INCREASE/DECREASE THE AMOUNT

BANK = A COMPANY SHOULD BE ABLE TO ACHIEVE 



Forecasts - development and purpose in a
restructuring

Stage 1 Stage 2 Stage 3
Base case Model impact of operational Form the basis of any financial
Restructuring restructuring
* Do the financial projections ¢ Have underlying problems * |s forecast turnaround achievable and
reflect the current situation identified in the diagnosis been what are the risks?
and industry dynamics? addressed in plan? * What is cash generation?
* Are underlying “as is” * What is the cost of * What new funding is available?
assumptions supportable? implementation? * How much debt can be supported?
* |s the existing business * What is the timescale/benefit? * What is longer term value?
viable? — what will happenif ¢ What funding is required?
we do nothing? * Given the risks, are the proposals

* What is funding requirement?  worthwhile?

Iteration




Financial Information summary

* Historical and forecast financial information forms the building

block for restructuring

» Stakeholders will need to undertake due diligence and 'accept’

position

* Fundamental in unblocking other restructuring obstacles

* Going concern audit requirements

* Local stock exchange requirements — 'working capital'
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GETTING THE INFORMATION RIGHT IS KEY AND THE START OF A SUCCESFULL RESTRUCTURING

12 MONTHS STCF CAN HELP AUDITOR


Agenda

* The restructuring market
* Financial information

* Financial restructuring introduction

* Financial restructuring roadmap — Data analysis

* Financial restructuring roadmap — Negotiating a

solution
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The Turnaround Framework

Financial restructuring cannot be viewed in isolation

Operational
Crisis Restructuring
Stabilisation - Fixing the
Leadership and Business

Stakeholder
Management
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LEADERSHIP AND STAKEHOLDER MANAGEMENT = CAN BE DONE BY A COMPANY EXEC OR OUTSIDE CRO / BUT NOT ALWAYS, CAN ALSO BE A ADVISOR


Options when faced with distress

Operational Financial
Do nothing restructuring restructuring
Improve EBITDA x v x
Improve cash cover x v v
Fix balance sheet x x v
Conserve equity value x v x
Create equity value x v x |V

In most cases, doing one of the above in isolation is not enough
to fix root causes and position for long term growth
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Self explanatory – management teams and equity sponsors need to take the appropriate action to ensure the underlying business is (a) salvaged from insolvency and (b) creates a platform for conserving equity value in the short term, or  (c) creates long term equity value for new holders of equity

KEY message – is that one action will often address one or more of the problems, but wont address all – have to do more than one to deliver the overall result required

TIME IS KEY = operational restr. Is sometimes a luxury


Understand type of crisis

Fast expansion Trend crisis Trendsetting crisis
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FAST EXPANSION= A company that grew too hard, a cash-consuming start-up that suddenly is unable to find sponsors (WeWork)

TREND CRISIS = could be a fire or new legislation (external factor), CONSTRUCTION IN YEARS OF ECONOMIC DOWNTURN, AUTOMOTIVE SUPPLIERS?

TRENDSETTING = RETAIL, SHIPPING


Financial restructuring - “Cash is king”

“There are two types of companies that fail:
* Those that make losses and run out of cash
* Those that make profits and run out of cash”

“Intervention is essential to reduce an inevitable acceleration
towards failure”
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THERE ARE ENOUGH QUOTES ABOUT CASH TO FILL THE REST OF THE PRESENTATION WITH – KEY MESSAGE IS = CASH IS VERY IMPORTANT

CASH = TIME = OPTIONS

NO CASH IN THREE WEEKS = FUNDING BY SHAREHOLDER OF BANK POSSIBLE

NO CASH IS THREE MONTHS = FUNDING BY NEW SHAREHOLDER POSSIBLE

NO CASH IN SIX TO NINE MONTHS = DIVESTMENT OF A PART OF A COMPANY POSSIBLE

NO CASH IN TWELVE MONTHS = OPERATIONAL RESTRUCTURING/CASH INITIATIVES POSSIBLE


Options available to the Lenders
are limited

Loan impaired
Sale of debt Accelerated
M&A process

Financial
Restructuring

AMEND SWAP

Industry Pre-pack Consensual Stable in short term?
Type of debt Valuation Approvals Viable business

Size of debt Process Consents Value < debt
Geography Planning Timing Stakeholder confidence
Information Disclosure

Realign stakeholder
interests
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What are the options to lenders?

SALE OF DEBT – NOT COMMON FOR LOANS TO DUTCH COMPANIES

ACCELERATED m&a – ACTING AS A LENDER AGAINST THE WILL OF THE COMPANY, MIGHT HURT THE ASSET VALUE

EQUITY – SELLERS IN DISTRESS ARE OFTEN FACED WITH LOWER VALUES, BIDDERS DO MAKE USE OF THEIR NEGOTIATION POSITION

AMEND TERM OF SWAP TO EQUITY

EQUITY IS VERY EXPENSIVE FOR BANKS / FUNDS MIGHT DO IT

Restructuring a balance sheet through debt for equity swaps increasingly popular as:

Existing equity may not have led an appropriate solution, yet the status quo is unsustainable
Current lack of available credit has limited the exit options available to Lenders:
Refinancing underperforming debt unrealistic in current environment
Insolvency, if not part of planned solution, can be deeply unattractive, value destructive or too uncertain. Only go into insolvency for 3 reasons:
Run out of cash (even though insolvency may still need funding)
Lost confidence in management (ie control issues)
Exercise some structural or contractual security advantage (ie as part of planned solution)



Financial restructuring

e What is it?
* A changein the capital and debt structure of the company or
group
* In adistressed situation it arises when businesses are unable
to meet the demands of existing debt structure
* What does it look like?
* Debt rescheduling
* Debt for equity exchange
* Debt for debt exchange
* New funding: debt/equity




Financial restructuring objectives

e Reduce debt to serviceable levels
* Restore balance sheet solvency
e Restore creditor confidence

* Recognise current value of the different debt and equity
instruments

* Have regard for the taxman
* Recognise management motivation

* Be commercial, as simple as possible and be
‘once and for all'

* Be acceptable to all shareholders
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RECOGNISE MANAGEMENT MOTIVATION – IF A COMPANY HAS BECOME BURRIED UNDER DEBT AND IS THEREFORE RESTRICTED TO INVEST, EXPAND, ETC. THIS MIGHT NOT BE A VERY INTERESTING PLACE FOR MANAGEMENT



When is financial restructuring needed?

A

Balance sheet strength

* Strong balance sheet
* Servicing issues
* Requires refinancing

* Simple rescheduling

* Poor balance sheet * Good debt servicing
* Can’t service debt * Poor balance sheet
* Deep financial * Refinancing may
restructuring involve equity

participation

* Likely insolvency

>

Debt servicing
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Useful tool to consider what sort of solution required in a number of distressed situations.

The Y axis is a measure of balance sheet strength

The X axis is the quality of cash generation – the benchmark of 1 times cover is used as being in the middle of good and poor.  This is usually the covenant set point and the target minimum for cash generation.   Cash cover is the number of times your cash flow covers the costs of debt (includes interest and amortisation of debt)

Discuss the 4 quadrants of the 2 by 2 matrix

Obviously, the higher up towards the top right a business is – the better

The lower right box is the worst case and indicates the business cannot cover its debt service with its cash flow and has a unhealthy balance sheet.  Will require a balance sheet fix and more than likely will need some operational improvement to improve underlying business


Agenda

* The restructuring market
* Financial information

* Financial restructuring introduction

* Financial restructuring roadmap — Data analysis

* Financial restructuring roadmap — Negotiating a

solution
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Formulating a Financial Restructuring

Data analysis (IBR)

What is the new funding requirement?
What is the debt capacity?

What is the value of the business ?
Where does the value break?

What’s the value left for the equity?

oo oo

Negotiating a solution

f.  Who funds the new money?
g. What happens to old debt?
h.
i.
j.

How is the equity value allocated ?
Management team
Stakeholder management
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FIRST STEP: WHAT INFO WOULD YOU LIKE TO HAVE? (ANYHING ELSE?)


SECOND STEP: HOW TO GET TO THE SOLUTION?


A: What is the new funding requirement?

e Starting point
* How much cash is needed?
* “Extent of the problem”
e “Cost of fixing”
* Drives stakeholders attitudes

* How assess requirement?
* Cash flow forecast
* Need headroom
e Seasonal requirements
* Mid month peaks

» Use sensitised cash flow forecast
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THE GOALS IS TO ASK ENOUGH = NOT TOO LITTLE, NOT TOO MUCH




A: What is the new funding requirement?

* Whyis it needed?

Normalisation of creditors

Fund turnaround: redundancy/investment/advisor costs
Fund losses

Pay interest!

* Fundamental that stakeholders understand and agree funding
requirement

* Must be adequate
* [terative process
* Desired plan versus Fundable plan




A: What is the new funding requirement?

Calculation methodology

Cumulative Cumulative Cumulative

to FY18 to FY19 to FY20
€m €m €m
EBITDA 3.3 8.1 14.2
Free cash flow 1.4 5.1 10.1
Interest (4.0) (8.0) (12.7)
(increase) in net debt (2.7) (2.9) (1.6)
Scheduled debt repayments (5.7) (8.6) (11.4)
Shortfall (8.3) (11.5) (13.0)
Funded by:
RCF drawn 1.0 1.0 1.0
Opening cash (1 January 2018) 1.4 1.4 1.4
New money 6.0 9.1 10.6
Total 8.3 11.5 13.0




B: What is the debt capacity ?

* How much debt can be supported
* Adopt a sensitised view to earnings and cash generation

* Free cash flow forecast
* FCF = EBITDA — working cap movements — capex — tax

 What are existing debt service requirements?
* Cash pay interest/PIK/capital repayments

* Desired debt service?
* Leverage/Interest cover/debt service multiples
* What are assumed interest rates/margin/coupons on new instruments?
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Key step is to determine in the ‘newco’ how much debt it can carry and service.  This is highly dependant upon the business plan and financial projections.  As a holder of debt in assessing the debt capacity going forward, one should always adopt a sensitised view of earnings and cash generation to ensure any downturn in trading in the future can take place and the business plan still ‘holds up’.

Work through basic example of debt service on chalk board

More complex methods of calculating debt capacity are listed above



Debt capacity

Calculating debt capacity — example

€m

EBITDA

Movement in working capital

Capex

Tax

Free cash flow

Assumed blended interest rate
Straight line repayment period (years)

FCF: debt service ratio

(FCF / DSR) / (IR + P/100)

FCF: interest cover ratio
(FCF /ICR) / (IR)

1.25
1.50
1.75

1.50
2.00
2.50

Year 1
29
1
(8)
(2)
20
10%
10
Debt capacity
80.00
66.67
57.14
Debt capacity
133.33
100.00
80.00

Year 2
30

(2)
(10)

21

84.00
70.00
60.00

140.00
105.00
84.00

Year 3
35
€))

(12)

23

92.00
76.67
65.71

153.33
115.00
92.00
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DSR
Y1 : FCF 20 / 1.25 = 16.0 / (0.10 x 2) = 80
Y2 : FCF 21 / 1.25 =  16.8 / (0.10 x 2) = 84 

ICR 
Y1 : FCF 20 / 1.5 = 13.3 / 0.10 = 133
Y2 : FCF 21 / 1.5 = 14 / 0.10 = 140



C: What is the value of the business?

Three valuation scenarios in a restructuring

Value

A

Liquidation
Value

Sale of assets in

Current
Enterprise
Value

Sale of business
before
restructuring

Future
Enterprise
Value

Future sale of
business after

insolvency restructuring
What is the Is restructuring a
. How does the . g
baseline? worthwhile
current value .
investment?

compare with debt?
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FIRST A DISCLAIMER – WE ARE NOT VALUATORS


What do you want to value?

A simple asset

McDonald's

A brand name
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EVEN A SIMPLE ASSET MIGHT BE DIFFUCILT TO VALUE – COSTS TO TRANSPORT / DISMANTLE


A similar asset may have different values

Intangible Value




Valuation Approaches

1. Income Approach
* Discounted Cash Flow (DCF)
 Historical/current/past period earnings capitalisation
2. Market Approach

* Guideline companies (public companies)
e Transaction multiples
e Other rules of thumb

3. Cost Approach
°[ ]

EY applies the income approach in general as the preferred option, and this
is preferably corroborated with a market approach and/or cost approach




Valuation - Income Approach

How does it work?

Step 1 Step 2 Step 3 Step 4 Step 5
Projections Terminal Discount rate Present value Adjustment
value
Use the WACC Determine

Project the Estimate the or cost of values for the Adjust your
operating terminal value equity to Enterprise/ valuation for
results and of the determine the Equity by all assets and
free cash business. appropriate discounting liabilities not
flows of a discount rate the projected accounted for
business over range. free cash flows in cash flow

the forecast
period.

and terminal
value to the
present.

projections.




Valuation - Income Approach
* WACC = ((E/(E+D))*Re) + ((D/(E+D))*Rd) * (1-Tc)

e Terminal value = value of projected expected cash flow beyond
the explicit forecast horizon
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WACC – TAKES INTO ACCOUNT THE COST OF THE DEBT, THE REQUIRED RETURN FOR THE EQUITY,  


Valuation - Income Approach

Explicit cash flow + Terminal Cash flows

Project the cash o )
Reliability of last period cash

flows (En.terprise Over a representative business
Value/Equity Value) CYC_IE? . Normalised to represent a
F|n|te' life? starting point for sustainable
Inflation? operations over the terminal
period

Considerations include Subjectivity of growth over
Risk free rate of return terminal period (e.g.

Application of Additional risks to equity remaining life of asset or

appropriate and debt investors perpetuity

discount rate Specific risks to the entity
being valued
Size

= Sum of discounted explicit cash flows and terminal value (Enterprise
Value/Equity Value)
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HOW TO GO FROM THE PROJECTED CASH FLOWS TO THE NET PRESENT VALUE




Valuation - Market Approach

How does it work?

Step 1 Step 2 Step 3
Earnings Comparison Adjustments
Supportable with public quoted *+ Company or
indication of Future co or recent shares?
Mam.tamable transact!ons to give - Controlling
Earnings (FME) or apprf)prlate interest?
cash flows multiples

* Minority holding?

* Other non-
operating assets.

* Contingent
liabilities
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Transaction multiples = recent M&A deals

Trading multiples = stock listed companies




Valuation - Market Approach

Enterprise

= Earni : : :
Value arnings before interest X Appropriate multiple
Equity Value = Earnings after interest X Appropriate multiple




Valuation - Market Approach

Considerations

Determination of Future Maintainable Earnings is a matter of professional
judgement, having regard to the following:

Activities and value drivers of the business

Position and potential of the business in comparison to listed comparable
companies or transactions

Company track record in achieving its forecasts

Reasonableness of the forecasts and consistency with your understanding of
the business and market

Is management capable of delivering the expected profits?
Consideration of business life cycle




Valuation - Asset based approach

Generally assets are worth no more than the earnings/cash flow they are capable
of generating

Asset based approach used when earnings are insufficient to justify a value more
than net tangible assets

Always a factor in valuation — provides a frame of reference for main valuations

Going concern:

Assumes a company will continue to trade
Requires determination of market value of assets and liabilities
May require elimination of intangible assets if earnings not justifiable




Valuation - What is the position on an insolvent
basis?

 What are the assets worth on an insolvency?
e Range of asset based valuations

* Sale of business as an insolvency

e Liquidation value

* Requires valuation/insolvency skills and experience

* Lower than enterprise value since assets are written down, liabilities %

<

crystallised and costs incurred
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Going concern will always produce a higher value
Greater asset values
Lower claims
Avoids costs



Liquidation analysis

Fixed

Freehold property

Floating

Land & Building (non fixed charge)
Plant & Machinery

Stocks

Trade Debtors

Sundry Debtors

Preferential Creditors

Total estimated realisations in insolvency

Book
value

30.0

8.0
6.5
1.0
14.5
3.0
33.0

33.0

63.0

Sale of
business

21.7

7.2
3.0
k!

11.1
1.2

22.8

(2.8)

20.0

41.7

Liquidation

10.8

3.6
15
0.2
7.8

0

13.1

(2.8)

k)

21.1

Note: Items valued at nil — goodwill, fixed asset investments and loans

to other subsidiaries




Where does money go on insolvency?

e Based on:

* Legal structure

* Legislation

* Security position

* Intercompany debt structure

* Must be undertaken on a legal entity basis
* Inalarge group structure with multi-stakeholders, this can be a very
complex exercise requiring sophisticated modelling.

<

* Arguably the single most powerful tool in complex restructuring



Presenter Notes
Presentation Notes
TO ANALYSE WHERE THE MONEY GOES TO IN INSOLVENCY – AN ENTITY PRIORITY MODEL IS NEEDED, YOU TRY TO MODEL HOW THE PROCEEDS OF THE SALE OF ASSETS GO THROUGH THE COMPANY


IT CAN GET VERY COMPLICATED = LEGAL AND FINANCE WORK TOGETHER HERE

BASED ON:
GUARANTORS


EPM = OFTEN VERY HARD THING TO ENFORCE, COMPANY NEEDS TO PAY BUT WILL NOT GET THE RESULT/REPORT


Where does money go on insolvency?

€m Book value Sales of business

Total estimated realisation on

insolvency before costs 63.0

Example 1
Single company, single bank loan of €35m

Return to bank

Return to unsecured creditors

Example 2
Bank 1 secured loan of €20m
Bank 2 unsecured loan of €15m

Return to bank 1
Return to bank 2

Return to unsecured creditors

41.7

35.0
6.7
41.7

20.0
15.0

6.7
41.7

100%

100%

100%

Liquidation

21.1

21.1 60%

21.1

20.0 100%
1.1 7%

211
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SIMPLE EXAMPLE


Where does the money go on insolvency?

Group Example
* Topco owns €5m unsecured bonds
* Unsecured bank debt of €10m owned by Holdco

* Fis the only company with assets. They have a
liguidation value of €20m

* D has a minority interest of 50%

* F owes A €6m intercompany debt
* F owes €4m to suppliers

* A owes €3m to suppliers

Topco
|
Holdco
|

Question: In an insolvency
of the group

How much will bond holders
recover?

How much will the bank recover?

’b
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Where does the money go on insolvency?

Solution —Step 1

Unsecured bonds €5m

Suppliers €3m

rﬁinority interest

Suppliers €4m

Topco >
l Unsecured bank debt €10m
Holdco >
50% | 50%
C D
€6m E
F
Assets €20m




Where does the money go on insolvency?

Solution — Step 2

Suppliers €3m

Unsecured bonds €5m

50% | 50% rﬁinority interest

Topco >
l Unsecured bank debt €10m
Holdco >
A C D
€6m €10m
€6m E

F

Suppliers €4m

Assets €0m

€4m




Where does the money go on insolvency?

Solution — Step 3

Unsecured bonds €5m
Topco >
l Unsecured bank debt €10m
Holdco >
€3m | €5m R
suppliers €3m 50% | 50% rﬁinogi;y interest
< A B C b) m
22 €om €om
€6m E

Suppliers €4m
€4m

F

Assets €0m




Where does the money go on insolvency?

Solution — Step 4

Unsecured bonds €5m
Topl)co Nil
Unsecured bank debt €10m
Holdco >
€8m
€0m | €0m R
suppliers €3m 50% | 50% rﬁinogi;y interest
< A B C b) m
22 €om €om
€6m E

Suppliers €4m
€4m

F

Assets €0m




D: Where does the value break?

€m
* Position of the value break indicates who

holds negotiating power 200

* Requires a valuation to be agreed
150

between the parties > -
100

Entity Debt/Equity Structure

" ,
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VALUE BREAK = IS A REFLECTION OF THE VALUE OF THE COMPANY ON THE DEBT STRUCTURE

OUT OF THE MONEY / IN THE MONEY


E: What's the value left for the equity?

What'’s left after the debt number?

Enterprise value
New Money

Total debt (debt capacity post restructuring)
Equity value

€m
90
10
100
(90)
10




Agenda

The restructuring market

Financial information

Financial restructuring introduction

Financial restructuring roadmap — Data analysis

Financial restructuring roadmap — Negotiating a

solution
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THE NEXT IS TO SCOPE A FINANCIAL RESTRUCTURING


Formulating a Financial Restructuring

Data analysis (IBR)

a. Whatis the new funding requirement?
What is the debt capacity?

What is the value of the business ?
Where does the value break?

What'’s the value left for the equity?

® oo o

Negotiating a solution

f.  Who funds the new money?

g. What happens to old debt?

h. How is the equity value allocated ?
i.

j-

Management team
Stakeholder management




F: Who funds new money?

* Internal/external
* Existing/new

e Costincreases in distress

* Gives provider leverage:

e Super priority: fully secured, priority payback

e Equity: dilution of other equity holders
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Presentation Notes
Beware:
s151 CA85 (financial assistance)
Insider trading



F: Who funds new money?

Sources of funds

Disposal of surplus assets Sustainable improvements require change
i i programmes
Regional enterprise grants .

Uncommitted
Overdraft
Discounting debts (70-80%)
Factoring debts (70-80%) . . .
Security/control issues Invoice discounting

Circa 200 bps > base rate
3-5year term
Term loan Pricing depends on security
5-10 year term
500-1000 bps > base rate Sale & Leaseback
5 years +

Mezzanine IRR 15-20%
Includes Equity kicker
Circa 40% IRR on rescue finance .
Equity




G: What happens to the old debt?

e Amount: Banks seek to maximise debt / Conversion of

unsupportable amount to equity

e Term: Reschedule to meet cash flow

 Secured: New security will be sought

* Margin: Increase, equity kickers, participate in asset disposals, %

PIK ‘
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Presentation Notes
New security can also be a share pledge of the existing shareholder


G: What happens to old debt

Other considerations may include:

What other debt exists and how is it being treated —is subordinated
debt also being converted or written off

Might some of future interest be PIKed to support higher debt
What are the industry norms

Belief in business and management

Negotiating starting point

Entity priority model — evaluates returns for stakeholders usually
based on insolvency distribution assumptions. Can determine
relative stakeholder positions

Ultimately, there is no ‘right” answer....

>

<




H: How is the equity value allocated?

Simple example

EV 100
Debt post restructure (90)
Equity value 10

If original debt was 120 pre-restructure (i.e., 30 written off) and
single debt provider — good argument to be allocated 100% of
the equity

More complex where providers of debt are in different
jurisdictions with multiple layers in capital structure

Based on liquidation principles and the use of a liquidation
based entity priority model to determine payouts in an
insolvency

Position in negotiation driven by points of leverage
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Usually, in these cases:
Negotiation between debt providers and existing equity and then between debt providers to carve up the equity		
Position in negotiation driven by points of leverage



H: How is equity value allocated

Other considerations
* Implications of shareholding %:

* Risk of consolidation

* Ability to pass resolutions/control
* Need to incentivise management

e Debt for equity may be accompanied by new equity from new or
existing shareholders

* Reputational impact as owner




H: How is equity value allocated
Tax considerations

* Release of debt covered by specific statutory exemption. Formal release of
debt by Bank not taxable in debtor if release is in exchange for issue of
ordinary shares

e Careisrequired to ensure requirements for exemption are met and taxable waiver does
not arise — wording of legal documents is important

* Does this result in a change of ownership?

* Impact on utilisation of tax losses going forward

* Does this create/break connection with other companies in group? May have impact on
group relief

» Degrouping charges




H: How is the equity value allocated?

Traditional players seek to maintain the same economic result

they would have had

Banks in syndicate may not have same economic position:

purchased at a discount, insurance

Opportunity funds may be seeking more... e.g., via “loan to own”

Usually simplifies to all “trying to get as much of the value as

%

<

possible”




: Management team

Does the current Management team have experience of a

Turnaround?

Do we have confidence that they can deliver the EBITDA

forecast?

Strength of Management team a key factor for the achievability

g3

<

of the restructuring plan




J: Stakeholder management
Understand stakeholder agendas

Bondholders

Influencers

Mezzanine Private

Funder \ l / LEL * Equity analysts

* Debt analysts

Clearing — ¢ Pension
Bank Corporate Trustees A : :
Rating agencies
/ \ * Trade insurers
Invoice Discounter/ Credit
Asset Based Lender Insurers

Asset Funders
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5 mins
Explain that, increasingly, a wider range of stakeholders are taking an interest in corporates and any potential restructuring
Need to understand objectives/stance of all interested parties
Unlikely to be cooperative if nothing in it for them
Discuss value-break analysis (overleaf)


: Stakeholder management

Stakeholders may have hidden agendas — may hold out

A purely technical approach may allocate >100% of the equity
Need shareholder consent to the plan

Need to maintain plc status

May have additional equity provided

Management may need an incentive to see the plan through

...reaching a solution may require protracted and delicate
negotiations...




Financial Restructuring summary

Analyse current position

a. Understand funding requirement
Calculate debt capacity of business
Calculate the value of the business
Understand where the value breaks
Future equity value

® oo o

Negotiating a solution
f. ldentify source for new funding

g. Negotiate on old debt

h. Allocate equity value

i. Review Management team
j. Stakeholder management
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