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Business Strategies in a Struggling Economy

I am representing one of the largest financial institutions in Malaysia.
As we all have been aware, many companies have been impacted by
economic downturn, which resulted in selling off their businesses or
assets at prices below their intrinsic value. I see this as a business
opportunity. What kind of assessment should be undertaken in acquir-
ing distressed company and what are the challenges?

A crushing debt load and
weak operating performance
are often associated with
distressed companies.

There are several ways for
investors to grab opportuni-
ties on distressed company
which includes provide financ-
ing to companies, utilizing
debt to equity strategy and
buying business or assets.

Investing in distressed
businesses may become an
attractive investment option
for keen investors. As Stuart
C. Gilson says in the book
published by CFA Institute,
“The practice of investing in
distressed companies is po-
pularly known as ‘vulture’
investing. The risks of invest-
ing in this market are highly
firm-specific and idiosyncratic.
Investors who are adept at
managing these risks, who
understand the legal rules
that must be followed in cor-
porate bankruptcy and who
are skilled at identifying or
creating value in a distressed

situation consistently earn the
highest returns in this mar-
ket.”

The priority is to conduct a
thorough evaluation of the
risks involved in the transac-

tion.

The scope of the commit-

ments, contingencies, and
remaining and/or unrecorded
liabilities must be assessed,
as well as the lasting effects
insolvency may have on the
target company. Liabilities for
taxes, suppliers, customers
and employees are the most
common liabilities. Once as-
sessed, these effects can be
mitigated and/or factored into

the purchase price.

It is usually preferable to
conduct due diligence to
hidden
liabilities by discovering them

avoid surprise or

in advance rather than dis-
covering them after closing
deals. It is common in the
course of due diligence, the
liabilities will turn out to be
greater than initially assumed,
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accounts receivables will be
more difficult to collect than
represented in the  financial
statements and issues re-
garding employees will be
more troublesome than anti-
Distressed M&A

typically involves indemnifica-

cipated.

tion to provide some protec-
tions against unwanted liabili-
ties.

should
assigning third party to evalu-

Investors consider
ate the businesses or assets
being acquired and manage
how the transaction should
be structured.

Distressed businesses need
to be stabilized by creating a
short-term plan to address
cash flow needs. It requires
funding to cover working
capital for trade creditors,
loans and interest payment
and restructuring costs such
as professional fees. Dis-
tressed businesses need to
be fixed in terms of their
operation and organization.
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elnvesting in a dis-
tressed businesses or
assets can offer high
rewards for companies
who have proper turn-
around talent and able
to manage such in-
vestment.

e Thorough due dili-
gence is required to
uncover hidden risks
or liabilities.

e Distressed businesses
need to be stabilized,
funded and fixed to
make a turnaround.
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