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WHAT CONSTITUTES A TURNAROUND SITUATION?

What does “turnaround” mean?

“What's in a name?

That which we call a rose by any other name would
smell as sweet.”

— William Shakespeare

"Ah, Love! could thou and | with Fate conspire
To grasp this sorry Scheme of Things entire!

Would not we shatter it to bits - and then Re-mould it
nearer to the Heart's Desire!*

- Omar Khayyam
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WHAT CONSTITUTES A TURNAROUND SITUATION?

Turnaround situations vary according to the degree of distress,
intervention by creditors, and legal considerations

The Wide Definition:

The Narrow Definition:

Corporate Renewal:

Stanley J. Goodman

Slatter and Lovett

Harlan Platt

"To produce a noticeable
and durable improvement in
performance...

to turn around the trend of
results from down to up...

from not good enough to
clearly better...

from underachieving to
acceptable...

from losing to winning."

TMA

e Restoration of corporate
value

"Firms whose financial
performance indicates that
the firm will fail...

in the foreseeable future...

unless short-term corrective
action is taken."

If there is no danger of failure
in the foreseeable future, it is
a business transformation
(“soft turnaround”)

If the firm has already failed,
itis a business rescue
(turnaround within the legal
framework).

e Corporate renewal
distinguishes between:
— Business transformation:
+ Proactive / Preventive
+ Remedial
— Turnaround

— Crisis resolution

But these differ for:

» Creditor intervention
(informal creditor workout)

 Insolvent turnaround
situations (business
rescues in terms of
insolvency/business
rescue legislation)
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WHAT CONSTITUTES A TURNAROUND SITUATION?

A turnaround situation can be defined in terms of the
turnaround trigger and role-players involved

Trigger Triggered by:

Reacting to symptoms of e Very pro-active board or management
decline or failure

Benevolent shareholders: ) No Yes
Reacting t fit crisi e Board e Board (late if
eacting to a profit crisis
g P e Sometimes banks at all)
e Creditors, mostly banks, e Board (late if
Reacting to a liquidity or before insolvency at all)
solvency crisis e Creditors acting in terms of

insolvency legislation

“) Firms with cash-rich holding companies, government departments, State-owned enterprises: no real threat of insolvency

* Note the timeline: symptoms of decline — Insolvency:

profit crisis — liquidity/solvency crisis e Technical: liabilities exceed assets

¢ In practice a turnaround tends to be

triggered too late e Commercial: cannot meet creditor commitments

i.e. out of cash
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WHAT CONSTITUTES A TURNAROUND SITUATION?

Another way is to define a turnaround situation in terms of the
seriousness of the situation

Definition Financial Management | Systems
situation
Turnaround of Underperformance | Intact Intact
underperforming businesses | relative to industry
standards
Turnaround of distressed Distress Intact Intact
businesses
Deep turnarounds Distress Good Broken
managers systems
have left

Deep turnarounds are the most difficult - one probably deals with already insolvent
businesses unless it is supported by benevolent shareholders.
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WHAT CONSTITUTES A TURNAROUND SITUATION?

A turnaround situation can be defined in terms of the stages of
corporate decline

Stages and Measure of Corporate Decline

Periarmanca Drvers E ap remsons af =t B

Skl

Stage of decline Description

s Phase 1 Decline —

the hidden phase Pre-emptive turnaround

Phase 2 decline — ] ]
“Business correction”

e the subtle phase
“Rany” Decies Phase 3 deCIine = “Classic turnaround”
the overt phase
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WHAT CONSTITUTES A TURNAROUND SITUATION?

Lastly, let’s look at a model based on corporate renewal levels
(the CRS model)

Restoration of corporate value:

Corporate health and Corporate
decline levels: renewal levels:

Continual
corporate
renewal

g Emerging problems, act on

=] Moderate ) Sohlabb Al Business

[ under- transformation

<3 performance

©

O Acut d i

g Severe under. provems 2 Turnaround

c

=

@»
Insolvency but .
| Distress ISR/ Business rescue

Insolvency and

unlikely viability

Time
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BUSINESS TRANSFORMATION VS. TURNAROU

ND MODELS

Although they share a common approach, there are important
differences between business transformation and turnaround

Business Transformai

tion Versus Turnaround:

Difficult or not applicable in the public sector

Business Transformation

Turnaround

Problems Emerging problems, early warning Acute and worsening problems
signals of decline
Situation Moderate underperformance Severe underperformance
Crisis No crisis Crisis stabilitsation, emergency
managemen .
Funding Not required Often required for survival
Management Leadership alignment and development | Plus management changes

Stakeholder management

Internally focused on employees

Also focused on financial and commercial
stakeholders

Change management

From the outset

Less so or later in the process

Pace of execution

Measured

Rapid

Management style

Participative
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BUSINESS TRANSFORMATION VS. TURNAROUND MODELS

The reframe — restructure — revitalise — renew approach to
business transformation

12. Develop the 1.

Achievement
Organisation

Mobilisation

11. Build Individual

12.4 1.4

i Embrace the _ Prepare the
Learning corporation's soul and incividusis for 2. C_re_ate the
Renew its shadow e Vision Reframe
1.4 12.3 Encourage the - .
Peo p Ie Balance supply \ Create global learning formation of D 1 rectl on
and demand of 122 natural work 23
< skills inside the Use teams as the 1.2teams Establish values >
corporation basiz com:’etc’:ing Create wide-
" . T " node and the brand, inter-
Identify critical skills and design : i .
and education s(ﬁt;gy o driver of active com- Pri:riztise
. j tati
Create mentor-guided, life- ada"""'l'?ﬂ 11 exP:,:.:oa“: ns
formir}_gbprt_)jeqts_ for high- Design the | peyelop constituencies e 3t-3 .
calibre 114 leaders onstruct a :
1 0 Develop the Commitment t& bottom-up 3- BUIld the
' Rewards System bysinss case Measurement
Let people determine their development of e 3.2
own rewards Qe individual strategic intent ", it connectors System
102 across top-level
Extend th.e reward 10.1 31 targets 4
system beyond corporate  Foster alignment of Develop top-level Connect bottom-up
boundaries rewards to the goals and measures and and top-down
measures of the company targets measures
9.2 9.1
Include technology-based i hi 4.1 i 42
integration of internal for localised Manage the portfolio  Encourage definition of
business processes g 3 efficiency to build shareholder high-level value chain
Loed g | value for each business
Lead the elopment (erch:gl‘:;gcy 5.1 .3
of technology- ) Formulate an -
enhanced business ~ €nabled re- i Foster an allocation of
9- Change the Ru Ies netwks engineeri Fos?é: the o;s):'raatgons resources based on cost
Through Redefine the cross 7 61 Y and servif:e_tlevel by
- scope of the fertilisation of - " 5.2 activity
Information business throu core Require the Align Develop a network 4. Construct an
technol: i P! .
Tech nOlOgy echnoS 8.2 of value  individually strategy Economic
Build alliances propositions fo‘;’i::’[ly 53 Model
Align individual
8.3 facilities
Make 7.2 6.2
acquisitions Segment the Foster complete 54
cust(Lmer'E)'ase by alignment within Articulate a
P enefits individual sourcing strateg N
o processes >
. . 7.3 6.3
Rev‘tal |Se 8 InVent New Guide the design of a Stress learning loops 5 conf' e the ReStrUCtu re
Businesses value delivery system . Igur
Physical
Infrastructure
7. Achieve Market 6. Redesign the Work
Focus Architecture
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BUSINESS TRANSFORMATION VS. TURNAROUND MODELS

The direction — capability — behaviour — sustainability approach
to business transformation

& Aligned

=
=
Stakeholders @

Prepared &
Mobilized 3y~
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BUSINESS TRANSFORMATION VS. TURNAROUND MODELS

The envision — enable — empower — energise approach to
business transformation

The 4-E Framework:

Energise
Individual — personal
success behaviours
driving the
entire
system
Training Emp_ower-
— d creating trust
© an and
c rewards interdependency
o
.ﬁ Enabl
nabple -
9 Structure’ structures,
% Staﬁ"!g people and
o and skills systems to
— execute
@)
Envision
Internal — values
culture driven
vision
.. Business
Mission .
corsnsp:ti’- model, value Communi-
Vision tive chain, Measures cate and
processes, correct
] technology
Operational
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BUSINESS TRANSFORMATION VS. TURNAROUND MODELS

The business case approach to business transformation

Business Case Approach:

e What to be
Strategic repositioning } e Where to go
e Basis of
© 2007 Corporate Renewal Solutions competitive
e Leadership advantage
e Structure Reorganisation J Custon?e_r value
e Organisational proposition
e Cultural
¢ Change o Demand generation
management .. } (sales & marketing)
Value chain improvement _
e Demand fulfillment
Impact on: (operations)
o Profitability e Support functions
’ t;iﬁ"}','f,{va"d { Revenue Cost Asset
. Solvency enhancement reduction reduction
e Z-Score
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BUSINESS TRANSFORMATION VS. TURNAROUND MODELS

The Slatter & Lovett turnaround model

Stabilise the Replace
crisis management

Take control
and manage

Raise the immediate Mobilise
finance crisis _ stakeholders
and/or Resolve future R et and
implement funding Turnaround \ Stakeholder implement
financial project support proper
restructuring management communication

Fix the business — develop
and implement the
turnaround plan

Operational
change

Strategic
change

Organisational
change
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BUSINESS TRANSFORMATION VS. TURNAROUND MODELS

The CRS turnaround model

CRS Turnaround'’s strategy components:

Stabilise

Turnaround
leadership

Stakeholder
management

Turnaround
project
management

Organisation

|/ Manage

Operations

© 2007 Corporate Renewal Solutions
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TIMELINE OF FINANCIAL DISTRESS

The timeline of financial distress provides a timeline
perspective to turnaround situations

The timeline of financial distress provides a framework for:
e Who is in charge of the turnaround

e Direct costs of a turnaround
— Management consulting fees
— Accounting fees
— Legal fees

e Indirect costs of a turnaround:
— Additional management time
— Loss of employees, customers and suppliers
e Success rate of turnaround
— Claimholder recovery rate — traditional measure used by insolvency industry

— Company survival rate — more in the spirit of the new business rescue culture
— Job retention rate — we would like to see this measure too

e Legal considerations
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TIMELINE OF FINANCIAL DISTRESS

As a troubled business moves along the timeline, costs
increase, but the success rate and management power decrease

Business rescue:

e Chapter 6 of the Companies
Bill, 2007 to replace Judicial
Management (totally
ineffective)

e Operational by 2009?

Success rates (UK stats):

® WorkOut: 750/0 (Franks & Sussman)
e Business rescue: <47% (Frisby)

UK experience:

New business rescue legislation
strengthened informal creditor
workout activity

P

|

1

1

' Management Informal Business
! -led

1

1

Timeline of financial distress

Underperforming

Distressed company
company

creditor
workout

Liquidation
correction rescue

Highest
success rate

Low success
rate

High success

rate Failure

Turnaround — Debts worked out Rescued —
stabilised, funded and possible sold/funded or
and fixed turnaround turned around

Dissolved

If worked out but not . If sold/funded but not
yet turned around | yet turned around

© 2007 Corporate Renewal

Time Solutions
>
Informal processes >< Formal processes >
Low cost High cost

Cost/Success rate

l

High success rate High failure rate

Power of directors and manage

AN

High None
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Timeline of financial distress

Informal turnaround processes

{outside of the legal framework provided by the
Companies Act and Insolvency Act)

Insolwvency processes

{within the legal framework provided by the
Companies Act and Insolvency Act)

Emerging
problems

Acute and worsening problems

Insolvency but
possible viability

Insolvency and
urnlileely wiability

Management-led correction

Informal
creditor
workout

Business
rescue - pre-
packaged

Business rescus
- free fall

Liguidation

Turnaround in
the abzence of
creditor prezsure
zince the
financial
situation is not
wvet critical.

Turnaround when
the financial
zituation is
already critical,
but in the abzence
of creditor
pressure, due to
support from
benevolent
zhareholders.
distrezzed
government
organisations,
S0E=s and
companies with
financial support
fram holding
companies.

e.d.

Turnaround
gQiven an
informal
agreement,
between
management
and creditors
(normally banks)
to reduce
indebtedne=s,

Turnaround in terms of business
rescue legislation as per Chapter 6 of
the Companies Bill, 2007,

Present: none

Present: judicial
management and
Section 311
Compromise of
Creditors

Future: Bu=inezs
rescue
proceedings
commenced in
terms of Chapter
6 of the
Companies Bill,
2007 when not
insohvent yet.

Future: Business
rescue
proceedings
commenced in

terms of Chapter

6 of the
Companies Bill,
2007 ance
insalvent,

Mo turnaround -
realization of the
distrezzead
company's assets
and the
distribution of
proceeds to its
creditors.,




TIMELINE OF FINANCIAL DISTRESS

The timeline of financial distress and corporate renewal levels

Restoration of corporate value:

Corporate health and Corporate Timeline of
decline levels: renewal levels: financial distress:
Continual
corporate
renewal Management
g Emerging problems, act on correction
= Moderate garly waming signals Business <
[ under- transformation
<3 performance
] —~
O ) Acute and worsening .
£ speevrcfecr’cra nl::::; BB Turnaround 2 Informal creditor
< L workout
L. R _
Insolvency but . (- Business
potential viability Business rescue rescue
<
Insolvency and . . .
unlikely viability Liquidation
—
Time
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MANAGEMENT-LED TURNAROUND

Turnaround should ideally occur as management correction

Management-led turnaround:

Where and when Further characteristics Benefits
e Companies where early o Triggering normally by a e For directors and
warning signals of concerned Board of management:
impending distress are Directors _ Directors and management
recognised early enough o Most turnarounds take remain in charge of the
and acted upon place in the form of agenda
e Companies that are management correction e For creditors:
_UnC_'erpe':fom_‘ing but not o Examples: — Action is taken by
in financial distress _ management to protect the
Dist d i — SA Post Office (Maanda exposure of creditors without
- Bl el e Manyetshe) the need for creditors to
supported by benevolent — Edgars (Stephen Ross) intervene or to invoke a

shareholders: formal insolvency process

— Transnet (Maria Ramos)

— Distressed subsidiaries of e For all
strong groups which — SAA (Khaya Ngqula) ,
support management-led — Denel (Shaun Liebenberg) — Highest success rate and
correction financially . the lowest cost of all
T _ — Mvuso Msimang (SETA) processes applied to
— Organisations in the public troubled companies
sector
Failure of management to react timeously and successfully to early warning
signals of distress normally leads to intervention by creditors.
|
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INFORMAL CREDITOR WORKOUT

Should management-led correction fail, creditors — normally the
bank(s) intervene

Informal creditor workout:

Where And When Role Of Banks
e Acute and worsening e Strong workout capability:
problems impair a “Special portfolio", "credit recovery" or "intensive care" departments in
company’s ability to credit or risk management structures
meet its commitments to e Cannot participate in the management or intervene in the
its financial and trade affairs of a troubled company, since the rights of other
creditors creditors may not be prejudiced

e Yet, banks have considerable influence e.g. make
continued and/or further support conditional to an
independent review of the affairs of a troubled client, and

e This normally leads to
creditor invention

e A workout follows conditional to the submission of credible turnaround plan
negotiated agreement  In a multi-banked situation a consortium may be formed,
outside the legal which is of great help to make a turnaround work
framework i.e. out-of- e In a consortium, normally under independent
court settlement on a chairmanship, affected banks join forces to:
plan to reduce — Ensure a common approach to the problem
indebtedness — Ensure that no single lender steps out of line and prejudices the

overall situation for the other lenders
— Sometimes spread the risk
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INFORMAL CREDITOR WORKOUT

Informal creditor workouts have advantages, but serious
disadvantages too

Informal creditor workout (2):

Advantages Disadvantages
e For directors and e For directors and management:
management: — Although management remains in charge, the agenda is
— Secrecy, avoiding the stigma determined by the terms of the workout agreement
of a more public formal
procedure such as business e For banks:

rescue (and avoiding " ST :
investigation and challenge of — Degree of "free-riding" by other creditors such as trade

directors’ conduct). creditors and SARS, who offer little by way of solutions,
B : : finance and sharing in the risk during the workout, but who
gl?ssitréi\é'?g;cﬂat've to formal share in the benefits should the workout be successful

« For all: — Dissenting creditors, normally the smaller ones, may derail
] the workout by reverting to formal insolvency laws
— Flexibility in the absence of

legal procedures — Have to rely on management's promises, capabilities and
integrity to execute a turnaround plan

— Should a company go into liquidation following an
banks): unsuccessful workout, banks run the risk of being accused
) of having favoured themselves during the workout
— 75% turned around or

i) e — Banks are often blamed if job losses occur as a result of
the workout

e Success rate (Franks and
Sussman study of UK

— Average time 7,5 months
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BUSINESS RESCUE

Business rescue timeline

Day: 5 10 15 20 25 30 35 40 45 50 ] 60 65
Week 1 | Week2 | Week 3 | Weekd | Week 5 | Week 6 | Week 7 | Week 8 | Week 9 | Week 10 | Week 11 | Week 12 | Week 13
e L, X | I | I | ' | | | |
Commencemant of business rescus procesdings | | | | I | | | |
Company Company resolution to commencs business rescus procesdings | i | i I | | i | i
resolution to J,-_'l Company fiies resolution with CommEsion {duration wnknown) | | | i [ | | |
R o B o O e R prrnmas i S 0 f-=—————- - == - Period for {lh}Eul‘.}Dr to compamy resolution and sppointment of superveer |
: T T T A Company publishes notce of resolution 1o ¢ PR e S e e T R e e e e e S S T s [FEEEREE
business I{:rp W publishes notice of FEIIEIlLtHZ"FFtD n b= |:I=-r=~.':-r within & d 1,-'? | | | '\! |
rescue 1 Company ap:-ni.ﬂt:ELpar'.'s:ar -‘.'Iﬂ‘.lr- 5 day= | e I | i i
Company files notice of appeintment of supenisor with Commission within 2 days | I e L e T D
| Company publiches copy of notice of appointment of | | | the resclution or order that began those
| i supervisar with to sach sffacted |:er5:-r within 5 days | I :
zohe Jmrt onn | | | | | proceedings.
Court orderto A Insohency sventozcurss | | | :
COMImence |—p» Affectzd person applies ‘or court ordar {duration errw.r I | I
business Court order to place company under supervision | [ I | Business rescue proceedings end if:
rescue Company publishes notice of court order to eveny sffected person within 5 days I
proceedings Sompeny: appint siglervEod within' S days I i ® Duziness rescus plan has been approved, 2nd
Compsany files notice of appointment of supenvis c-r with Commission within 2 days supervizar
L Company publiches copy of notice of appointment of |
| supervisor with to ezch sffected person within & days | : : o e with the C e
: RTION, | HUTIRPRN PN 0 o O | i | @ 2007 Corporate Renewal Solutions LRy Thod o The Slol s e
Court order f  —®| AECt=0 person spplies for court order funknown durstion | | | | : | Meotice of Substantial Implementstion of
liquidation A e s o < T s s e i | | | b,
procesdings Gompany publishes nofice of court order o Every person within & e i I | — Has filed with the Commission a Notice of
have already ! Company =|:-|:»olr-r; Superv E_ar a..tl-..n 5 days | I~ || Business rescue proceedings end when|| the Termination of Business Aescue
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BUSINESS RESCUE

It can take 65 days or longer for the business rescue plan to be
accepted or rejected

For more information see www.turnaround-sa.com

Conditions applying:

BUSlneSS Rescue Process Crltlcal Pa th: e Temporary moratorium on the rights of claimants against the
company or in respect of property in its possession
Commencement: e Suppliers to supply under same terms and conditions as before

1. Company resolution filed with Commission e Company can suspend contracts; Post-commencement finance

2. Affected person applies for court order (critical path is longer than indicated below by the duration of getting court order)
3. Court order granted to place company, against which liquidation proceedings have begun, under supervision

Appoint Publish business Meeting to determine Approve/reject Business rescue
supervisor rescue plan future of the company business rescue plan
5 days 25 days 10 days 25 days
60 days (3 months) cut-off to approve business rescue plan 65 da;s (+ duration of getting

court order in case of 2.)
© 2007 Corporate Renewal Solutions

15t meetings of e Timelines reasonable Termination:
10 days i o . a. Court sets aside resolution
creditors and « No explicit mention of emergency :
employees’ management as a supervisor role— b. Business rescue plan rejected and no affected
representatives crisis stabilisation should person act to extend
. commence immediately! c. and d. Supervisor files Notice of Substantial
\ Company publishes: Implementation or Notice of Termination of
\ « Notice of resolution/court order to affected persons Business Rescue Proceedings
\ « Notice of appointment of supervisor with Commission e. Conversion by court order to liquidation
proceedings

o Copy of notice of appointment of supervisor to affected persons

Daxs: 5 2 5
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BUSINESS RESCUE

Pre-packaged business rescue is preferable to freefall business
rescue

Pre-packaged vs. free fall business rescue:

Informal Formal

Formal business rescue process

e Devise business rescue plan
» Negotiate with major affected

ersons
p L © 2007 Corporate Renewal Solutions N
65 days (+ duration of getting court order in case of 2.)
\
Pre-packaged business rescue: / Free-fall business rescue:
e Pre-packaged solution before insolvency sets in, ¢ Method of last resort, mostly dead on arrival
capac'“_" ) e High chance of ending up in liquidation, except
— Devise business rescue plan that now:

— Negotiate with major affected persons

— Place company under supervision to gain legal
protection and benefits

e Higher success rate, shorter formal process,
higher claimholder recovery rate, lower cost

— Supervisor fees are an additional cost

— Action can be taken against past wrong-doing
— Employees are better off

— Secured and unsecured creditors are worse off
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Turnaround Situations:

e What constitutes a turnaround situation?
e Business transformation vs. turnaround
e Timeline of financial distress

— Management-led correction

— Informal creditor workout

— Business rescue

e How viable are different turnaround situations?

e Conclusion
e Wrap-up



HOW VIABLE ARE DIFFERENT TURNAROUND SITUATIONS?

The timeline of financial distress waterfall

s success rafe

Cascading success rates in the

timeline of financial distress
(Mustrative figures)

@ 2007 Corporate Renewal
olutions

Management-led Informal creditor Business rescue Ligquidation
correction workout
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HOW VIABLE ARE DIFFERENT TURNAROUND SITUATIONS?

The financial health of a business can be accurately determined
for any turnaround situation

Z-Score:

e The Z-Score applies statistical techniques (Multiple Z-Score
Discriminant Analysis) to financial ratios
(profitability, solvency, liquidity, etc.) to determine
the overall health status of a business:

— Healthy Zone: Business is in good shape

Healthy Zone

— Danger Zone (zone of ignorance, zone of uncertainty):
Warning signals, exercise caution

— Failing Zone: High likelihood of bankruptcy within one year

e Thoroughly tested and broadly accepted distress- Failing Zone

prediction model _
Note that there is are Z!, Z?2 and

e Developed by Professor Edward I. Altman of the Z3 Scores depending on listed
Stern School of Business at New York State vs. unlisted, and manufacturing
University: vs. non-manufacturing.

— Active participant in the Turnaround Management
Association

— Chairs the association's Academic Advisory Council
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HOW VIABLE ARE DIFFERENT TURNAROUND SITUATIONS?

The most daunting task faced by turnaround practitioners is
turnarounds that are triggered to late

e Turnaround action should ideally commence when the Z-Score starts declining,
at the latest when a company enters the Danger Zone

e In practice, however, turnarounds:
— Suffer from late starts, or
— They take too long before taking the shape of a serious turnaround intervention

e Once in the Failing Zone, the business is, in the absence of turnaround action,
likely to be insolvent (a business rescue case) within a year (95% probability)

e This situation presents turnaround practitioners with the most difficult scenario
possible - that of the "deep turnaround":

— Banks will not lend
— Difficult, if not impossible to find private equity funding
— Suppliers stop supplying, tighten up on credit terms and/or ask for upfront payment

— Key clients will not buy or hedge their bets by shifting their purchases to more stable
competitors

— Key staff are long gone to better situations or preparing to move
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HOW VIABLE ARE DIFFERENT TURNAROUND SITUATIONS?

How to determine turnaround viability using the Z-Score

e Prepare the turnaround plan
e 5-year financial forecast based on turnaround plan:
— Income statement
— Cash flow statement
— Balance sheet
e Calculate the applicable Z-Score going forward
e Your are unlikely to get stakeholder support for your turnaround plan unless:
— You are out of the Failing Zone within a year, perhaps two years
— You are in the Healthy Zone soon thereafter
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HOW VIABLE ARE DIFFERENT TURNAROUND SITUATIONS?

Let’s look at an example of how the Z-Score was used to
forecast turnaround results at a listed distressed company

7.00

6.00 4

5.00

4.00 4

3.00 4

4.98

6.61

Healthy

Historical <+

—> Forecast

e

e Z-Score graph reflects

inclusive of debt repayment
schedule agreed with bank
(informal creditor workout)

2.00

Warning signals\

0.94

2.3

1.58

\ start of the turnaround

1.00

b e Turnaround plan soon
thereafter attracted R20m

0.00

Z*-Score

-1.00 4

-2.00 +

-3.00 4

-4.00 4

-5.00 -

-6.00 4

-7.00

0-24\./.\

Failing

Half 2002
Actual (6.00

Half 2003
Actual (0.37

(4.70)

private equity investment
(not reflected in Z-Score) at
R1-20/share

e Share price increased to
R2-00 within months

e Company adhered to bank
debt repayment schedule

e Post-turnaround: forecast

1997

A business in the Failing Zone has a 95% chance of formal

4
<JCRS

1998 19949

2000 2001 2002 2003F 2004F

Year

2005F

2006F problems realised, share
price has dropped

e Today: bottom 5% of its
sector on stock exchange

bankruptcy within a year, but can be turned around.
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Turnaround Situations:

e What constitutes a turnaround situation?
e Business transformation vs. turnaround
e Timeline of financial distress

— Management-led correction

— Informal creditor workout

— Business rescue

e How viable are different turnaround situations

e Conclusion

e Wrap-up



HOW VIABLE ARE DIFFERENT TURNAROUND SITUATIONS?

Conclusion

“It is far easier to tread
on an acorn than on an
oak tree” — Neil Harvey.

The earlier a turnaround starts, the higher the success rate.
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Turnaround Situations:

e What constitutes a turnaround situation?
e Business transformation vs. turnaround

e Timeline of financial distress
— Management-led correction
— Informal creditor workout

— Business rescue
e How viable are different turnaround situations?
e Conclusion



Questions?

JCRs

Corporate Renewal Solutions

Corporate Renewal Solutions is a black empowered
management consulting firm specialising in business
transformation of underperforming companies, and
turnaround / business rescue of distressed companies

Cell:
Jan van der Walt
Telephone:
CEO: Corporate Renewal Fax:
Solutions _
Email:

CRS turnaround web site:

CRS business transformation
web site:

082 853 1414
011 477 4414
086 510 6184

corp@corprenewal.co.za

www.turnaround-sa.com

www.corprenewal.co.za
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Resume of Jan van der Walt

e As CEO of Corporate Renewal Solutions, Jan van der Walt has 26 years' experience in
corporate renewal, ranging from management consulting to business transformation to
turnaround management and business rescue

* In his career he served as both senior accountable executive and in advisory positions in
numerous turnaround and crisis management situations in a variety of industries ranging
from the public sector to private sector clients as large as R5bn turnover

e He has wide experience in devising and implementing leadership, stratedg%(, financial,
organisational and operational solutions in business transformation and turnaround
projects

e Jan is an active gqrtic_:ipant in business transformation and turnaround management
conferences, publishing turnaround articles and business school guest lecturing

e He played a leading role in the formation of TMA-SA (Turnaround Management Association

- Southern Africa) and ABASA (Association of Business Administrators of South Africa),
where he serves on the boards and executive management of both organisations

o Jan was the main TMA-SA author of submissions to the Department of Trade & Industry
and National Treasury on how government can assist with turnarounds, and to the dti on
new business rescue legislation

e Qualifications:

- MBA (Stanford Business School), where he studied with a Fulbright Scholarship and specialised in strategy
— Honours B.Sc. in Operations Research (University of South Africa)
- B.Sc. Industrial Engineering degree (cum laude) (University of Pretoria)

e Personal web page: www.turnaround-sa.com/team/jan van der walt.asp
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