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Turnaround environment
The annual KordaMentha –
TMA Survey provides an
insight into the causes,
challenges and successes
of Australian corporate
turnarounds.

2018 is our eighth survey, which features both the
current trends in business turnarounds, and an outlook
towards 2019.
These summary results cover the following topics:
•

Australia’s turnaround environment, including:
–– industry outlook

Equity holder/Distressed
investor/Private equity investor
Lender/Debt trader

Corporate adviser
2%

–– turnaround funding

11%

Details of turnaround case studies, including:
–– causes of distress
–– operational solutions
–– turnaround leadership attributes.

12%

Lawyer

–– impact of industry reforms and other
macroeconomic factors.
•
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Profile of respondents

30%

116
respondents

19%

Insolvency
professional
26%

Turnaround
service provider
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Key insights

3

01

02

03

04

The retail and construction
sectors were identified as the
industries most likely to decline
over the next 12 months.

There has been a significant shift
in active sources of turnaround
funding, with ‘non-traditional’
funding sources crowding out
existing lenders as sources of
new funding.

Nearly one-third of respondents
do not expect the ILRA, safe
harbour or ipso facto reforms will
have an impact on the turnaround
industry.

For the turnaround case studies
surveyed, informal balance sheet
restructures were the most
common form of restructuring
strategy implemented.
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Turnaround environment
Industry outlook

Turnaround funding

Percentage of respondents expecting
industries to decline

Percentage of respondents that viewed these
finance sources as active

Retail
Construction

53%

Manufacturing (non-mining)

36%

Media and telecommunications

34%

Transport and logistics

23%

Agriculture/food

22%

Health and related services

17%

Energy and utilities

17%

Mining and resources

84%

72%

10%

79%

74%
62%

Full debt
re- financing/
recapitalisation from
new lenders

Hedge funds/private
equity/special
situations funds

74%
57%

Mezzanine or
subordinated debt

63%

69%

Equity injections

68%

New debt from
existing lenders

2016

Unsurprisingly, respondents expect the Retail and Construction sectors to face
significant headwinds during FY19. However, there has been a significant improvement
in the outlook for Mining and Resources from the 2016 survey.

60%

2018

86% of respondents believed the availability of external financing for turnarounds was
better or the same as it was for 2016.
There has been a significant increase in activity levels of ‘nontraditional’ funding
sources. These sources of funding appear to be replacing debt from existing, traditional
lenders.
33% of respondents identified that ‘Hedge funds/private equity/special situations
funds’ were ‘Highly active’, with the next highest being ‘Full debt re-financing/
recapitalisation from new lenders’ with 19% of respondents identifying this source as
‘Highly active’.
40% of respondents identified ‘New debt from existing lenders’ as not being an active
source of funding.
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Industry reforms
Impact of industry reforms and other macroeconomic factors
Percentage of respondents
who consider reforms will have
an impact turnaround industry

Consideration of Safe Harbour
by the Board in the selected
turnaround case study
Yes – it was the foundation
of the turnaround plan

Safe Harbour

19%

60%
7%

Ipso Facto

33%

AASB 16 lease
accounting

12%

59%

Insolvency Law
Reform Act

12%

57%

44%
24%

Moderate

Although most respondents believe recent reforms in
the insolvency and turnaround industry will have some
impact, most do not expect the impacts to be significant.
31% and 29% of respondents believe that ILRA and
AASB16, respectively will have no impact on the
turnaround industry.
Although the majority of respondents identified Safe
Harbour and Ipso Facto reforms as being likely to have
an impact on the turnaround industry, they were either
not considered or did not impact on the turnaround
planning and process in the majority of turnaround case
studies.
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Yes – we have changed
our way of engaging in
distressed situations

N/A
19%

28%

68%

No – it was not
considered

Significant

Yes – but it did
not impact the
development of
the turnaround
plan

Consideration of Ipso Facto
provisions within trading or
financial instruments within
the past 12 months

No

13%

40%

Yes – but
we have not
changed our
way of engaging
in distressed
situations
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Industry reforms
Percentage of respondents who expect
impact on Australian companies over
next 12 months

Financial restructure strategy
implemented

Increase in wholesale funding costs

24%

Declining housing market

20%

Actions from the Royal Commission

18%

International pressure and events

12%

Consensual Restructure

Voluntary Administration – 444GA
Scheme of Arrangement

Utilities prices

7%

Receivership

Tax changes

3%

Other

3%

22%

Not required

7%

6%

23%

Voluntary Administration – DOCA

Low wage growth

Regulation

32%

Other

9%
4%
1%
10%

The trend away from formal secured-creditor-backed appointments was clear, with a
formal restructure strategy being implemented in only 37% of turnarounds surveyed.

The greatest threat to Australian companies over the next 12 months was identified as
‘Increase in wholesale funding costs’.

Of the turnaround case studies surveyed, a Receivership was implemented in only one
instance. This was in the Retail and consumer services sector.

Surprisingly, 20% of respondents identified ‘Declining housing market’ as the biggest
threat to Australian companies.

Voluntary Administration – 444GA was reported as a financial restructure strategy
implemented across five sectors.
Schemes of Arrangement were reported as being used in Professional services and
Mining and resources sectors.
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Turnaround case studies
Profile of turnaround case studies
Company size – revenue

Length of turnaround

Initial investment horizon of
the financiers/equity holders

24+ months
5+ years
7%

12 to 24
months

< $50 million

0 to 3 years

25%

51%

24%

$166 million
average

10 months
average

49%

2.7 years
average
14%

68%

1 to 12
months

> $50 million

62%

3 to 5 years

Industry breakdown

Since 2016, the turnaround case studies have become:
Mining and resources
Retail and consumer services
Property and construction
Manufacturing
Industrial and manufacturing
Media and telecommunications
Professional services
Health and related services
Transportation and logistics
Oil and gas
Energy and utilities
Other (please specify)

7

18%
16%
13%
10%
9%
7%
6%

•

smaller (2016 average revenue $210 million, 2018 average revenue $166 million)

•

shorter (2016 average length 14 months, 2018 average length 10 months)

•

more diversified (in 2016, Energy and resources accounted for 45% of turnaround
case studies).

There is also a significant mis-match between the average length of the turnaround,
and the initial investment horizon of the financiers/equity holders.

5%
2%
1%
1%
11%
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Turnaround case studies
Retail and consumer sector turnarounds

Causes of corporate distress
Significant
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Leverage/
unsustainable debt

37%

Drop in demand and/or
increased competition

38%

High fixed cost
structure

28%

43%

Sub-par Board
and/or management

29%

39%

Inadequate financial
control

17%

Poor execution of large
projects or acquisitions

26%

Leases and
property costs

6%

23%

Digital
disruption

11%

15%

43%

•

Surprisingly, only 23% of respondents for this sector identified ‘Leases and property
costs’ as a significant issue, and only 23% identified ‘Digital disruption’ as a
significant issue.

•

‘Drop in demand and/or increased competition’ was identified as the most
significant issue (54%) with ‘Sub-part Board and/or management’ at 46%.

Moderate

35%

Property and construction sector turnarounds

49%
38%

•

The most significant issue identified was ‘Poor execution of large projects or
acquisitions’ which 45% of sector respondents identified as a significant issue.

•

Interestingly, ‘Leverage/unsustainable debt’ has decreased in importance, from 56%
of respondents identifying it as a significant issue in 2016 to only 9% in 2018.
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Turnaround case studies
Sector

Top ranked turnaround initiative

Importance of turnaround initiatives
Mining and resources

Cost reduction – overheads

Low
Cost reduction – overheads

Retail and consumer services

Change management and operational
transformation

Cost reduction – direct costs
Change management and operational transformation
Cultural and governance change
Revenue Growth – existing products and/or markets

Property and construction

Cost reduction – direct costs and overheads

Divestment or closure of business unit
Inventory management
Revenue Growth – new products and/or markets
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Manufacturing

Cost reduction – overheads

Media and telecommunications

Cost reduction – direct costs

Professional services

Cost reduction – overheads

Health and related services

Cultural and governance change

Medium

High
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Turnaround case studies
Impact of stakeholder groups on
the turnaround

Essential leadership attributes for
a turnaround
High

15%

18%
41%

21%

33%

Medium
26%

47%

Low

32%

37%
36%

45%
23%

49%

64%

Existing
financiers

Existing
management
team

Clear and concise communication

45%

New
financiers

79%
74%

Experience working with financiers
32%

30%

26%

The Board

New
management
team

External
stakeholders

Survived

19%
Employees

Created time to fix larger issues

12%

Change of control

12%

Improved risk and governance practices

12%
11%

Increased return to stakeholders

10%

Improved culture

9%

Size of cost reduction

60%

Ability to gain operational control of an organisation

58%

Experience in similar distressed situations

54%

Industry or technical expertise

24%

Earnings increased (EBITDA, NPAT etc.)

7%
2%

‘Survived’ as a measure of success has significantly decreased, from 34% of respondents in 2016.
Non-financial measures (e.g. ‘Improved risk and governance’ and ‘Improved culture’) featured strongly.
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82%

Ability to develop high-level strategy

How was success measured

Didn’t succeed

86%

Decision and action oriented
14%

45%

Financial and cash flow acumen

37%

Turnaround service
providers’ rank

Lawyers’ rank

Lenders’ rank

Financial and cash flow
acumen

1

4

1

Clear and concise
communication

2

1

3

Ability to develop high-level
strategy

3

1

5

Ability to gain operational
control of an organisation

6

7

3

Attribute
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Turnaround case studies
Insights from the front line

89%

of respondents agreed that advisers played a significant role in the turnaround.

79

of respondents agreed that cash flow management was a key tool to drive the turnaround.

%

70

%

64

%

of respondents agreed that the real action was on the front line – not in the boardroom.

56

of respondents agreed that the turnaround was longer and more difficult than expected.

19%

of respondents agreed that trade union support was a key factor in the turnaround.

%

11

of respondents agreed that the turnaround involved staying flexible and making a number of mistakes
on the journey.

What worked well…
•

‘Advisers being in lockstep with each other, and with
the client.’

•

‘New blood and structure in the Transformation
Office.’

•

‘Matching adviser personality to equity holder
personality.’

•

‘Acting quickly to divest loss-making business units.’

•

‘Rapid decision making followed by implementation
of initiatives.’

•

‘Getting more involved in operations.’

… and what didn’t
•

‘Safe Harbour being seen as a panacea or an excuse
to “coast along” for a bit.’

•

‘Cash flow management without strategic change.’

•

‘Too many advisers engaged by under-equipped
management and board.’

•

‘Merger with a competitor.’

•

‘Banks lending more money and crowding out equity.’
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Contacts
We are an advisory and
investment firm that helps
clients to grow, protect and
recover value.

Melbourne

Sydney

Brisbane

Rialto South Tower
Level 31, 525 Collins Street
Melbourne VIC 3000

Chifley Tower
Level 5, 2 Chifley Square
Sydney NSW 2000

Level 14
12 Creek Street
Brisbane QLD 4000

Tel: +61 3 8623 3333

Tel: +61 2 8257 3000

Tel: +61 7 3338 0222

info@kordamentha.com

info@kordamentha.com

info@kordamentha.com

We have a team of almost 400 specialists
across Asia-Pacific with diverse backgrounds –
in finance and real estate through to agriculture,
law enforcement and the c-suite. Specialists who
work together to solve the complex challenges
facing corporations, financiers, lawyers, private
investors and government.

Townsville

Gold Coast

Perth

Level 6
75 Denham Street
Townsville QLD 4810

S225 Oracle South
Level 2, 17 Elizabeth Avenue
Broadbeach QLD 4218

Level 10
40 St Georges Terrace
Perth WA 6000

Tel: +61 7 4724 9888

Tel: +61 7 3338 0230

Tel: +61 8 9220 9333

info@kordamentha.com

info@kordamentha.com

info@kordamentha.com

Since 2002, our experts in forensics, real estate,
consulting and restructuring have been entrusted
with the region’s most sensitive commercial
matters. On each occasion, they have responded
with a bold, impactful solution that delivered the
best possible result for all stakeholders.

Singapore

Jakarta

New Zealand

16 Collyer Quay
#30-01
Singapore 049318

Level 18
World Trade Centre II
Jalan Jend.
Sudirman Kav 29-31
Jakarta 12920 Indonesia

Level 16
Tower Centre
45 Queen Street
Auckland 1010, New Zealand

Tel: +62 21 3972 7000

nz@kordamentha.com

Tel: +65 6593 9333
sing.info@kordamentha.com

Tel: +64 9 307 7865

info@kordamentha.com

kordamentha.com
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This publication, and the information contained therein, is prepared by KordaMentha Partners and staff. It is of a general
nature and is not intended to address the circumstances of any particular individual or entity. It does not constitute advice,
legal or otherwise, and should not be relied on as such. Professional advice should be sought prior to actions being taken
on any of the information. The authors note that much of the material presented was originally prepared by others and this
publication provides a summary of that material and the personal opinions of the authors.
Limited liability under a scheme approved under Professional Standards Legislation.

