333 - TMA Survey 2013
Insights from the Australian
turnaround industry.

Insights from the Australian turnaround industry.
The annual 333 Management - TMA Survey provides an insight into the
causes, challenges and successes of Australian corporate turnarounds.
2013 marks the fourth release of the survey, providing us with a deeper understanding of emerging and
continuing trends.
The results cover four broad topics - industries which are declining or improving; turnaround funding and
financial restructuring strategies; causes of distress and operational solutions; and industry insights.

Profile of respondents.

Equity holder, Board
or management

25%

27%

Debt holder/financier

129

respondents
Turnaround service provider

9%

20%

Insolvency professional

19%
Lawyer
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129 turnaround case studies, taking an average of 13 months,
were examined.
Key findings include:
A holistic approach combining balance sheet and operational initiatives,
is required.
• 9
 5% of turnarounds required at least one type of balance sheet transaction in
conjunction with multiple operational initiatives
• 9
 8% have at least one significant initiative from all three operational
categories - revenue growth, cost reduction and working capital
• 95% required either a debt write-down, debt restructure or a capital raising
• T
 he number one cause of distress in 2013 is ‘drop in demand’, replacing
‘leverage/unsustainable debt’.
Turnaround capital is flowing from new participants, not incumbents.
• The least active source of new funding is debt from existing lenders
• Equity holders, debt traders and debt re-financiers are the most active.
Stakeholders are not aligned on leadership priorities.
• D
 ivergent stakeholder expectations continue to be a significant challenge for
turnaround managers
• T
 here is poor alignment between the priorities of debt holders/financiers, and
equity/Boards/management.
Industry insights.
• 7
 7% believe the mining services sector will decline as the resources industry
changes focus
• Only 53% of retail turnarounds involved site exits - down from 78% in 2012
• A
 ttracting funding remains a challenge for industrial and manufacturing
turnarounds. Where unsustainable debt was a significant problem, only 44%
were able to raise equity, compared to 60% of retail turnarounds.
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Overall turnaround environment.
Expected economic performance over the next twelve months.
Respondents expecting industries to decline.

Weighted response.
Decline

Mining services

Improve

77%

Resources/mining

52%

Manufacturing (non-mining)

41%

Retail - consumer goods

29%

Other sectors

13%

Agriculture/food

12%

Retail - services and food
Tourism

Neutral

11%
4%

Changes since 2012.

Mining services.

2013

15%
10% 13%

Decline

Same

Improve

2012

Retail - consumer.

43%

42%
77%

Parts of the mining services sector are
in a transitionary and consolidation
period as the mining and resources
boom changes focus. Consequently,
the sector’s extreme working capital
movements, low margins and largeproject risks will continue to create
challenges in 2013/14.
The balance sheet structures large value of bank guarantees and
often low value of physical assets
- also indicates that turnaround and
restructuring activity will be high as
returns from formal insolvencies would
likely be low.

2012

8%

2013

10%

Decline

Same

Improve

31%

61%
61%

29%

Australian retail (consumer goods)
has been the subject of significant
turnaround and restructuring for the
past 3–4 years. In 2013/14, indications
are for more sedate activity.
However it should be noted that, while
68% of respondents believe the sector
will remain as is, there is still only 23%
expecting a recovery. So, if a retail
business model still isn’t future-proof
then the challenges will continue to
mount.
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Turnaround funding.
Sources of funding.

Unsurprisingly, the least active source of turnaround funding is new debt
from existing lenders. Equity holders, on the other hand, are the most
active.
2013 has also witnessed more widespread debt-trading from large ‘mega
deals’
to creative mid-cap stakes.
Sourcesdown
of funding.
Highly active

Active

4%
6%
19%

71%

5%

4%

50%

51%

Mezzanine or
subordinated debt

New debt from
existing lenders

64%
52%

Equity injections

Hedge funds/
debt trading

Debt refinancing

Expected availability of turnaround funding in 2013/14.

Better

Worse

23%

17%

60%

Same
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In the trenches: company profile.
Each respondent outlined details of a turnaround they have been involved
with during the past 12 months.
Company size (revenue).

Length of turnaround.

> $50 million

< $50 million

50%

$145 million
average

12–24 months

0–12 months

40%
50%

13 months
average

43%

17%
24+ months

Industry breakdown.
Industrial and manufacturing

20%

Retail and consumer

18%

Property and construction

16%

Energy and resources

13%

Financial and professional

7%

Transportation and logistics

4%

Healthcare and medical

2%

High-tec and telco

2%

Other

18%

Key things to note regarding the cases are:
• Companies had average revenue of $145 million
• Turnarounds are long and complex assignments, averaging 13 months
• The top-4 industries are the same as 2012, however industrial and manufacturing has overtaken retail
in the number one spot.
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In the trenches: causes of distress.
‘Drop in demand’, an external factor, has topped the list. However, on
balance, financing and management concerns continue to rank highly
as the primary causes of distress.
What are the primary causes of business distress?

2013 2012
Rank Rank
35%

Drop in demand

1

3

Leverage/unsustainable debt

34%

2

1

Inadequate financial control

34%

3

5

4

2

5

4

6

6

7

9

8

10

9

7

10

8

11

11

-

-

30%

Sub-par management

29%

High fixed cost structure
Sub-par governance or Board

21%
19%

Big projects or acquistions
One-off changes in the market

17%

Increased competition

16%

Misaligned financial stakeholders
Decrease in quality of products
Other

14%
5%
12%

Other causes of distress include: exchange rate fluctuations, compliance costs, a change in government
policy, low staff morale, lack of innovation and natural disasters.

In 2013, we observed the following trends compared to prior years:
• ‘Drop in demand’ has become the number one cause, replacing ‘leverage/
unsustainable debt’
• 2013 marks the first time an external factor has topped the list
• In 2012, 53% of respondents ranked ‘leverage/unsustainable debt’ as a significant
cause of distress. In 2013, this has decreased to 34%.
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In the trenches: barriers to success.
Financing and cash flow are the oxygen required for corporate turnarounds.
While cash flow tactics can create short-term liquidity, strong leadership and
longer term financing are required to strategically reposition the business.
Factors ranked as a high barrier (top 5).
2013
Rank

2012
Rank

Short-term cash position

1

2

Management capability

2

1

Availability of external financing

3

5

Reluctance to take action

4

3

Industry structure/competitors

5

6

Movement

2013 in quotes: barriers to success.
‘It continues to amaze me how many distressed businesses I see which
do not have adequate cash flow management. Cash gives you time, and
time is needed to properly fix the business.’
‘A strong Board is required to navigate the ‘twilight zone’ that often
occurs during a restructure process.’
‘Calling a turnaround advisor 48 hours before entering administration is
not effective.’
‘Incumbent management is either part of the problem or part of the
solution. This evaluation needs to be done quickly.’
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In the trenches: essential leadership attributes.
The divergent stakeholder expectations of turnaround managers and
advisors continues to be a significant challenge and opportunity for all
involved in the sector.
Percentage of respondents who regard leadership attributes as ‘essential’.
Debt holders Equity, Board,
& financiers management
77%

Financial and cash flow acumen
Clear and concise communication

72%

Strategic thinker

64%

1

5

4

1

5

4

Ability to gain operational control

61%

7

2

Experience working with financiers

60%

3

8

Experience in similar distressed situations

52%

2

7

Ability to prioritise

52%

8

3

6

9

9

6

Industry or technical expertise
Ability to work ‘in the trenches’

43%
39%

Misaligned expectations.
Managing both company and financial
stakeholder requirements simultaneously is an
ongoing challenge for turnaround managers.
The divergent responses from debt holders/
financiers (‘financiers’) and equity holders/
Boards/management (‘the company’) illustrate
this.

• Experience working with financiers is ranked 3
by financiers and 8 by the company
• Ability

to prioritise is ranked 3 by the company
and 8 by financiers
• Ability to gain operational control is ranked 2 by
management and 7 by financiers
• Experience in similar distressed situations is
ranked 7 by management and 2 by financiers.

‘You need to accept that, initially, all stakeholders have a different view
of where they are, where they want to get to, and how best to get there.’
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In the trenches: solutions used.
As with prior years a holistic turnaround approach is required. 95% of
case studies required at least one type of balance sheet transaction in
conjunction with multiple operational initiatives.
Balance sheet transactions.
Not used

Used

High use

Third-party debt purchase, trade or injection
Capital or equity raising
Debt write-down or restructure
Debt for equity

95% of turnarounds required either a debt
write-down, debt restructure or a capital raising.

Operational initiatives.

98% of turnarounds have at least one significant initiative from all three
operational categories - revenue growth; cost reduction; and working
capital.
Operational
initiatives.

Working capital

Operations & cost reduction

Revenue & growth

Not used
Pricing
Enter new products/markets
Acquire new customers
Performance of sales team
Exit markets, sites, products, customers
Close facilities/business units
Reduce labour costs
Strategic sourcing or procurement
Supply chain efficiency
Operational and productivity improvement
Reduction in inventory
Accounts receivable/payable
Sale of asset/business/division

Used

High use

11

Industry insights: operational solutions.
Retail: high use of the following initiatives.
Revenue
Performance of sales team

74%

Operational and productivity improvement

74%
63%
63%

Reduction in inventory
Exit markets, sites, products, customers

58%

Strategic sourcing or procurement

58%

Pricing

53%

Acquire new customers

53%
53%

Close facilities/business units
42%

Sale of asset/business/division
Enter new products/markets

Working
capital

68%

Reduce labour costs
Supply chain efficiency

Accounts receivable/payable

Operations

37%
32%

• 53% of retail turnarounds involved site exits - down from 78% in 2012
• 89%

had significant focus on both sales staff performance, and
operational improvement.
Industrial & manufacturing: high use of the following initiatives.
Revenue
Reduce labour costs

81%

Operational and productivity improvement

81%

Performance of sales team

76%

Exit markets, sites, products, customers

76%

Acquire new customers

67%

Accounts receivable/payable

67%

Close facilities/business units

62%

Supply chain efficiency

62%

Pricing

52%

Strategic sourcing or procurement

52%

Enter new products/markets

Working
capital

57%

Reduction in inventory

Sale of asset/business/division

Operations

48%
43%

• A
 ttracting funding remains a challenge for industrial and manufacturing
turnarounds. Where unsustainable debt was a significant problem, only
44% were able to raise equity capital. This is compared to 60% in retail
turnarounds.

Towards 2014.
Thank you for your participation in the fourth annual turnaround survey.
333 and the TMA are continually seeking to improve the quality and
relevance of the survey. Please contact us directly if you have any
comments, suggestions or queries.

Simon Thornton

Chris Martin

sthornton@333management.com.au

cmartin@333management.com.au

Mick Calder

Raelene Murphy

mcalder@333management.com.au

rmurphy@333management.com.au

David Hewish

Julia Van Graas

dhewish@333management.com.au

jvangraas@333management.com.au

Enrique Klix
eklix@333management.com.au

