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By John M. Collard

Investing in underperforming companies can be profitable if you know what to look for and how to execute. The fundamental
premiseisto get acompany that is turnable, know how to fix the problems, be able to not spend money on past sins, obtain at the
right price, manage the turnaround and sell at increased value.

First, seek enterprises with critical capital shortages and future potential. Acquire companies that can provide quality products at
competitive prices, but are severely undervalued due to ineffective management and/or lack of market direction and penetration.
Take advantage of distressed level asset pricing and invest in exchange for large returns. The infusion of capital put into the hands
of aleader with a sound strategy and return-on-equity goal in mind can be a powerful motivator.

The key to returns from investing in underperformers is build an enterprise with the sole purpose of selling it at maximum value —
concentrate on exit strategies from the start.

Provide what future buyers look for:

. Consistency of businesses that create value.

. High probability of future cash flows.

. Marketing-oriented management team.

. Track record demonstrating ability to sell and compete, devel op, produce and distribute products, thrive and grow.
. Redlistic return potential from their fair entry valuation.

Thereis great value in rebuilding an entity and setting it on a path toward long-term growth — this is the time for your exit. There
are many buyers who accept |ower return rates for stable growth and shy away from underperformers until they have been fixed —
leave some future enticement for your buyers.
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Whether you invest in a new entity, or a portfolio property gone bad, the recovery cycleis much the same. This cycle starts with
mismanagement; then you need to determine the viability, invest, turn and ultimately sell the property.

All troubled entities reach that state through a progression of mismanagement. When the entity is at a precipice thereis
opportunity. The present owners will have little choice but to bargain. However, be cautious, because many investors wait too
long, allowing the value to deteriorate completely. Avoid the pitfall of investing in an insolvent company; as surprising as this
sounds, many investors do.

Determine turnaround viability by truly understanding what has caused the company’ s breakdown. Don’t be fooled by symptoms,
and never listen to current senior management; if they knew what was wrong they would have fixed the problems.
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Make certain that you have solutions to fix the real problems that no one else has used, perhaps because you can bring in new non-
cash resources or applications to influence the revitalization. Take advantage of mispriced material inputs, labor, assets or capacity,
and intellectual property. Never ‘just add cash’ and always implement new leadership.

Take Control

There must be a successful turn before the entity can be sold. Always take active control of the entity — passive investing if
managed by prior management is like a placebo, and you will lose your investment. Passive positions are only acceptable if they
contribute to an investor pool that has an active lead participation.

While many investors have run financial or investing institutions, few have run companies as well, and areill equipped to do so.
Thereis substantial value derived from investors who also have senior operating leadership experience in their background. They
can determine whether one strategy or another can affect the revitalization, and why others didn’t work in the past. Many equity
firms are adding operating executive [CEO] talent to compliment their managing partners — even in times when resources are
tight.

Someone once said, “ Lead, Follow, or Get Out of the Way.” When there is an underperforming entity, it istime for existing
management to ‘get out of the way.” They guided the company during this mismanagement slide, so why allow them to complicate
the situation any further?

Bring L eader ship. Install a CEO with transition experience in value-building situations. They bring an objective focus and new
perspective to complete the cycle. This leader should demonstrate expertise in:

« Managing crisis, transition and rebuilding processes

. Shaping business strategy and financial structure

. Developing management talent, building caliber teams, utilizing and growing existing resources
. Growing sales and market share

. Maximizing return on capital

. Linking management performance to ultimate goals

. Developing incentive-based compensation programs

This leader must get directly involved in making decisions to achieve the ultimate goal — sale at increased valuation. He must be
held accountable for performance, and timely results. Most importantly, he must get things moving - On the Volume In (revenue/
sales) side, look at where and how revenue is generated and keep it coming in. On the Volume Out (throughput/production) side,
get the product or service 'out the door'. How else can you bill for it?

The final step to complete the turn isto hirea‘marquis manager to lead the enduring team. This permanent team adds to the value
equation.

Set Strategy. Your investing goal is a shorter-term high multiple return while allowing the ongoing |onger-term returns for the
buyers who provide you an exit. Implement long-term strategies, which will survive your exit.

While situations differ, one essentia strategy is to drive revenue; growth cannot occur without more sales. The strategy must
address the problems plaguing the company, and provide a roadmap to revitalization. If all you can do isthink of strategiestried
before, don't invest. Y ou must establish anew vision, distill this direction into concrete goals and objectives, and create a guide for
everyone to follow.

Build A Quality Management Team. The value of a company increases sharply with a strong permanent credible team that can
demonstrate its ability to produce consistent sales, profit and cash flow results. Establish continuity in the organization to allow
everyone to expect orderly change and opportunity.

Capitalize on available underutilized human capital — those middle managers that remain. Chances are they are dedicated to the

file:///C)/Documents¥620and%620Setti ngs/John%20M .%20Coall.../My%20Webg/strategi st%20l i brary/stratlib3/buyouts.html (3 of 6)11/29/2007 8:08:33 AM



Investing in Underperforming Companies: An Rx for Renewed Health and As...Ilard, Strategic Management Partners, Inc. www.StrategicM gtPartners.com

company and its success. Guide them to their next level and they will take the company the next big step.

Additionally, leverage all resources to complete the turn. Usually the key resource is the employee. Set up an incentive structure
that pays only when they accomplish the goals set in your long-term strategy. A robust incentive structure shares the risk — if
successful then all will gain, if not then don’t subsidize poor performance. Y our incentive for investing is return when the sale
occurs. Their incentive should be based upon performance that will take the company beyond its sale; after all, the employees are
the assets that your buyer islooking for.

Acquire New Business/Sales. There are only two ways to increase sales — Sell new products to existing customers, or sell
existing products to new customers. Most underperformers have forgotten, or never had, the basics of marketing and promotion.
Clearly promote what your products and services can do for your customer to satisfy their needs; differentiate your product from
the competition.

Become market driven, adapt to changing conditions, and improve your competitive position. Deliver what they are willing to pay
for and no excess.

Establish A Sound Capital Structure. Create reasons for investors to invest. A sound strategy with a viable marketplace,
efficient delivery and production vehicles coupled with a cohesive management team will entice the investment community.
Securing new capital becomes much easier when investors see high probability of return and a viable exit strategy.

Asimportant to infusing cash for working capital needsisto make certain that cash won't be diverted to past commitments.
Establish relationships with creditors so they will work with the new management team — give them upside when the turn is
complete. Consider a‘ Creditor’s Committee’ approach [out of bankruptcy] to keep them plugged in and participating. Pre-
packaged bankruptcies are also available to ensure cooperation.

Implement Processes. Use processes to drive the business and control the day-to-day environment, which allows management to
run the critical elements of the company. Most managers waste time on tasks where results would be essentially the same whether
managed or not. Focus on the important things — controlling cash and costs, increasing sales and enhancing val ue creation.

Exit

Know when to ‘ cash out’. The greatest ROI comes when the turn is complete and the company is ready for the next tranche to fund
growth.

Remember:

E arnings and cash capacity plus
achieved X multiple on investment plus
demonstrated | mprovements plus

functioning management T eamin place equalstimeto sell.

Success in investing recognizes that a small X' growth in revenue can yield many X" returns on invested equity. Revenue in excess
of controlled fixed costs drops substantial incremental profits [cash] to the bottom line, which in turn drives valuation. When the
process is completed, only one result can occur — Vaue Creation and X" multiple returns.

About the Author
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John M. Collard is chairman of Annapolis, Md.-based Strategic Management Partners Inc., a turnaround management firm
specializing in interim executive leadership and investing private equity in under performing companies. He is past chairman of the
Turnaround Management Association and brings 35 years senior operating leadership, $85M asset recovery, 40+ transactions
worth $780M, and $80M fund management expertise to advise company boards, institutional and private equity investors, and
gover nments. For more information about Strategic Management Partners, call (410) 263-9100 or log on at www.str ategist.ws
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Strategic Management Partners has substantial experience advising corporations and individuals on the strategic and mechanical
issues of corporate development and governance, operating management and turnarounds for asset recovery. Our principa has
over 30 years experience in P/L Management, Strategic Planning and Repositioning, M&A for Strategic Advantage, Finance,
Investing, Raising Funds, Sales/Business Development, Building Selling and Marketing Teams, and Operational Auditing = In
Public & Private companies = In healthy and crisis situations. Strategic M anagement Partner s has substantial experience
advising corporations and individuals on the strategic and mechanical issues of corporate development and governance, operating
management and turnarounds for asset recovery. Our principal has over 30 years experience in P/L Management, Strategic
Planning and Repositioning, M&A for Strategic Advantage, Finance, Investing, Raising Funds, Sales/Business Devel opment,
Building Selling and Marketing Teams, and Operational Auditing = In Public & Private companies = In healthy and crisis
situations.

We work with and support the equity capital community to provide assessment studies to determine the situation, planning and
strategy development to direct the company, crisis management to oversee that assets are not squandered away, workout teams that
recover assets, and board level oversight to keep the client headed in the right direction.

We seek strategic aliances with private equity funds.
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We welcome constructive inquires. More information is available if required.

There is more to Strategic Management Partner's Return to Home Page

B Contact Information

John M. Collard, Chairman

Strategic Management Partners, Inc.

522 Horn Point Drive

Annapolis, Maryland [MD] 21403

Voice 410-263-9100 Facsimile 410-263-6094 E-Mail Strategist@aol.com.

We serve as experts for comment or quote, please contact us at 410-263-9100 @

file:///C)/Documents¥20and%620Setti ngs/John%20M .%20Coall.../My%20W ebg/strategi st%20l i brary/stratlib3/buyouts.html (5 of 6)11/29/2007 8:08:33 AM


http://members.aol.com/strategist/home.html#TOP
mailto:Strategist@aol.com?subject=SMPlibrary/feature articles

Investing in Underperforming Companies: An Rx for Renewed Health and As...Ilard, Strategic Management Partners, Inc. www.StrategicM gtPartners.com

We welcome constructive inquires, please send viaE-Mail to:  Strategist. ;

Top Index Sections Contact PDF Version

Return .StrategicM gtPartners.com

U ||V\/\MN.StrategistLibrary.com

StrategistArticle.com
www. Str ategistFeature.com

Copyright © 2002-2003 Strategic M anagement Partners, Inc. w

file:///C)/Documents¥20and%620Setti ngs/John%20M .%20Coall.../My%20Webg/strategi st%20l i brary/stratlib3/buyouts.html (6 of 6)11/29/2007 8:08:33 AM


mailto:Strategist@aol.com?subject=SMPlibrary/feature articles
http://members.aol.com/stratlib/bm-iiup.pdf
http://members.aol.com/stratlib3/libindx.html
http://www.strategicmgtpartners.com/
http://www.strategistlibrary.com/
http://www.strategistarticle.com/
http://www.strategistfeature.com/

	Local Disk
	Investing in Underperforming Companies: An Rx for Renewed Health and Asset Recovery, by John M. Collard, Strategic Management Partners, Inc. www.StrategicMgtPartners.com




