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Abstract: Given the increasing role of PE investments in restructuring the trend of acquisitions, its process needs an
organizational change in order to cope with crisis situations. Despite several papers have emphasized the important role of PE
both in M&A transactions and in turnaround situations no research crosses these two aspects. This paper bridge this gap,
proposing a rethinking of the target’s PE Process in turnaround situations creating value for the target and preparing it for the
takeover. This purpose is achieved throughout a literature review and the description of a new PE process throughout the
paradigmatic case study of the sport company Brown Ltd. Finally corrective actions are implemented. Results show how a
turnaround situation needs a new PE process, developed in 3 main phases (crisis analysis, recover and development) through
which it creates value for the target. Main limits consist in the application of the new PE process to a single case study and the
lack of an empirical support able to generalize it. The findings help identify drawbacks and set an agenda for future work. This
new process could be tested also on other industries and firms of different size, providing a practical adaptation of the PE process
in crisis situations and adopted by consulting agencies after testing also its effects in the long term.
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several papers have emphasized how PE can be helpful in
facilitating cross border mergers and acquisitions [19] and in
increasing the value of the target [20, 21], there is a scarce
literature on the role of PE in presence of a turnaround
situation for preparing firms for a takeover, while most of
existing papers focus on the advantage of the PE itself in
fixing turnaround situations [22] or on approaches to assess
turnaround opportunities throughout PE [23] or relating to
specific topics like CSR [24]. In addition none of them
explains clearly the rethinking of target’s PE process in
turnaround situations.

In this paper - throughout the paradigmatic case study of the
company “Brown Ltd”, belonging to the sport industry we
suggest a new sequence of phases to be followed in presence
of a turnaround situation during a PE investment in order to
improve the performance of the target, thus preparing it to be

1. Introduction

In the last decades Private Equity (PE) investments have
restructured the trend of acquisitions and aided in creation of
value [1, 2]), assuming an increasing important role at world
level [3-7]. The PE industry seemed “to be stuck in a
rudderless recovery through the end of 2012”: in that year “PE
conditions in North America were reasonably strong”, PE of
China and India captured much investors’ enthusiasm and
“Latin America held up well” [7]. At the same time, we assist
to a continuous increase of crisis and turnaround situations [9,
10] and turnaround investment opportunities [11]. In fact, as
asserted by Young [11] “in any recession, opportunities will
emerge to buy assets cheaply and create real value by effecting
operational turnaround for the stressed company”. In this
context can PE process be structured in the same way or does
it need new roles? Both literature [12-14] and practice [14] ~ Purchased.

seem to support the idea that in this scenario the traditional 10 the following sections, we first identify the most
phases of a PE Fund’s Life Cycle, corresponding to important literature on the role played by PE both in M&A
fundraising-acquisition search-investments-growth transactions and in turnaround situations while, in a second

valuation-exit [15-18], should be reconsidered. Despite moment, we accurately describe the research model adopted.
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We then propose our new PE process in the concrete
turnaround situation of the company “Brown Ltd”. This
allows to discuss theoretical and practical implications of the
paper in the last section and to emphasize limits and future
developments of the same.

2. Literature
2.1. M&A Transactions: The Importance of PE

There is a higher and higher interest in literature on the role
played by PE and PE firms in merger and acquisition
transactions [25, 26]. A branch of literature has examined the
role of PE in M&A as investor [27], stressing their ability to
provide domestic firms with funding and increase value in the
portfolio firms and to manage firms thanks to a peculiar
governance structure and size of investment [19, 28].
Furthermore, especially when participating in international
deals and M&A transactions, they are able to reduce
information asymmetries and they develop important
networks of contacts [19, 29-31]. In fact, from the perspective
of the bidder, these networks are useful to help a PE-backed
firm to identify and assess promising cross-border targets and
collect financing for the deals [19]. Literature attributes a
controversial role to PE acquisition with reference to
employment [32-34]: someone thinks that it negatively affects
employment [35], due to the fact that takeover could facilitate
the reigning in of managers and that changes in ownership can
allow for the recasting of internal relations, with consequent
downsizing and liquidation of assets [36]. Some others
underline its very positive role on employment in terms of
increase of employees’ involvement [37] and practices [38].
In addition, a very important role is played by PE in the
pre-takeover phase when PE firm, “providing capital enables
the acquisition of assets that can provide for better returns in

the long term” [39] and help the target become more attractive.

Improving the performance of the target company is what the
best private-equity firms must pursue [20]. Barton and
Uhlhorn [40] describe a peculiar role played by PE firms in the
pre-acquisition phase in order to implement an environmental
performance strategy that can impact the purchase price of the
target company. Our paper focuses its attention on the role
played by PE in this phase, in particular when the firm faces a
situation of crisis and undertakes a turnaround strategy.

2.2. The Role of PE in Turnaround Situations

Nowadays, as asserted by Calandro [23], “economic distress
can cause corporate returns to decline due to reduced consumer
demand and lower prices”; in this scenario, a continuous
increase of crisis and turnaround situations is the rule [9, 41, 10]
and managers unable to face some particular situation are
replaced by turnaround specialists, able to make firm structure
profitable again [23]. In this scenario PE plays a more and more
important role; in fact:“distressed PE has become an
increasingly popular investment strategy, with institutional
investors looking to gain exposure to companies in financial
distress as a result of the difficult economic climate” [27].

Rethinking Target’s Private Equity Process in Turnaround Situations

Distressed debt shows unique characteristics: a very high
importance of local lows and regulations, the presence of a
significant competitor like hedge funds, the divergent
investment strategies pursued by fund managers, the fact that
investment opportunities in this sector are counter-cyclical to
the general economy [42]. As asserted by Calandro [23] PE
firms are able to mitigate the risk of negative experiences in
periods of crisis “by approaching turnaround valuation and
exit planning conservatively and then by aggressively
implementing their business plan to its targeted exit”. In
turnaround situations, PE can “bring to the table”: “an active
partnership with management”, “a three-to-five-year view”
and “fresh capital” [43]. Furthermore, PE is both very active in
the M&A and in investing large amounts in order to prepare
firms to be acquired. In addition, one of the primary roles of
banks and PE firms is to be the primary source of financial
support for firms in distress [39]. PE firms “are now looking at
competitor PE firms as a source of deals or as an exit strategy”
[44]. In the current scenario also the activities of PE funds are
more and more debated in literature because of the large
amount of capital devoted to them [45, 46] and thanks to the
role played by fund managers in the firms they finance [45,
47]. The traditional phases of a PE Fund’s Life Cycle
correspond to: fundraising (raising capital from investors); the
acquisition search and the investment of the capital in
well-performing companies; a growth valuation; exiting the
investment with the distribution of profits [15-18]. Anyway, in
a context characterized by a continuous increase of crisis and
turnaround situations, the PE process needs an organizational
change [12, 13]. In particular there are five stages in the
turnaround process: Management Change, Situation Analysis,
Emergency Action, Business Restructuring and Return to
Normality [48]. According to Cuny and Talmor [22]:“the
corporate board commits to a strategy”.....”that will maximize
the expected firm value”, then the manager “decides upon her
level of co-operation with the report production”, “...the
consultant produces the turnaround report” and, finally, if
turnaround is feasible, the board decides “whether or not to
execute the plan”.

This requires the adoption of a new organizational
paradigm able to change the scheme of the traditional PE
Fund’s Life Cycle: this could be developed in 3 phases (crisis
analysis, recovery and development) thanks to which it could
create value for the target preparing it for a future acquisition;
this constitutes an attempt to reduce the discrepancy between
academic research and empirical observation [49].

3. Research Methodology

The present study aims at describing an innovative process of
PE to be adopted in case of crisis when it is suitable to take a
turnaround strategy in order to create value and to improve the
performances of the target, thus preparing it for an acquisition.
To achieve this objective and to offer a description of a new
sequence of phases throughout which to structure processes of
PE in case of shocks or turnaround situations, a review of
literature on the important role of PE in M&A transactions and
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in case of turnaround situations has been provided. In a second
time this is shown throughout a paradigmatic case study of a
firm based in Europe and belonging to the sport industry: the
Brown Ltd. It was acquired by a PE fund and its original plan
was to develop the business and way out by a listing of the
Company in the Stock Market. Notwithstanding the strong
positioning in the reference market, in the last years the
company has suffered the competition of players located in
countries with low labor costs and the uncertainty concerning
the permanence of the economic crisis which has negatively
affected the overall consumptions. Therefore, in the last years,
this firm has been characterized by a special situation of distress,
with an urgent need for a turnaround/restructuring plan. In this
paper, a description of such a plan (referred to the period
FY12-FY16) has been analyzed, detailing the main actions of
the turnaround. The final purpose of the turnaround strategy
was the recovery from a situation of distress in order to get back
to a situation of value creation in a negative context. This case
study is developed through the industry analysis, SWOT
analysis of the Company, determination of its key critical
success factors with the analysis of key figures, profit and loss
statement, volumes and revenues for business area, percentage
costs, personnel costs, balance sheets, trade receivables and
payables, inventory and net financial position. In particular,
changes in the external context have been considered: the aim is
implementing the corrective actions with respect to the original
plans and the debt restructuring, in addition to advance forecast
of key figures. Results allow to promote possible strategies and
draw practical and theoretical implications for the future.

- Competition of players
located in countries
with low labor costs

- Expansion of new
geographical markets

- Uncertainty
concerning the
permanence of the
economic crisis

- Possibility of entering
new strategic markets

Source: Personal Elaboration.

Figure 1. Brown SWOT analysis.

4. Brown Ltd: An Application of the
3-Step PE Process

4.1. Crisis Analysis - Brown Overview and Positioning

Brown['] is a company (“Brown” or the “Company”)

! For confidentiality reasons the name of the company is not the real one. Some
other information relevant to the Company have been changed for the same
reasons.

specialized in the production and sale of fabrics, primarily for
the manufacturing of Sports Wear ("Sportswear") and Ski
Equipment ("Skiwear"). Brown’s main customers are
producers and distributors of the sport sector with a
geographic focus in Europe.

Table 1. The historical key financials of the Company.

GBP/min Actual -3  Actual-2  Actual -1  Actual 0
Net Revenues 131.5 138.7 139.7 80.8
EBITDA margin (%) 4.5% 8.1% 6.7% (5.0%)
Net Financial Position 22.8 20.7 34.2 30.4
Workforce (units) 605 584 510 480

Source: Financial Statement Brown Ltd.

As anticipated, Brown mainly operates into the European
market. Notwithstanding, the Extra-UE market shows a
meaningful increase of value, offering possibilities to increase
exports, considering that the main competitor of European
Companies are the US ones. The global market of fabrics is
growing and it is expected to grow in the upcoming years with
Asia playing an important role into it.

Brown’s strategic positioning within the market has been
analyzed with a SWOT analysis.

Table 2. Production and Consumption Geographical Breakdown (%).

Skiwear & Sportware Fabrics Market Value (consumption) (%)

Europe Asia usS Rest of the world
30% 27% 37% 6%

Skiwear & Sportware Fabrics production (%)

Europe Asia UsS Rest of the world
35 -40% included in rest of the world 30%  30-35%

Source: personal elaboration

The main identified strengths of the company are:

* market Leadership; the company have developed a good
relationship with the customers and a leading position in
the market, mainly thanks to high standard quality level,
to innovative production capability, to high level of
customer care and post-sales services;

¢ know-how; the know how is the basis for high levels of
production quality and process reliability and capability
to meet specific complex needs;

e quality; the high quality standard in fabrics production,
give a the company a competitive positioning in the
European market;

* sales Network; the company has developed strong
commercial relationships with other European
companies.

The main weaknesses of the company are:

* price; the company faced low price competitiveness by
the low quality producer;

* customer; the company suffered from the strengthening
of customers bargaining power, as consequence of a
declining level of demand and a stable supply level.

With reference to the market, the following opportunity has
been identified:

* market; in the recent years, geographical market
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expansion and new entering opportunity arose, thanks to
the market development of the emerging markets;

The following threats have been also identified:

* competition; the entrance of a new players in the market,
mainly located in the emerging market, implied a harder
competition with lower prices, obtained by lower labor
costs of far East competitor;

e environment; the general economic outlook is uncertain,
mainly due to the permanence of the economic crisis in
the Euro zone.

In the last years Brown faced a huge reduction of sales
revenues, as reported in the following table, with consequent
significant losses:

With respect to the volumes and revenues per Business
Area, the main results for the historical period are the
following:

* total volumes decreased (CAGR in the period of about

-11,8%), as a consequence of the economic crisis;

e in particular, there was a decrease of about 12.3%
(CAGR) for Sportswear and a decrease of about 8.2%
(CAGR) for Skiwear.

Table 3. Profit and Loss of the Company

Rethinking Target’s Private Equity Process in Turnaround Situations

Table 4. Balance Sheet of the Company.

Balance Sheet Actual -3 Actual -2 Actual -1 Actual 0

Profit & Loss Actual -3 Actual -2 Actual -1 Actual 0
(GBP/mln) Historic  Historic  Historic  PreCons
Net Revenues 131.5 138.7 139.7 80.8
(Raw materials) (73.6) (77.0) (79.3) (46.9)
(Services) (11.3) (10.4) (10.9) 6.5)
Gross Profit 46.6 51.3 49.5 27.4
(Personnel cost) (21.5) (21.8) (22.6) (16.5)
(Use of third party assets)  (0.8) (0.8) (0.8) 0.9)
(Other indirect costs) (18.3) (17.4) (16.6) (13.9)
(Reserve for depreciation)  (0.1) (0.1) (0.1) (0.1)
(Market Risk) - = = -
EBITDA 5.9 11.2 9.4 (4.0)
EBITDA margin (%) 4.5% 8.1% 6.7% (5.0%)
(Amortization) (5.0) “.7) 4.2) 4.2)
(Other provisions) - - (0.1) 0.2)
EBIT 0.9 6.5 5.1 (8.4)
EBIT Margin (%) 0.7% 4.7% 3.7% (10.4%)
Ezto::/l?:;;nse) 0.7) (1.0) (1.6) (1.5)
Other income/(expenses) - (0.1) (0.7) (1.2)
EBT 0.2 54 2.8 (11.1)
EBT Margin (%) 0.2% 3.9% 2.0% (13.7%)
(Taxes) (0.9) (1.6) (1.7) 0.2)
Net result (0.7) 3.8 1.1 (11.3)

(GBP/mln) Historic Historic ~ Historic PreCons
Property, plant and equipment 39.1 37.4 38.5 51,2
Intangible assets 0.2 0,1 - -
Investments 04 0,1 0.1 0,9
Non-current assets 39.7 37,6 38.6 52,1
Trade receivables 243 24,1 27.8 16,8
(Trade payables) (22.2) (20,8) (22,5) (15,3)
Ohter receivables/(payables) 3.1 1,3 0,6 (1,5)
Inventories 259 27,6 32,8 233
Net Working Capital 31.1 32,2 38,7 233
(Provisions) (15.8) (13,3) (10,4) ,1)
Net Invested Capital 55.0 56,5 66,9 66,3
Share capital 5.0 5,0 5,0 5,0
Reserves 28.0 27,1 26,6 422
Income/(loss) of the period (0.8) 3,7 1,1 (11,3)
Total shareholders' equity 32.2 35,8 32,7 35,9
Short term borrowings 24.6 22,5 34,8 31,0
Long term borrowings 0.8 0,6 0,4 0,3
(Cash and cash equivalents)  (2.6) 2,4) (1,0) (0,9)
Net Financial Position 22.8 20,7 34,2 30,4
Za(‘);?tlafovermg net invested 55.0 56,5 66.9 66,3

Source: personal elaboration

Source: personal elaboration

The Net Financial Position showed a significant increase,
about +10% (CAGR) in the period, due mainly to an increase
in short-term debt towards banks, about +8,1% (CAGR) in the
period.

During the analyzed period, there was an increase in the
inventory of finished products and a growth in stocks of raw
fabrics as a consequence of the reduced sales.

From a preliminary analysis made on historical data, it
turned out that the main last year’s difficulties were
determined by both external and internal factors.

The main external factor is the economic-financial crisis,
which has deeply affected the whole industry. The negative
effects of economic performance has also affected the
financial debt (mainly composed of bank loans).

With the turnover decline, the possibility of requesting
funding on exports has been reduced and hence it was
necessary to postpone the repayment date of some financial
advances.

The main internal factors which affected the losses were
relevant to the high fixed costs, mainly due to personnel
(overstaffed for the reduced level of productions) and, more in
general, to the high cost of production, no longer competitive
with the Far East competitors.

Another important internal critical issue is represented by
the high level of financial debt, as a consequence of the
Leverage Buy Out carried by the investors in the acquisition of
the Company.
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4.2. Recovery Plan aimed to provide an indication of the company financial
situation through the analysis of liquidity, operating

Table 5. Projections of profit and loss of the Company profitability, coverage, turnover and financial leverage ratios,

Profit & Loss Actual  Actual  Actual Actual  Actual the following cqrrective %nitiatives have been identified to

+1 +2 +3 +4 +5 amend the historical negative trend:

(GBP/mln) Budget Forecast Forecast Forecast Forecast  production: outsourcing of some production phases,

WG IHETEmIEs Ol UG o 25 1B especially the phases related to the low added-value

(Raw materials) (49.6) (59.5) (65.7) (70.8) (75.9) .

(Services) (5.6) (6.6) (7.5) (8.3) ©.1) process. Other savings have been pursued from the

Gross Profit 33.9 40.7 44.4 474 50.3 replacement of the volumes purchased from European

(Personnel cost) (12.1)  (14.1) (153)  (17.1) (18.5) supplier with equivalent products purchased from other

(Use of third party 0.6) (0.6) 0.6) (0.6) (0.6) Far East suppliers;

‘(’gst‘;g ndirect e staff: actions aimed at the progressive reduction of staff,

o) (135)  (14.9) (158)  (165)  (17.4) as 1a consequence of the outsourcing strategy

Resame implementation;

Elepreciation) 1.0 0. @D ©.) ©02) * managers: streamlining of the management, with a

(Market Risk) = (1.1) (1.2) (1.0) (0.8) reduction of about 15 units;

Egggi margin ol & R 2 2  foreign branches: cost reduction of the foreign branches

%) 7.5% 9.3% 9.7% 9.6% 9.5% (with the dismissal of part of the weaving department,

(Amortization) @.1) (4.4) (4.4) (4.7) (5.3) allowed by the purchases of similar raw fabric produced

(Other provisions)  (0.3) - - - - by others);

EBIT 2.3 5.5 7.0 7.4 7.5 « utility: renegotiation of a more advantageous contract

EBIT Margin (%) 2.6% 5.1% 6.0% 5.8% 5.5%

= with a new utility supplier (more than 80% due to the
Net financial

e (1.3) (1.2) (1.0) (0.9) contract for fuel}; . .
Other * products portfolio: introduction of new products (new
income/(expenses) ) ) ) ) kind of fabrics);
e 08 42 5.8 64 6.6 * debt: need to fund the import financing, export financing
Z{B T N)Iargm el ?(')9;? ?19:/)" ?1'9:? ? 3‘1;/)" ?3‘9;/)" and sales growth.

ax b o o J o . . . .
Net reessult 0.2 3] 47 34 34 On the basis of the actions described above, the following

projections have been developed.
Source: personal elaboration

On the basis of an historical economic-financial analysis,

Table 6. Projections of balance sheet

Balance Sheet Actual +1 Actual +2 Actual +3 Actual +4 Actual +5
(GBP/mln) Budget Forecast Forecast Forecast Forecast
Property, plant and equipment 49.4 45.1 43.8 443 44.1
Intangible assets 0.1 - - - -
Investments 0.9 0.9 0.9 0.9 0.9
Non-current assets 50.4 46.0 44.7 45.2 45.0
Trade receivables 15.9 18.6 19.8 20.7 21.3
(Trade payables) (13.2) (16.1) (17.7) (19.0) (20.3)
Ohter receivables/(payables) (0.8) (1.2) (1.4) (1.8) (2.0)
Inventories 20.2 24.1 26.4 28.2 30.0
Net Working Capital 22.1 25.4 27.1 28.1 29.0
(Provisions) (7.5) (7.1) (6.7) (6.9) (7.0)
Net Invested Capital 65.0 64.3 65.1 66.4 67.0
Share capital 5.0 5.0 5.0 5.0 5.0
Reserves 30.9 31.1 343 39.1 42.5
Income/(loss) of the period 0.3 32 4.8 34 3.5
Total shareholders' equity 36.2 39.3 44.1 47.5 51.0
Short term borrowings 34 - - - -
Long term borrowings 25.9 25.9 23.1 20.2 17.2
(Cash and cash equivalents) (0.5) (0.9) (2.1) (1.3) (1.2)
Net Financial Position 28.8 25.0 21.0 18.9 16.0
Total covering net invested capital 65.0 64.3 65.1 66.4 67.0

Source: personal elaboration.

The volumes forecasts have been developed with a specific ~ three markets of Western Europe, Eastern Europe and
focus on Sportswear and Skiwear fabrics. Sportswear fabrics ~ Northern Europe. For each of the three markets, three
volumes assumptions have been developed with a focus onthe  scenarios have been examined (best case, average case and
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worst case). As represented below, the only market in which
the sales are predicted to decrease, in each of the three
scenarios, is the Western Europe one. The other two markets,
in consideration of the growth phase, are expected to increase
during the forecasted period.

For Skiwear fabrics, the forecasted volumes are expected to
grow in the period and, based on the analysis conducted, the
evolution for the upcoming years of the Skiwear industry has
been estimated and related to historical market share of
Brown.

Actual -5 Actual -4 Actual -3 Actual -2 Actual -1 Actual 0 Actual +1Actual +2Actual +3Actual +4 Actual +5

m\Western Europe W Eastern Europe W Northen Europe B Other Countries

Source: personal elaboration

Figure 2. “Sportswear” Volumes, Historical and Forecast (m/min).

Capex have been assumed for investments finalized to
make more efficient the production activity (layout
improvement, automation of the finished products warehouse,
optical inspection, heat recovery, etc.).

For Working Capital, a gradual return to the historical
collection conditions is expected, with days of collection
assumed to be flat and in line with the historical trend.

For the Net Financial Position, a debt restructuring process
has been assumed, with a gradual reduction of the Long Term
Debt amount, mainly as a consequence of operating cash
flows recovery. The financial feasibility of the plan is based
on the availability of the actual debt holders to renegotiate
term and conditions of the credit facilities. In conclusion, in
the recovery plan, significant cost cutting actions (in particular
personnel reduction) have been identified to adapt the
production capacity and the operating leverage of the
Company to the recent evolution of the market demand.

In conclusion, on the basis of the previously highlighted
strategic actions, a substantial recover of the main financial
indexes is expected in the further years of the plan, when
revenues are expected to recover historical level.
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Figure 6. Average Debt Service Coverage Ratio
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Figure 7. Return On Investment.
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Figure 8. Return On Equity.
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Figure 9. Net Working Capital/Net Revenues.

50,0%

Historical Forecast

25,0%

4,7% 37% 51%  60%  58%  55%

0,0% —

0,7% \/ 20%

-10,4%

-25,0%

50,0% . . . il . . . .
Actual -3 Actual -2 Actual -1 Actual 0 Actual +1 Actual +2 Actual +3 Actual +4 Actual +5

Source: personal elaboration

Figure 10. Return On Sales.
4.3. Development Plan

Other important strategic options have been considered, not
reflected in the base Business Plan, as development actions to
be applied once implemented the recovery plan (Development

plan).

The following actions have been considered:

» “global supplier” project; realization of a production
plant in South East Asia in order to set up a strategic
production facility able to serve the whole Asian
geographical area.

» product portfolio; acquisition of licenses on added-value
textiles and/or small specialized companies.

* quality; development of research programs to
improvement fabrics performances.

e services; development of  production-operation
agreements in order to improve customer services.

* new products: introduction of new kind of
fabrics/products.

From a forward-looking perspective, new projects under
implementation could represent an opportunity to either
improve expected results or compensate unexpected
additional contraction of demand.

5. Conclusive Remarks

In recent years a large body of empirical literature has
emphasized the role played by PE both in M&A transactions
[19, 25, 26, 50, 51] and in turnaround situations [9, 23, 10];
but this research crosses these two aspects showing its
important role in merger and acquisition transactions in
particular in the pre-takeover phase in order to prepare a firm
to be acquired and explaining how, in a turnaround situation,
like that of Brown Ltd, it is necessary a new organizational
paradigm able to change the scheme of the traditional PE
Fund’s Life Cycle.

This could be developed in 3 main phases (crisis analysis,
recovery and development) thanks to which — as shown in the
successful case study of Brown Ltd - it could create value for
the target preparing it for a future acquisition.

These results have important implications both at
theoretical and at practical level: on the one hand they could
activate studies on the specific topic of PE applied to
turnaround situations in order to increase M&A market,
supporting firms in crisis and preparing them for a takeover;
furthermore, also the creation of a specific figure for these
situations could be studied.

On the other hand the analysis proposed for Brown Ltd
shows how [14]:

* significant cost-cutting actions (in particular personnel
reduction) are required to adapt the production capacity
and the operating leverage of the Company to the new
trend of the market demand;

* new projects under implementation and the development
of quality, services and new products are necessary;

* financial feasibility of the plan depends on the
availability of the current debt holders to renegotiate
conditions of the credit facilities.

Despite the paper contributes to enrich international
literature on this topic and the findings help identify
drawbacks and set an agenda for future work, it shows
important limits like, for example, the application of the new
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3-stage process of PE to a single case study in presence of a
shock or a situation of crisis, without an empirical support able
to generalize it to all turnaround situations.

Another limit is represented by the recent implementation
of the turnaround plan that does not allow for the verification
of the long-standing effectiveness.

Anyway, this paper could constitute a first attempt to
reconsider old processes of PE apt for previous scenarios
adapting them to the current situation more and more
characterized by crises and distress contexts. With some
changes, this new process could be tested also on other
industries and firms, providing a practical adaptation of the PE
process in crisis situations. It could be adopted by consulting
agencies after testing also its effects in the long term.

References

[1] R. Harris, T. Jenkinson, S.N. Kaplan, and R. Stucke, Has
Persistence Persisted in Private Equity?, Online available from
http:/faculty.chicagobooth.edu/steven.kaplan/research/HJKS.
pdf (accessed 5 August 2013), 2013.

[2] R. Sahu, A. Nath, and P. Banerjee, “Trends in private equity
and venture capital investments with special focus on the
booming India growth story”, Journal of International
Commercial Law and Technology, Vol. 4, No. 2, pp. 128-142,
2009.

[3] J.Chen, H. Hong, W. Jang, and J. Kubik, “Outsourcing mutual
fund management: firm boundaries, incentives, and
performance”, Journal of Finance, Vol. 68, No. 2, pp. 523-558,
2013.

[4] D.J. Cumming, N. Dai, and S.A. Johan, Hedge Fund Structure,
Regulation, and Performance around the World, 1* Edition,
Oxford: Oxford University Press, 2013.

[S] Deloitte, The Economic Contribution of Private Equity in
Australia, Kingstone, Australia: Deloitte, 2013.

[6] M. Kend, and D. Katselas, “Private equity coming out of the
dark: The motivations behind private equity activity in
Australia”, Quality Research in Accounting & Management,
Vol. 10, No. 2, pp. 172-191, 2013.

[71 G. Giudici, and P.G.J. Roosenboom, The Rise and Fall of
Europe's New Stock Markets. Advances in Financial
Economics, Amsterdam: Elsevier JAI, 2004.

[8] Bain & Company, Global Private Equity Report 2013, Boston:
Bain & Company Inc., 2013.

[9] K. Jagafa, and J. Wood, “A Turn-Around Model for
Construction Company Rescue: Failure to Success”, Working
Paper Proceedings of the Engineering Project Organizations
Conference, Rheden, The Netherlands, pp. 1-21, 2012.

[10] M. Abebe, “Leadership characteristics of declining firms
attempting turnaround: An empirical examination”, Journal of
Strategy and Management, Vol. 2, No. 3, pp. 201-216, 2009.

[11] R. Young. This Year’s Turnaround Model, Online available
from
http://www.icaew.com/en/technical/corporate-finance/busines
s-restructuring/this-years-turnaround-model ~ (accessed 5
August 2013), 2011.

Rethinking Target’s Private Equity Process in Turnaround Situations

[12] D. Dauber, G. Fink, M. Yolles. A Configuration Model of
Organizational Culture”, Online available from
http://sgo.sagepub.com/content/early/2012/03/21/2158244012
441482 (accessed 5 August 2013), 2012.

[13] C. Zecher, “Management Control and Organizational Change
in Private Equity Buyouts — An Institutional Theory
Perspective”, Dissertation Wissenschaftliche Hochschule fiir
Unternehmensfiihrung (WHU) — Otto Beisheim School of
Management, Vallendar, 2012

[14] M. Vulpiani, Project Work Brown Ltd Business Plan FY12 —
FY16, Stricty Private and Confidential Document, 2013.

[15] S.S. Shroff, R. Menon, R. Anand. Decampment of Private
Equity Investments, Online available from
http://www.iflr.com/Article/3072110/Decampment-of-private-
equity-investments.html (accessed 28 August 2013), 2012.

[16] R. Foppe, Turnaround Private Equity in Germany: Selecting
Targets and Ensuring Their Future Growth, 1* Edition,
Germany: VDM Verlag, Saarbriicken, 2009.

[17] EVCA, Guide for Private Equity and Venture Capital
Entrepreneurs, Online available from
http://www.fvca.fi/files/11/EVCA_PEVCGUIDE_Nov2007.p
df (accessed 5 August 2013), 2007.

[18] C. Armstrong, A. Davila, and G. Foster, “Venture-backed
private equity valuation and financial statement information”,
Review of Accounting Studies, Vol. 17, No. 1, pp. 119-154,
2006.

[19] M. Humphery-Jenner, Z. Sautner, and J.-A. Suchard,
“Cross-Border Mergers and Acquisitions: The Role of Private
Equity Firms”, Working Paper, Tinbergen Institute,
Amsterdam, 2012.

[20] M. Goedhart, T. Koller, and D. Wessel, The Five Types of
Successful Acquisitions, Online available from
http://www.mckinsey.com/insights/corporate_finance/the five
_types_of successful acquisitions (accessed 2 August 2013),
2010.

[21] K. Kaiser, and C. Westarp, Value Creation in the Private Equity
and Venture Capital Industry, Fontainebleau, France: INSEAD,
2010.

[22] CJ. Cuny, and E. Talmor, “A theory of private equity
turnarounds”, Journal of Corporate Finance, Vol. 13, No. 4, pp.
629-646, 2007.

[23] J. Calandro, “Turnaround value and valuation: Reassessing
scott paper”, The Journal of Private Equity, Vol. 15, No. 1, pp.
67-78,2011.

[24] A.L. White, Invest, Turnaround, Harvest: Private Equity Meets
CSR, Online available from www.bsr.org (accessed 5 August
2013), 2006.

[25] V. Ivashina, and A. Kovner, “The private equity advantage:
Leveraged buyout firms and relationship banking”, Review of
Financial Studies, Vol. 24, No. 7, pp. 2462-2498, 2011.

[26] M.A. Ferreira, M. Massa, and P. Matos, “Sharcholders at the
gate? Institutional investors and cross-border mergers and
acquisitions”, Review of Financial Studies, Vol. 23, No. 2, pp.
601-644, 2010.

[27] Preqin, Preqin Special Report: Distressed Private Equity, 1%
Edition, New York: Preqin, 2011.



[28]

[29]

[32]

[33]

[34]

[35]

[36]

Journal of Investment and Management 2014; 3(3): 42-50 50

S. Kaplan, and P. Stromberg, “Leveraged buyouts and private
equity”, Journal of Economic Perspectives, Vol. 23, No.1, pp.
121-146, 2009.

J. McCahery, Z, Sautner, and L. Starks, “Behind the scenes:
The corporate governance preferences of institutional
investors”, Working Paper, University of Amsterdam,
Amsterdam, 2011.

Y.V. Hochberg, A. Ljungqvist, and Y. Lu, “Networking as a
barrier to entry and the competitive supply of venture capital”,
Journal of Finance, Vol. 65, No. 3, pp. 829-859, 2010.

C. Leuz, K. Lins, and E. Warnock, “Do foreigners invest less in
poorly governed firms?”, Review of Financial Studies, Vol. 22,
No. 8, pp. 3245-3285, 2009.

K. Amess, and M. Wright, “Leveraged buyouts, private equity,
and jobs, Small Business Economics”, Vol. 38, No. 4, pp.
419-430, 2012.

N. Bacon, M. Wright, L. Scholes, and M. Meuleman,
“Assessing the impact of private equity on industrial relations
in Europe”, Human Relations, Vol. 63, No. 9, pp. 1343-1370,
2010.

C. Weir, P. Jones, and M. Wright, Public to Private
Transactions, Private Equity, and Performance in the UK: An
empirical analysis of the impact of going private, Online
available from http://ssrn.com/abstract=1138616 (accessed 2
August 2013), 2008.

K. Wruck, “Private equity, corporate governance, and the
reinvention of the market for corporate control”, Journal of
Applied Corporate Finance, Vol. 20, No. 3, pp. 8-21, 2008.

M. Goergen, N. O’Sullivan, and G. Wood. “Private equity
takeovers and employment in the UK: Some Empirical
Evidence”, Corporate Governance: An International Review,
Vol. 19, No. 3, pp. 259-275, 2011.

N. Bacon, M. Wright, and N. Demina, “Management buyouts
and human resource management”, British Journal of Industrial
Relations, Vol. 42, No. 2, pp. 325-347, 2004.

H. Bruining, P. Boselie, M. Wright, and N. Bacon, “The impact
of business ownership change on employee relations: Buyouts
in the UK and the Netherlands”, The International Journal of
Human Resource Management, Vol. 16, pp. 345-365, 2005.

AlixPartners, Staying in the Game: An Outlook on Turnaround
and Restructuring in Asia-Pacific 20132, Online available from
http://mergermarketgroup.com/wp-content/uploads/2013/06/St
aying_in the Game 2013.pdf (accessed 26 August 2013),
2013.

[40]

[41]

[42]

[43]

[44]

[45]

[46]

[47]

(48]

[49]

[50]

[51]

A. Barton, and B. Uhlhorn, The Green Potential for Private
Equity: How and Why Private Equity Firms Should Manage
Environmental Risks and Opportunities, 1** Edition, Michigan:
University of Michigan School of Natural Resources and
Environment Master’s Opus 2010.

G. Tardivo, and M. Viassone, “Crisi d'impresa e processi di
turnaround”, in Corporate Finance, G. Tardivo, R. Schiesari,
and N. Miglietta, Eds. Turin: Isedi, 2012, pp. 409-428.

K. DePonte, The Guide to Distressed Debt and Turnaround
Investing. Making, Managing and Exiting Investments in
Distressed Companies and their securities, London: Private
Equity International, 2007.

D. Jones, “Private Equity’s role in turnarounds, workouts and
insolvencies”, Australian Insolvency Journal, Vol. April-June,
pp. 6-8, 2007.

M. Anson, “Trends in private equity”, The Journal of Wealth
Management, Vol. 7, No. 3, pp. 84-91, 2004.

L. Phalippou, and M. Zollo, What Drives Private Equity Fund
Performance, Online available from
http://fic.wharton.upenn.edu/fic/papers/05/0541.pdf (accessed
26 August 2013), 2005.

J. Lerner, F. Hardymon, and A. Leamon, Venture Capital and
Private Equity: A Casebook, 3" edition, Hoboken, NJ: John
Wiley & Sons, 2004.

T. Hellmann, and M. Puri, “Venture capital and the
professionalization of start-up firms: Empirical evidence”,
Journal of Finance, Vol. 57, No. 1, pp. 169-197, 2002.

J.M. Collard, Recovering Value: Turnaround Management and
Distressed Investing Strategies. A Compendium of Articles, 1%
Edition, Annapolis, Maryland: Strategic Management Partners
Inc., 2010.

C. Demaria. Introduction to Private Equity. Venture, Growth &
Turn-Around Capital, 2™ edition, Chichester, West Sussex, UK:
John Wiley & Sons Ltd, 2013.

J. Vild, and C. Zeisberger, “Strategic buyers vs. private equity
buyers in an investment process”, Insead Working Paper,
014/9/DSC/EFE, pp. 1-17,2014.

G. Wortche, and T. Nguyen, “The impact of M&A transactions
from private equity and hedge funds: Empirical evidence from
Austria and Switzerland", Journal of Financial Regulation and
Compliance, Vol. 19, No. 1, pp. 45 - 57, 2011.



