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ABSTRACT

The article is devoted to the scientific problem of applying strategic management in the
implementation of corporate restructuring projects. The model of the strategic process of
corporate restructuring in the form of three stages has been substantiated: preparation for
restructuring, implementation of restructuring, and integration of companies. The analytical
model has been developed on the basis of the project-potential modification of the revenue
approach to conducting a strategic assessment of the effectiveness of restructuring.
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JEL Classifications: M5, Q2
INTRODUCTION & LITERATURE REVIEW

Integration solutions are one of the most important strategic decisions that provide an
increase in the market potential of a modern company. Choosing the potential of the initiator
company of integration process in the course of evaluation, preparation and implementation of
restructuring processes, is intended to determine all the important factors of development,
especially the efficiency of re-creation of corporate assets, their forecasted growth and prospects
for the development of the company. The relevance of this study is that in the process of
evaluation of restructuring, one can assess the potential of the process initiator in value terms
before and after the operation, and such a change in potential in value terms will allow
estimating the effectiveness of possible integration.

The issue of applying restructurisation in an environment of corporate entities and models
are quite widely represented in the work of such scientists and researchers as: (Drucker, 2004;
Nilakant & Ramnarayan, 2006; Norley et al., 2001; Schmitt 2009; Weber 2015; Drobyazko et
al.,, 2019 a & b; Nesterenko, 2019). At the same time, scientific thought pays insufficient
attention to the processes of assessing the effectiveness of company restructuring through the use
of a project potential indicator, which can be determined on the basis of a profitable approach
and analysis of possible corporate integration projects (Kwilinski, 2018; Tkachenko et al., 2019).

1 1939-6104-19-3-545



Academy of Strategic Management Journal Volume 19, Issue 3, 2020

The purpose of the article is to develop and justify the use (in a company's integration
policy) of a model of assessment of potential growth via a profitable approach to possible
restructuring projects.

METHODOLOGY

Stages of corporate restructuring process Elements of mechanism of
restructuring

STAGE 1 Evaluation of a

company subjectto |,
4; restructuring

1.1. Definition of restructuring strategy

— brief description of restructuring strategy;

—search and integration of sources of company value
increase;

— definition of criteria of restructurisation efficiency.

1.2. Search of target company.

— target company activity research.

1.3. Cost assessment for restructuring.

— company evaluation / corporate appraisal and project cost
assessment;

— determining of project funding methods;

— developing the strategy of project implementation. \ 4

Evaluation of
transactional risks

A 4

A\ 4

STAGE 2

J L

2.1. Conducting negotiation process.

— examination of restructuring subject;

— measures on neutralization of defense against hostile

takeover of assets;

2.2. Financing of agreement.

— analysis of possible financial strategies;

— analysis of accounting aspects;

— analysis of taxing aspects. A 4
Evaluation of
comparison of

corporate cultures

\ 4

STAGE 3

J L

3.1. Evaluation of affinity of organizational and corporate
culture.

3.2. Development of model of restructuring.

3.3. Assessment of results of restructuring.

A 4

Evaluation of efficiency of restructuring processes
/ risk assessment for unsuccessful conclusion of
restructuring

FIGURE 1
STAGES OF CORPORATE RESTRUCTURING PROJECT MANAGEMENT
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The organization of a typical corporate restructuring process can be divided into three
main stages: preparation for restructuring, actual conclusion of the agreement, and integration of
companies. The main stages of the restructuring process are presented in Figure 1. Each of the
stages of company transformation has its own peculiarities and implies carrying out a number of
measures, which causes certain difficulties in formalizing this process and calculating the risks
associated with restructurisation.

FINDINGS AND DISCUSSIONS

In the process of evaluating the effectiveness of restructuring, the following aspects are
subject to investigation: financial and operational aspects; issues related to transactional risks; as
well as the issues related to the external and internal environment of the company, which is being
consolidated.

The information base needed to make decisions when managing company restructuring
processes is presented in Figure 2 (Riany et al., 2012; Schoenberg et al., 2013).

Information about Target Company, which is
required for planning of restructuring

Information related to prognosis of financial Information related to prognosis and planning of
and performance characteristics restructurisation process

— Financial records for several years; — Data about existence of contract with registrar /
— Data on the volumes of output and the recorder;
main types of products and volumes of — Data about shareholders registry or excerpt from
sales; registry (statutory capital, type, form of stock
— Data on the current and future capital issues, main parameters of emission, information
investments; about owners);
— Component wise / element-by-element — Information about affiliated persons;
structure of expenses: amortization, — Statute;
payment for labour, energy consumption, — List and structure of board of directors and
raw materials; executive bodies;
— Information about immovable property —  Organizational ~ set-up  of  company
and land titles. administration.

Assessment of actual cost of Evaluation of efficacy of

restructurisation subject restructuring operation

Il Il

Value adjustment of restructurisation project and
determining the mechanism of payments

FIGURE 2
INFO BASIS FOR PLANNING AND ESTIMATION OF RESTRUCTURISATION
PROCESS FOR COMPANIES
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It should be noted that the quality of corporate management is a significant factor in the
internal environment of a company. It is precisely the quality of corporate management in the
company which determines the quality and timeliness of disclosure of information on the
company being consolidated, the transparency of the ownership structure, and respect for
shareholders’ rights as well.

As pointed out by Makedon & Korneyev (2014), it may be that the mismatch of cycles
between the movement of funds and the changes in economic stages which leads to liquidation
of a company. It should be pointed out, that in a number of cases significant organizational
restructuring leads to reorganization: at the stage of growth companies merge with others, at the
stage of saturation they change their legal and organizational form, at the stage of recession they
are divided into several companies. Relations of the stages of a company's life cycle with the
peculiarities of cash flow formation and structural transformations are summarized in Table 1.

For critical analysis of cash flows in assessing the potential of a company, a project-
potential modification of a profitable approach to evaluation of restructuring is proposed: the
valuation should take into account discounted cash flows from some of the most acceptable
projects (MAPs) for restructuring over a given planning period. Three groups of restructuring
projects are proposed to be introduced as MAPs, whose net discounted income will be taken into
account in the valuation (Dentchev & Heene, 2004; Makedon et al., 2019): active/current (group
1) - traditional projects of a company, which are ongoing at the time of valuation; planned (group
2) - company’s projects, which are planned for realization; potential (group 3) - projects,
realization of which by a company is possible.

Table 1
RELATION OF LIFE-CYCLE STAGES AND CASH FLOW FEATURES DURING RESTRUCTURING
OF A COMPANY
Life cycle stage Peculiarities of cash flow formation Structural transformation
Growth Scarcity of financial funds Consolidation/Incorporation/Acquisition
. Formation of stable flows of monetary | Change of legal and organizational form, buyout
Saturation . - .
funds via debt financing
Recession Decrease of a company’s ability to Divestments
form monetary fund flows
Liquidation Loss of financial resources Transition to another business area

It is this division of total cash flow into the flows from each individual project that can
enable a sufficiently critical approach to their forecasting and realization. The potential of a
company in terms of value is proposed to be calculated by the formula:

P-B+S' (1)

Where: P*- potential of a company k;
BX_ the amount of net present value of the most acceptable projects for a company k;
S¥_ the potential residual value of a company k at the end of the planning period

Package of projects for any company which is initiating a restructuring agreement
includes the following project groups:

- Group M, (active) — traditional projects of a company (mi;,...my,), Which are running at the moment of
valuation;
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- Group M; (planned projects) — company’s projects (m,1,...Myq), Which are planned for realization;
- Group M; (potential projects) — projects (ma,...Mgg), realization of which by a company is possible.

In a more detailed form, valuation of a company’s potential can be presented as the
formula:

e : : ~ ENPV m)+XNPV m)+> NPV (m,) )
P~ NPV M)+ NPV (m)+X NPV (m,)+nx Alx e :

Where: P - the potential of a business entity;

ENPV(m“), ENPV(m”) : ;NPV(maﬁ — the amounts of net present values of active w,
planned q and potential g projects of a company;

A" _ The net asset value of a company at the moment of valuation;
n — The adjustment factor takes into calculation retention of a company profile after the
end of the forecast period (0<n<1);

Al discounted value of net assets at the end of the planning period (excluding cash)

Integration (disintegration) is effective if the value of a company’s potential growth ,p*
is calculated using the following formula:

e (3)
Where: P*— Potential of business entity before integration (disintegration);
P._ Potential of business entity after integration (disintegration);

The following groups of projects are considered in assessing the potential of the base
structure without the target company incorporation:

- Group M, (active projects) — traditional projects of a base structure (my,,...my,), which are running at
the moment of valuation;

- Group M, (planned projects) — those projects of a base structure (my;,...Myq), Which are planned for
realization;

— Group M; (potential projects) — projects (msy,...Mgg), realization of which by a base structure is
possible.

For a united structure (as a result of incorporation/acquisition) the groups of projects are
as follows:

— Group N; (active projects) — traditional projects of a base structure and a target company (nyy,..ng,)
which are planned for realization after consolidation (with probable increase of efficacy due to
synergy);

- Group N, (planned projects) — projects of a base structure and a target company (nz,..nz,) which had
been planned before consolidation and remain possible afterwards (with probable increase of efficacy
due to synergy);

- Group N; (potential projects) — those projects (nsy,..nzy), realization of which becomes possible in case
of consolidation.
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It is suggested that the increase/gain of the potential in the case of a company |
acquisition by company k be calculated using the following formula:

Z NPV(n,,) +Z NPV(n,,) +Z NPV(n,,)

AP ZNPV(nle)+ZNPV(n2b)+ZNPV(n3C)+A1 xp, x &L b1 AH oL _
w . . Z NPV(m,,) + i NPV(m,) + Zg: NPV(m,,) (4)
7ZNPV(m1i)+ZNPV(m2j)+ZNPV(m3j)7A1k><r72 x L B N &l

k
Where, 2P» — gain of the potential of the base structure upon consolidation;

\ p h

> NPV(n,,), > NPV(n,,), > NPV(n,,) _

el b1 el — The amounts of net present values of active v,
planned p and potential h projects of united structure;

3NPV(m,), 3 NPV(m,), S NPV(m, )
= = i — The amounts of net present values of active w,
planned g and potential g projects of base structure;

A" _ discounted net assets of the combined entity at the end of the planning period
(excluding cash);

A" _ The net assets value of united company at the time of valuation;

A_ discounted value of net assets of base structure (excluding cash) at the end of
planning period;
k

A" _ Net asset value of base structure at the time of valuation;
nl, n2 — adjustment factors that take into calculation retention of activity profile of a
consolidated company and base structure after the end of the forecast period.

Money flows from projects belonging to groups Mi;, M., M3, Ni, Ny, and N3 are
discounted at rates that take into account the cost of capital, the risks of each project and possible
inflation (Jong (2000). Valuations of potential gain of base structure upon consolidation are
conducted in a similar way to valuations of potential gain of base structure. To identify the gain
of potential upon consolidation, a set of projects M1, M2, M3, Ny, N2, N3 for the base and united
structures is allocated. In the case of consolidation of base structure and Target Company in the
form of integration, it is suggested to evaluate the gain of potential by the following formula:

ZNPV(nle)+ZNPV(n2b)+ZNPV(n3C)
AP" ZNPV(nle)+ZNPV(n2b)+ZNPV(n3C)+A: g, xL G -
ZNPV(m )+ZNPV(m2J)+ZNPV(m3J)

—ZNPV(mlI)+ZNPV(mZJ)+ZNPV(m31) Alxﬂz Ak ()

Where, APC gain of potential of base structure upon acquisition;
\ p h
> NPV(n,,), > NPV(n,,), > NPV(n,,)
e=1 b=1 c=1

— The amounts of net present values of active v,
planned p and potential h projects of the united structure;
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w q 9

> NPV(m,), > NPV(m,), > NPV(m,;) _
= = = — The amounts of net present values of active w,
planned g and potential g projects of base structure;

A discounted net assets value of the united company at the end of planning period
(excluding cash);

k=1
A" _ The net assets value of the united company at the time of valuation;

k
A _ discounted value of net assets of the base structure (excluding cash) at the end of
the planning period;

k
A The net assets value of the base structure at the time of valuation;
nl, n2 — adjustment factors that take into calculation the retention of activity profile of a
consolidated company and base structure after the end of the forecast period.

Monetary flows from projects of groups M1, M,, M3, N1, N,, and N3 are discounted at
rates that take into account the cost of capital, the risk of each project and the possible inflation.
Evaluation of the sale effectiveness by the company of its part is intended to give an opportunity
to make decision on the expediency of consolidation, taking into account the alteration of the
seller's potential. For target-company, in order to make a decision to sell its share, it is necessary
to estimate the loss (gain) of its potential from a probable transaction, through valuation of the
initial potential and the forecasted potential after the transaction (Lin et al., 2006). It is necessary
to identify project groups for the target company that will reflect its activities prior to the sale of
its share (P1, P2, P3) and after the sale (Ry, Rz, R3):

- Group P (active projects) — traditional projects of a target company (pis,.., P1f), Which are running at
the moment of valuation;

- Group P, (planned projects) — those projects of a target company (pa1,.., P4), Which are planned for
realization;

- Group P3 (potential projects) — projects (pst,.., P3o), realization of which is possible.

Group R; (active projects) — traditional projects of a target company (rys,.., r1,), which can be realized

after the sale of its share;

_ Group R; (planned projects) — those projects of a target company (r,y,.., r2), wWhich are planned for

realization and can be realized after the sale of its share.

Group R (potential projects) — those projects (rs,.., rsy) which can be realized by a target company

after the sale of its share.

RECOMMENDATIONS

Correspondingly, it is suggested to calculate losses (gains) of the potential using the
following formula:

ZNPV(r )+ZNPV(r2b)+ZNPV(
AP zNPV(rle)+ZNPV(r2h)+ZNPV(rBC)+A1' x77, x &L AT -
ZNPV(pl.)+ZNPV(pz,)+ZNPV(paj

72NPV(pli)+iNPV(p2J)+.ZO:NPV(p3J A1X771 = AI (8)
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In case if the ratio of the amount of the net present values of the company’s projects multiplied
by the adjustment factor # to the net assets at the valuation date is less than one, then this ratio is taken
to be equal to one in the calculation of the potential (this ratio is the coefficient of asset productivity /
efficiency o).

In case if the price (S;) of the transaction provides the change of value of potential >=0
by formula (8), then the transaction is acceptable for target company. An alternative approach
involves estimating the potential buyer's potential gain - from acquiring the share of the target
company. S, - the price, which the buyer is ready to pay for the share of the target company, in
case of a certain value of positive change of potential according to formula:

A P: _ Bk+| +Sk+l B Bk _Sk (9)

The price of sale S, may lie within the interval from S; to S; and may be determined by
agreement between the buyer and the seller of the assets during restructuring.

CONCLUSION

Thus, looking upon the process of corporate transformation from the organizational side,
we can draw the following conclusions: 1) It is established, that the leading factor that will
ensure the efficiency of restructuring is the state of internal environment of a company, namely:
the quality of corporate governance; timely disclosure of incorporated company info;
"transparency” of ownership structure; respect for the rights of shareholders; 2) The process of
organizing a corporate transformation operation in the form of restructuring should be divided
into three stages, such as: preparation for restructuring, conclusion of the agreement, and
implementation of the integration model between the buyer company and the target company; 3)
It is determined that certain lifecycle stages of an international company require the use of
certain types of corporate transformation; with the growth stage should be considered the most
advantageous phase for restructuring. In this case, the buyer of assets is highly likely to
successfully integrate these assets into the active business structure; 4) In order to approve a
decision to carry out a restructuring operation, it is necessary to evaluate the probable gain or loss of
one’s potential due to possible agreement for both the buyer company and the target company.
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