
E
asy money is a thing of the past. Troubled

companies today are more likely to find lenders

(particularly secured lenders) demanding a quick

sale or merger rather than extending further financing.

The professionals at Gordian Group LP, a New York–based

investment banking firm, specialize in solving complex

financial challenges ranging from financial restructurings

and reorganizations to M&A to providing financial opinions

and litigation support. They believe that even in tough times

it’s possible for debtors and creditors to make the best

of any situation.
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The following sponsored statement and ad are reprinted from a special 

section of The Daily Deal focusing on bankruptcies and restructurings.

Henry F. Owsley and Peter S. Kaufman, partners in The Gordian Group, 

discuss the first steps that must be taken in order to survive a 

distressed M&A. 
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The key to a successful outcome, ac-
cording to Gordian Group experts, is to
face problems early to pursue multiple
options; conversely, delay in address-
ing financial challenges will decrease
options and most likely result in less re-
alized value. It is also smart to include
creditors in a constructive dialogue at
this juncture.

Banks get tough
Today’s business climate differs from
the economic slowdown of the early
1990s in that banks have played a ma-
jor role in funding the expansion of the
past decade and many of these loans
are secured. “The banks scrutinize
whether a loan is under-secured—that
is, if the value of its collateral in a liqui-
dation or other likely downside moneti-
zation strategy is less than the face
amount of their loan,” says Gordian
Group partner Peter S. Kaufman.

This trend toward keeping a close
watch on the financial position of the
loan relative to its collateral makes early
action by a troubled enterprise essen-
tial. “If you let things deteriorate to a level
where the banks are at or below their
collateral limit, then your options are di-
minished,” explains Henry F. Owsley,
one of Gordian Group’s founding part-
ners. “If you address problems quickly,
you can, perhaps, save the situation by
selling a division. But first seek to strike
a deal with your banks to share the pro-
ceeds of such a sale. This could buy
time to pursue other options, such as a
longer-term restructuring, to maximize
value for all constituencies.”

Experts can help
How does a troubled company begin to
assess its situation and develop an ac-
tion plan? Accountants have expertise
in “internal” functions, such as auditing
or providing financial information to var-
ious constituencies. For a foundering
company, however, an investment bank
qualified and experienced in the larger
sphere of capital markets is essential for
a successful merger or financial re-
structuring.

But not just any investment banking
firm can provide the requisite financial

advisory services in “distressed” or com-
plex M&A. 

“In many cases, you have only one
shot,” Kaufman says. “The cost of fail-
ure in distressed M&A may be a lot
higher than with conventional M&A. So,
expertise makes a difference. A com-
pany will be in a much more advanta-
geous position in terms of credibility vis-
à-vis its creditors if it has an investment
bank known to the creditors as an ex-
pert in distressed situations.”

Performing an accurate assessment
of a company’s financial situation and
outlining its options, quickly and often
on imperfect information, are the in-
vestment banking firm’s first steps, 
regardless of whether it is representing
a buyer or seller. Possible strategies
may include an M&A transaction, ex-
ternal equity and debt financing and an
internal financial restructuring.

Liquidity drives action
The most important thing to ascertain is a
troubled company’s liquidity. “You need
to know how much time you have before
you hit the cash wall,” Owsley advises.
“If the company can operate on its own, it
has the ability to explore more options,”
Kaufman adds. The financial assess-
ment of the company often must be
done quickly and without the best fi-
nancial information possible. 

Unconflicted advice
Appropriate strategies need to be devel-
oped in the context of the capital mar-
kets, and this is where an investment
bank proves its worth. Gordian Group is
in a unique position. “We are a broker-
dealer, but we don’t have a sales or trad-
ing arm and we specialize in advising
companies,” Kaufman points out. “So,
whether we’re assessing a company’s
options or implementing them, clients
can trust that our advice is unconflicted.
This stands in stark contrast to firms that
either have a significant practice advising
bondholders or bank groups or sell and
trade securities with a company’s bond-
holders and bank group.”

Owsley notes, “It is very important, in
these circumstances, for a board of di-
rectors or management team to be able

to rely on its advisers rendering advice
that is in the best interests of the com-
pany and not have to wonder whose
agenda the adviser is really seeking to
promote. Over its history of 13 years and
over 100 engagements, Gordian has
structured its business to avoid such
conflicts.”

Dialogue with creditors and 
exploration of multiple options
Once a game plan is developed, Gor-
dian Group stresses the importance of
keeping creditors informed. “You need
to follow multiple tracks. You have to
pursue options simultaneously—reor-
ganization or a partial sale, for exam-
ple—so that you have choices and so
that you can try to create your own
leverage in negotiations,” Owsley ad-
vises.

The more interested buyers one has,
the more likely you are to keep the
process competitive and protect your-
self from having a promised price re-
traded by the buyer. “The magic is not
in coming up with a good buyer list;
rather, it is in creating and maintaining
a competitive dynamic through the
close of a transaction,” Kaufman says
in explaining the role of an adviser well
versed in distressed M&A and its many
tactics. “One such tactic,” Kaufman
says, “is the development of an inter-
nal financial restructuring plan so that
bottom-fishing buyers will know, or at
least believe, that the seller has other
options.”

Companies today must heed the
signs of trouble or suffer the conse-
quences, these experts say. “The
amount of replacement bank debt avail-
able for a given situation is lower today
than it was two or three years ago,”
Owsley explains. “The amount of capi-
tal available through other sources, de-
pending on the industry, may also be
lower. So, companies cannot just go to
the capital markets spigot anymore to
finance themselves out of their prob-
lems.”■
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D espite their best efforts, companies sometimes must
negotiate a quick sale because they are either out of
money, options and/or patient creditors. An experi-

enced distressed M&A investment banker can help a com-
pany facing such a “Hail Mary” sale to stabilize the situation
and to craft—and execute—a sale plan to maximize value for
all constituencies.

“In a ‘Hail Mary’ environment, you have to run very fast in
order to get the sale going as quickly as possible,” explains
Henry F. Owsley, a founding partner of Gordian Group LP, an
investment banking firm specializing in complex and/or dis-
tressed situations.

Yet, a satisfactory sale can take place, as in the case of
Riedel Environmental Technologies Inc. In the 1990s, the
company’s operating performance declined due to  slow
spending in the remediation of federal sites and weak en-
forcement of environmental regulations.

Riedel retained Gordian Group to restructure its debt.
However, the partners quickly realized that within days Riedel
would be out of cash. “Restructuring the debt” suddenly be-
came “save the enterprise.” Gordian also believed that liqui-
dation of Riedel’s assets would not generate sufficient pro-
ceeds to cover the face amount of the secured debt, much
less provide for unsecured creditors or old equity.

The initial critical task was to convince Riedel’s senior se-
cured creditor to extend additional credit so that Riedel could
sell its remediation subsidiary. Gordian’s  arguments on valua-
tion resulted in a “stay of execution” for Riedel. 

Through Gordian’s contact program, two industry buyers
quickly emerged as lead bidders, while a third bidder who
was seeking a “roll-up” play in the remediation business was
eager to buy Riedel but lacked the financial wherewithal. Then
the “roll-up” buyer came back with money.

“We were able to get this new buyer to move quickly, to pay
a considerably higher price—for stock, not assets—and to con-
summate the transaction outside of Chapter 11,” Kaufman
says.

As a result of Gordian Group’s ability to create and main-
tain a competitive process, the senior lender, who at the out-
set faced an approximate loss of 60% of principal, was paid in
full, unsecured creditors received close to a 50% recovery
when they would have walked away empty-handed had
Riedel liquidated and the shareholders also received a re-
covery. 

“It was very satisfying to turn a situation that was on the
doorstep of liquidation into one in which all parties received far
more than they could have possibly expected under the circum-
stances we inherited,” Owsley concludes. �
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IN A ‘HAIL MARY’ SALE

Gordian Group
Gordian Group, L.P.

950 Third Avenue, 17th Floor 
New York, New York 10022

212/486-3600
www.gordiangroup.com

LEILA ZOGBY is a freelance writer specializing in business issues.

COPYRIGHT 2001 THE DEAL, LLC 


