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EXECUTIVE SUMMARY

Royal Platform Investments (“RPI”) proposes to enter into an agreement to acquire 80% of the equity of Malaysian Natural Rubber Products plc. (“MNRP”) a Malaysian natural rubber products company which produces centrifuged gloves, slippers, etc. for surgical purposes. RPI intends pay CAD 20 million for the investment. The company intends to sell its products across the world to hospitals, pharmacies, etc. directly.  

[bookmark: _GoBack]RPI intends to produce the highest quality surgical rubber products using the comparative advantage skills that rubber industry possessed in Malaysia and charge premium prices through exports to the western world. To increase product quality and uniqueness so that prices are high to satisfy customer demands, this is a great chance of capturing the audience’s  confidence  to make  first-class  charged  prices  cover  the  extra  production  cost  (Porter,  2006).

However, fluctuation natural surgical rubber products subject to fluctuations in prices and supply and demand. As a result, RPI carried out a comprehensive PEST analysis which focused on a critical assessment of the political, economic, social and technological conditions within Malaysia and the world. The assessment has concluded that the MNRP is a commercially viable investment. According to Ward and Rivani (2005) PEST analysis assumes that specific external and indirect circumstances that characterize the business environment are able to influence organizational capacity to produce value. Hence, PEST analysis provides a “satellite view” to assess the external environment (Ward and Rivani, 2005).

RPI performed a Discounted Cash Flow based on projected revenue during the investment with the estimation of the Terminal Value of the company. The model showed discounted future cash flows a Net Present Value of CAD 59 million return on the investment. RPI proposes to go ahead with the investment (APPENDIX 1).

It is recommended that RPI management to acquire 80% of the equity share of MNRP.





















 [image: ]INTRODUCTION

MNRP is a Malaysian natural rubber products company which produces centrifuged gloves, slippers, etc. for surgical purposes.
 
The company is family owned private company operates in Malaysia. Company also possesses 450 acres of a rubber plantation where the latex is extracted used in the manufacturing plant.  MNRP is an undervalued company opportunity that RPI intends to gain substantial profitable opportunities during the investment horizon of 5 years. 

The company is among the top 50 rubber products manufacturing companies in Malaysia with an 8% of market share of the total rubber manufacturing in the country. Despite the fast-economic growth in Malaysia the company is experiencing heavy losses. Despite the strong global demand for rubber manufacturing products the company is not performing according to the expectations due to the lack of management skills lack of courage in doing international business. 

CORPORATE GLOBAL VISION AND GOALS

RPI of Canada is recommending acquiring troubled companies focussing in investing in debt and equity in business ventures that are experiencing operational or financial distress in Asia. They may require short term catalyst to support the business on a venture capital basis. RPI believes investing in distressed companies in emerging economies in Asia would be an attractive business opportunity.  

RPI will hire two experienced and talented individuals as consultants within these emerging economises in Asia.  RPI intends to utilize existing management capabilities and the investment strategies. RPI intends to invest required capital and plan to acquire substantial governance rights of these companies. RPI will run two concurrent and complementary strategies, Credit Opportunities and Special Situations. Each strategy will target attractive, risk-adjusted levered returns in excess of 20%. As an increasing share of business activities are conducted across borders, national distance has become a key concept in management (Berry et al., 2010).

ORGANIZATIONAL STRUCTURE

Organizational structure is the method by which organizational activities are divided, organized and coordinated. The organizations create the structures to coordinate the activities of work factors and control the members’ actions (Rezayian, 2005). As result, effective organizational structure is an important element for company success.

Current Organizational Structure

Current organizational structure consists of 100% ownership by the family. The parents own 50% share of the company and the balance 50% owned by two children with 25% share of ownership each.  


Proposed Organizational Structure

We are proposing to acquire 80% of the company and the rubber plantation for USD 10 million. As per the new structure, RPP will own 80%, the parents will own 10% and both children will own 5% each of the new company. 

Parents are around ages 70. The son (30) and the daughter (32) currently are post graduate students in UK pursuing for Master of Business Administration Degrees. They intend to come back to Malaysia to join the business in two years. This opportunity provides opportunity train two individuals in catalysts roles that will lead to safe exist of the investment at the end of 5th year by RPP.

POTENTIAL BUSINESS OUTLOOK IN MALAYSIA

The Malaysian government produced its recent budget and the focus was to improve the entrepreneurial activities in the economy. 
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[bookmark: _Hlk3126742]Source: Ceicdata.com

Malaysia’s 2019 budget was crafted such that an ‘entrepreneurial economy’ can bring economic prosperity. The government theme was “Credible Malaysia, Dynamic Economy, Prosperous Rakyat” that intended to encourage both local and foreign investments. The Malaysian government has encouraged investment via allocating more funds. Among the incentives provided; USD 24 million for entrepreneurial development; USD 483 million for Green Technology Financing Scheme and RM 2 Billion under loan guarantee program. This indicates positive future economic growth in the country.

The Asian Development Bank predicts a growth at 5 percent during next year and 5.3 percent growth thereafter with the stability in the labour market. The local government predicts higher private investments during the upcoming years with significant capital expenditure influx form the Services and the Manufacturing sectors.

Moody’s the credit rating agency has predicted a A3 rating for the upcoming year which represents a stable economic outlook.  They have mention the solid monetary policy strengthen the credit standing of the economy. However, they have qualified the statement with respect to the political corruption takes place in the country.

One of the most important aspect of future outlook is Venture Capital Tax Incentives which proposed by the recent budget for the next year; for example, tax exception for management fees, income from profit sharing, performance fees, etc.
 [image: ]

RISKS ASSOCIATED WITH THE INVESTMENTS

Key Person Risk

Hamel &Prahalad (1994) and Ulrich & Lake (1990) discuss how people are the main sources of
	Competencies and capabilities of the firm that leads to profitability.

MNRP has only 10 employees, relatively a small team   led by the family. A considerable number of business and investment decisions are taken through relationships. Some of the business decision relating to rubber manufacturing business can be complex and may need creativity and expertise to execute appropriately and manage effectively.  

It was noted that the company has had any succession planning carried in previous occasions.            Moreover, the current rubber manufacturing plantation activities demands significant technical skills. As a result, in Malaysia, skilled workers are at a shortage. Competitors are very much willing to grab highly skilled individuals from one another for higher remuneration. We have observed that current staff is highly collaborative, if one staff member leaves they may be a possibility of leave another. 

The success of the company is therefore significantly dependent on the effective relationship management with the staff and capability of the management to retain them. We observed that the company owners do not have enough relationship management skills and international relations are very minimal.

Further, currently RPI does not have necessary skills in Rubber Manufacturing Industry either.
    
Remediation

Upon financing RPI intends to higher two experts in the rubber manufacturing industry on a consultative basis. The two experts will be working on both in the manufacturing plant and the rubber plantation. RPI intends to closely integrate with the 10 employees though the two consultants. This will help in learning the business and to help in proper succession planning.
RPI also intends to revise the salary and wages structure in order to align with Rubber Manufacturing industry in Malaysia.

We intend to establish strong governance rights and RPI has negotiated  with MNRP representatives grant an effective management involvement in all operations, reducing the risk that the minority will act in a manner contrary to RPI interests.

Each of the consultants and two employees at MNRP have been designated as “key persons” within the governance agreements.  

 Process and Execution Risk

Investments in in foreign country like Malaysia can involve complex legal processes and uncertain execution. While RPI will operate in countries that have established legal frameworks and long-established accepted business practices. As a result, the potential for facing a bankruptcy situation may be very minimal; however. the ability to predict the eventual outcome of the investment may still be uncertain.

Remediation

The consultants have deep legal and financial understanding of Rubber Manufacturing Industry. In particular, one consultant has been a leading advisor in this area for over 30 years in the international context. The consultants have experienced and exposed to a highly complex set of outcomes in the Rubber Manufacturing Industry and as a result, we believe that the organization is on the capable hand in managing the business.

Further, RPI perform a comprehensive investment due diligence process that will ensure that investment proposals are not acted on without sufficient due diligence and without consideration of a complete set of possible outcomes. Ultimately, this investment process will culminate in the need for the RPI representatives to support the proposed investment.

Geographical Situation

RPI located in Canada, with limited opportunities in making investments in international context.  As a result, it may have missed many diversification opportunities. However, far long-distance operation of business may be difficult without frequent visits to Malaysia. This may be an expensive task. 

Remediation

One of the key success factors of RPI is that RPI venture experts have deep expertise and relationships both in Canada and Malaysia. RPI confident that the strength of those connections and relationships, coupled with the relatively few number of experts in the IPI investment infrastructure will outweigh the geographical limitations in accessing into business.   However, RPI expects its venture capital experts to be a “first call” with respect to every significant   situation in Malaysia.
The governance terms that RPI negotiated with the MNRP do not prohibit the ability   diversify into other geographies on the same economic and governance term.

Funding MNRP

RPI pays salaries locally to local experts. RPI will intend to raise funds through bank borrowing up on pledging of locally owned assets. Entire CAD 20 million-dollar investment will be borrowed externally and monthly interest needed to be paid at 12 percent per annum.   This can be a very heavy burden due to the income fluctuation in the Rubber Manufacturing Industry. Further, the rubber tree cannot be tapped during right throughout the year due to falling of leaves in February and the torrential rain during each year. As a result, the income generated from the plantation may not be attractive during certain years. There may also affect the manufacturing plant resulting in generating low income which in tern affects the RPI overall revenue. This may adversely affect the overall revenue of RPI resulting difficulty in paying back the borrowings.

Remediation

RPI has negotiated a “lookback” right with MNRP which gives RPI the option, exercisable on the second anniversary of the investment in the event the investment has not raised at least the loan payment instalment plus the interest to the bank, to terminate its investment period and proceed to orderly liquidation of the assets indirectly owned by RPI. RPI believes this off-market right protects RPI in the event sufficient fund has not been raised but the consultants are confident and intend to continue to run the investment in MNRP.
RPI also expect to hedge the investment income via indexed options and futures, and equity options within the industry in Malaysia of which income also correlated to the income generated by rubber manufacturing industry. 

Currency Risks

Currency risk with Malaysian Ringgit against Canadian Dollars is appearing to be high based on Bloomberg research. This may lead to deteriorate the real value of the income received from Malaysia. Also, this may have long term negative effect to the Return on Income of RPI.

Remediation

RPI intends to hedge currency risk via currency forward contracts and currency option contracts. The hedging process will take place in Canada with Canadian banks.









INVESTMENT STRATEGY AND PROCESS

Overview of RPI

RPI will invest in undervalued debt and equity of companies that are experiencing operational or financial stress, are in out-of-favour sectors or are otherwise in need of a short-term catalyst. RPI will run two concurrent strategies, Credit Strategy and Special Situations. 

Credit Strategy

Credit Strategy, led by the management of RPI, will acquire control and non-control positions in undervalued debt of companies that are either financially distressed or that do not otherwise have access to conventional sources of capital.  However, RPI will seek to identify fundamentally sound companies that, have been subject to poor management decisions (primarily through excessive leverage), have debt and debt-like securities such as corporate bonds that are trading at a substantial discount to their face value. While each situation will be unique, RPI generally expects to make its investment at a significantly discounted value against intrinsic value.  Once a Credit Opportunities investment is made, RPI will assume an active role in the financial restructuring process of the company. RPI expects to earn substantial gains by returning companies to financial viability.  



Distressed Strategy

Distressed strategy also led by the RPI management. RPI, intents to accumulate positions in distressed and undervalued equity securities and reorganize organizations by acquiring the control of these companies. By doing RPI intends enhance productivity of the company, marketability of its products, enhance company image and reputation, and to earn a fair return by creating value to the distressed company. 

RPI intends to apply both strategies within Canada and emerging economies in South East Asia. These potential investment strategies represent companies that have exhibited bottom quartile returns over an extended period of time.  

Investment Process

RPI has developed, with significant input from external consultants, a formal investment acquisition process that is designed to support its objective of achieving attractive risk-adjusted returns across the Credit   and distressed strategies. This investment process is intended to focus on the evaluation of opportunities using objective criteria, to facilitate input from a diverse group of people, including the employees.  





Investment Process
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Origination

Investment origination primary occurs through the relationship management capabilities through RPI management. This approach should enable RPI to identify opportunities that are not otherwise available to other similarly situated investors and also increase the probability of success. Specifically, RPI intends to explore its strong and deep network of trusted relationships with Canadian institutional investors, asset managers and private equity firms. RPI Management will actively engage in frequent dialogue with corporate executives, significant company shareholders and a variety of industry and consulting professionals. This will be supplemented by proprietary and active market research and analysis and the monitoring of companies and industry developments.  This will ensure the ability make right investment decisions by the RPI management. 

As investment opportunities are originated, RPI will assess whether the opportunity fits its primary investment criteria and what the appropriate risk and return thresholds would be for the particular opportunity. 

Screening

The RPI management team will conduct a preliminary analysis of each investment opportunity. The opportunity needs pass the preliminary screening process for further consideration.  

· Macroeconomic and Industry Analysis: Assess the attractiveness of the industry including historical and forecast growth, competitors, recent developments and benchmarking of key operational and financial metrics across industry peers, paying specific attention to the impact of macroeconomic factors on the industry and whether such effects are cyclical and transitory or structural and permanent.

· Company and Security Analysis: Review and understand the operations of the company, its key segments, operational performance and capital structure, management team and governance, security (debt and equity) metrics and performance, securityholder composition and trading liquidity. 

· Opportunities and Risk Analysis: Assess the sources of operational or financial distress, opportunities available to create value and downside risk to the industry and target company to develop a view regarding the price of the securities relative to their intrinsic value. 

· Third Party Discussions: Discuss the industry and the target company with industry professionals, securityholders and other stakeholders to refine internal views on value.

· Financial Modelling: Develop an integrated operating and valuation model for the company, supported by publicly available information about the company and the industry.

· Probability of Event: Assess the likelihood of the company experiencing an event, such as default, bankruptcy, formal or informal restructuring, or other relevant situation underpinning the investment thesis.

· Probability of Success: Assess the likelihood of successful realization of value within a defined time horizon and quantify the returns that are expected to be generated through successful execution.

· Further, a comprehensive reference check is carried out the targeted company’s key persons and owners in order to establish the credit standing of the individuals and personal credibility.

Prioritization

The investment prioritization will be based on deep technical such as Discounted Cash Flow Approach and Internal Rate of Return, Critical Path Analysis, etc. that depends on the investment. However, RPI is a venture capital organization and expects high returns. For example, the risk adjusted expected return must exceed 20%, effective execution and exit. 
   
Due Diligence

Both investment and operational due diligence will take place under many criteria. For example, comprehensive investment due diligence using criteria such as strategic environmental analysis and company analysis including economic, environmental, social, governance, legal, industry, company specific, etc. takes place before investment decisions are taken. MNRP also have been subject to such comprehensive analysis including vetting of internal forecasts made by comparing to industry and comic trends.

The RPI venture capital team will meet regularly at key decision points throughout the evaluation and due diligence process to ensure all persons are kept up to speed and information is shared in an open and transparent manner.




Investment Decision Approval

The venture capital team will critically review the investment due diligence process will actively evaluate risks and returns proposed by the investment. The investment approval has been carried out on this basis.

Execution of pre- launch activity

Once investment approval has been made, RPI will execute preliminary task such as business licencing, permits, recruitments, logistical arrangements, building permits, tax procedures, etc. through the consultation of both local and Malaysian government, lawyers, accountants, etc. This will also include active engagement with the MNRP management. Weekly reviews will be held to update and vet original investment proposal, monitor the value creation strategy, adjust the monetization strategy as appropriate, and proactively manage risk. 

Monetization

At this investment monetization process will be determined. 

The decision to monetize an investment, in whole or part, is often as important as the initial investment decision. The availability of a range of possible exit strategies is a prerequisite. Exits may be achieved through a court process, an out-of-court reorganization, a disposition of the investment on the secondary market or a negotiated transaction such as a merger. RPI will take steps to create value by proactively planning for the likely exit scenarios.

During the investment management phase, exit strategy discussions will be conducted on a regular basis.  

INTERNATIONAL MARKETTING PLAN

According to Freeman, Edwards and Schroder, 2006), particular companies are born global and such companies are firms that internationalize soon after inception or within three years. Studies on BGs confirm that such firms possess a  strong  entrepreneurial  orientation  (EO)  characterized  by  pro-activeness,  risk  taking,  and innovativeness. 

RPI expects to promote its marketing strategy through its value proposition including equal employment opportunity, elimination of poverty, due compliance with environmental, social governance (“ESG”) framework, etc.  

International marketing plan will be prepared base case and stressed-case scenario basis. Under the base case scenario, the investment will earn 20% or higher Rate of Return (“ROI”). The company will operate as a going concern for a foreseeable future. Stressed situation may arise due to slow economic growth in North America and Europe due to political uncertainties such as Brexit, inflation, and significant debts in financial sector, low quality assets at banks, etc. Under the stressed scenario RPI expect earn a a16% return.

The company products will be exported to Europe and North America. There is an increasing demand for surgical rubber products and RPI experts will utilize their business skills, business contacts with hospital chains and pharmaceutical industry for rubber surgical products across the world in the health care sectors. RPI expect to increase its exports 20% in each year with an initial targeted export of CAD 16 million in the first year. 

RPI expects to create a framework for safe exit of the investment and to create opportunity to effective transition the business to the family, especially to the two children. 

PEST Analysis

RPI will prepare a PEST Analysis to launch its marketing strategy effectively. PEST analysis is a framework, which is used to identify the attractiveness of a region where business is being operated. It discusses the Political, Economic, Social, and Technological  factors  that do  not  only  impact  the  business,  but  also  the  overall industry (Khan and Lee, 2015).

Political Factors

RPI has analyzed the long term political stability in Malaysia and have identified as moderately stable which will not negatively affect the strategic sales objectives. Simultaneously, RPI has assessed the political stability both in Europe and North America. RPI has concluded from it research that political instability in Europe coupled with Brexit situation will not affect the demand for surgical rubber products. The same situation will exist in the North American environment.
[bookmark: _Hlk3121001]Economic Factors

Malaysia has acquired significant economic growth during the past decade and it’s still keep growing. More sophisticated technology has been introduced in its manufacturing activities including in the rubber manufacturing sector. As a result, it has managed to face world competition with effective quality production.   

Social Factors 

Malaysia has managed to address its social factors quite effectively in terms of green technology, good health and safety standards, nonexistence of child labour, participation of women in the workforce, good working conditions, work life balance conditions in employment.

Technological Factors. 

Malaysia has acquired a significant growth in the employment technology in the manufacturing sector.  As a result, the country has been in a position to produce quality products to compete with world markets.





Porter`s five forces analysis 

The Five Forces model is a simple but influential tool for the identification where power lies in a certain business situation by using the outside-in perspective (Johnson, Scholes & Whittington, 2008).

Existing Rivalry

Rivalry is manageable as it depends on the production of the latex. Latex supply is subject to climatic conditions; as a result, production has become stable.

Threat of new entrance

Because of the stable threat of new competitors are minimal. However, new threats may emerge from countries like India, Sri Lanka, etc.

Threat of substitutes

Surgical rubber products need to be produced from natural rubber products due to safety of health. Therefore, the substitute product may not emerge as a threat.



Supplier power

Supplier power would be minimal as majority materials come from the company owned plantation.

Bargaining power of buyers

Bargaining power of buyers may be increased if new threats may emerge from countries like India, Sri Lanka, etc. However, the demand is growing at this time.

RECOMMENDATIONS

Based on the risk assessment, PEST analysis and Porter’s Five Factor Evaluation, growing economy and other company research we believe MNRP is a viable investment. Currently, supplier market is stable and world demand is growing. MNRP has the right skill sets in terms of labour and entrepreneurship. It will generate a net positive NPV 0f CAD 59 million. (APPENDIX – 1). Growing economy further supports the manufacturing sector.  We recommend the following.

· The RPI investment team recommends the acquisition of a 80% equity interest in MNRP, which in-turn will hold 80% of the ownership of MNRP, according to the indicated terms.

· The investment offers an attractive expected return of 20%, with low variability on account of the cumulative nature of the dividends.

· RPI anticipates funding the purchase price of CAD 20 million from existing cash.

· Recruit two expert consultants within the country for a contractual term of five years.


CONCLUSION

RPI is significantly a profitable investment opportunity to invest. Given the RPI’s capabilities in venture capital management strategies and turning distressed companies into profitable ventures, it is forecasted the net present value of the investment CAD 59 million.

At the end of the investment term MNRP will be assured with new technology in rubber goods manufacturing, established market across the world, well trained employees and long-term profitability.









APPENDIX – ONE

[bookmark: OLE_LINK1]FREE CASH FLOW TO EQUITY VALUATION (FCFE)

The Free Cash Flow to Equity is the value of the cash flows available to equity shareholders after paying debts and interest; however, MNRP had no debt positions.    In this case the Terminal Value of the company taken into account based on expert estimation of cashflows and each projected cashflows have been discounted at WAAC in this case the require return to equity.
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Contingency Obligations (Workers class action law suite)   (2)      
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Free cash flow to equity 16 19 26 34 48 54 117

RPI Original Investment - 80% 20 20 20 20 20 20  

ROE   - For RPI  0.64 0.80 1.12 1.36 1.92 2.16

Dividends Declared 10 12 15 20 20 20  

Dividends - RPI 1           2           6           8           10         10        

Dividends - MNRP 5 8 14 18 20 22  

DCF Analysis 

Free cash flow to equity (6th year included in the terminal values) (20) 16 19 26 34 48 54

117

Discounted at WACC 16%  

Net Present Value (Using HP 12c)   59.54

 

INPUTS

Methodology of Valuation: Free Cash Flow to Equity

Terminal growth rate 3.0%            

Cost of equity (WACC) 16.0%              

Fundamental currency Ringgit              

Price currency CAD

Units millions

Current share price (CAD) Not Applicable
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