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WHEN FLAT IS THE NEW UP

CashManagment
In DistressedOrganizations

istressedrganizationsandtheir stake-
hodersfaceanextraordirary operatng
environment, one thatis harsh unfor-
giving, ambigious,andexigert.

The time available for maragenern to
make decisionsis substantivelydetermned
by avalablecash.Poorfinancialperfamarce
usudly impairs financial resaurces.And if
threas from ary of numeros consituerts
beame elewated,availabletime effectively is
reducedto zerowith theonsetof afull-blown
crisis.

Typically managementnformation sys-
tenms are adverselyaffectedby extraordnary
demards for all resources.The ablity to
deliver usefulinformationis furtherimpaired
by human nature.Denial is often penesive,
and theresultis a paucityof critical thinking
ard reluctanceby arnyone to bethe harbinger
of badnews.

A distressedrganizationalsois likely to
haveexperience@n erosionof corporatedis-
cipline. As a result, information that is pro-
duced maynotbetimely, relevant, or reliable,
ard controlmay be poorto nonexstent

In a distressedsetting cashis king. It is
lifeblood. It paysfor neededgoads and ser-
vices to ensurethatthe organiation cancon
tinue to operatewhile addressg its prob-
lems. It is also usedto managerisks that
appear rapidly andin multivariate formin dis-
tressedsituations.Cashis also necesay to
execute and implementa plan to reversethe
company’s fortunes.lt is always scarce,and
obtaining moreis problematic.

The necessityandscarcityof cashjointly
determine the goalsof cashmanag@mert: to
contrd and conserve, ard to find new
sources.

BY TOMMY M. ONICH, CTP, MANAGING DIRECTOR, TCMI

Thus cash maragementt in a distressed
setting firstinvolves husbanding all reources
and then allocating them by priority in a
disciplined mamer. With corsewation ard
control in mind, this requires egahishing a
narrow band of auhority for detmining
priority and auhorizing disbureements. The
definition of “narrow” varies by the size of an
organization, but in arny caese means as few
people aspossble. Paynentpriority is a zero
sum gane. Therefae, priorities are based on
absdute necesity or legd requiremert.

The Tools

Theprimary tools of control andconsevation
are the daily cashrepat and theweekly fore-
cast. Both must be prepared keeping in mind
the natue of the distressed environment and
the quality of information available.

An orgarization in extreme distress may
have experienceda serious breskdown in its
MIS and accounting systtms Of neaessty
initial repats may be very limited in bath
contert and the projected period forward.

The martra of the tumaround profession
has become the 13-week cash projection.
This is a laudable goal, but unfortunatdy it
may not be possible to project thatfar into the
future given that accuray is paamount. The
avail ability of quality information may neces-
sitate thatonly simple reports can beprepared
while more accuateand detailed information
is being prepared There is absdutely no
point in creaing a finandal mockl as a tool
using daia that is merefantasy This will cer-
tainly makemattersworse

Daily Cash Repat. As its name indicates,
this repat is produced each day In clear
detall, it:

- States the avail able cashpostion
« Shows changesin key cashdrivers

 Confirms mamgin or loanformula

compliance and loan availability

* Acts as an ealy waming mecharnism

* Medeswith the weekly cash flow report

ard otheraccounting tools, such as the
disbursemernt record

The sample repat shown in Figure 1 con
tains three sections tha address these gods:
cash sdes and currert as®tsard liabilities.

At a glane, this report provides an accu-
rateand currentcashpaosition of thecompany,
specifying exactly wha cash is on hard
on the day of the repat. It integrates avail-
ability for opeating loans with actud cash
availahlity. As a safeguard, it confirms
compliance with ary covenant conceming
lending mamgins. Used in conjundion with
the weekly report, it provides insight
coneming projections.

Sales are the ultimate cash driver. At a
glance the report provides the metrics that
the manager needsto determine the current
level of salescompared to a monthy target.
From this report, it is aso apparert immedi-
ately if abadlog has devdoped.

Beaustheyare aff eced by sdesandrep-
resent a saurce or useof cash,it is importart
to underdard just how currernt ases ard lia-
bilitie s change overthemorth. Thus,the met-
rics provided in the daly cashreport include
acoourts reeivable (A/R), accounts payale
(A/P), and inventory from the beginning of
the month and a daily change. This informa
tion can alsobe usel to ensue coverart com-
pliance asapplicable.
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Weekly Cash Report.In termsof a planning
horizonit is usefulfor this reportto look afew
monthsinto thefuture.It shouldbe very accu
rate, so the projected horizon should not
exceed the ability to deliver accuacy. Any
distressedorganizationis extremelyvulnera
ble to avariety of threatsandafailure in cah
planning caneasilyresultin the begnning of
adownwad spiral.

The weekly reportis desgnedto provide
salient information concerningcas in the
organization. It is aboutcashand nat saks
performance,accruds, depreciaton, or other
maters.Thereport:

* Provides an early warning systen in

tems of expectedfinancal performarce.

* Providesa basicplatform that rolls for-

ward everyweekto manag the disbuse-
mentof funds by idertifying cashavai-
allity.

¢ Assistsin risk managenment by identfy -

ing all obligations and ther priority,
including legd matters and potential
threds.

¢ Is usedor integratel with other informa

tion,suchassalesrepatsor disburemert
records, to track performarce and
erhancecontrol.

* Meshesor combines with the daily report
to ensureoperatingoancompliance with
marginsandanticipde any charges.

Figure 2 (seepagel8)is a uselll temgate in
asimple and intuitively understoodormat. At
a glance, it quickly answersthes explicit
guestions:Whatis availableWhatneedto be
spent? Implicitly it alsoanswes theseadd-
tional questions:Have priorities beenestab-
lishedandmet?Have threatsheenaddessd?

Finding More Cash

Finding additional cashis always a problem
for a distressedorganization At leastin the
short runincreasingsalesis likely difficult or
impossble. To make mattersworse, current
ewmnamic conditions have dramatically
reduced credit availability, and as®t values
haveplummeted.

Whaever the challenges,additional cash is
essential for recowry. In fact the troika
required for recovery has three paraneters:
qudity managementa viable core product,
ard finandal resources.

Time is also of the esenceand speedis
therefore essential.In a distresed environ-
ment corditions tend to deteriora¢ and get
much worse very quickly. Sourcesof cah
must be found quickly, and all altermatives
mustbe explored.It is unlikely thatanysingle

Figure 1: Daily Cash Report

CASH AVAILABLE TODAY XXXX
OPERATING LOAN
Balance Forward XXXX
Advances XXXX
Payments XXXX
Balance XXXX
Allowable by Formula XXXX
Available XXXX
CASH AVAILABLE
Cash net of float all accts XXXX
Loan Available XXXX
Total XXXX
SALES
Sales month to date XXXX
Sales budget month to date XXXX
Over/Under XXX

BOOKINGS SHIPMENTS & BACKLOG

TODAY MTD
BEGINNING BACKLOG  XXXX XXXX
BOOKINGS XXXX XXXX
ADJUSTMENTS XXXX XXXX
NET BOOKING XXXX XXXX
SHIPMENTS XXXX XXXX
ENDING BACKLOG XXXX XXXX
CURRENT A&L
A/R Begin Month XXXX
TODAY XXXX
Change XXXX
Inventory Begin Month XXX
Today XXX
Change XXX

source will be suficient, and sucess may be
determined at the margin.

A negative change in assts or a postive
change in liabilities is a saurce of funds
Keeping this in mind, the balarce sheet should
be viewedwith askepicaleye,if not downright
disbelief. The® stepsare useful in evaluaing
potertial sourcesof additiona cash

* Visual inspecion ard inventory of all tan
gible as®ts at al locdions including
plants, equpment velicles real egate,
and invenbry.

* Invertory of all intangible assés, includ-
ing A/R, paents tradenmarks, leases,ard
interess in other entities.

TERM LOAN(S)

Principal Loan #! XXX
Arrears nil
Payment Interest Due? XX
Payment Principal Due? XX

COMPLIANCE

Operating loan is 1M based upon 75% of
A/R less over 90 days plus 25% inventory
to a max of 250K This based upon monthly
report submitted XXX

Billing days in month XXXX
Billing days elapsed XXXX
A/P Begin Month XXXX
TODAY XXXX
Change XXXX

* Professioral valuation of assés under two
scerarios: liquidation under distress and
liquidation as a going concern

* Confirmation from the saurces of current
balences for al loans, mortgages and
financial liabilities, with particular atten-
tion paid to those that are less obvious
swch asthird-party liabilitiesand contin-
gert liabiliti es

* Verification by compdert legd coun<l
of al encumbrarces liens, or mortgages
on company assés.
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Figure 2: Weekly Report

CASH MANAGEMENT

Lw BUDGET DIFFER WK1  WK2 WK3 WK4 EIC
This createsa reliade balancesheet,one  RECEIPTS
in which assetsare basedon a recowerale g caje XXXXX XXX XXX XXXXX  XXXX XXX XXX
valueundercurrentgond|t|onsandI|ab|I|t|e:\s From A/R XXX XXX XXX XK XXXX XXX XXX
are basedon whatis currenty owed. This g0 2ccet cale XXXX XXX XXX XXXXX XXXX XXX XXX
exgcise is very u§eful in .turnaround plan From other XXX XXX XXX XK XXXX XXX XXX
ning. Theinformationprovidedsetsthe stage
in thesearcifor funds.Thefirstprincipd of  'gopp) CASHRECEIPTS XXX XK XK XXXX XK XXX XXX
this searchis for maragemento be honest
ard s.traigrt.forward with stgkeknlders With DISBURSEMENTS
that in mind, the following should be
reviewed: LABOR XXXX XXXX XXXX
I dramate | . Payroll XXXX XXXX XXX XXXX  XXXX  XXXX  XXXX
iaTS N?r?'nsl' A ral'fEalc INCTEASEIN  \Vorker Comp XXXX XXXX XKKK XXX KK XXX XXXX
t eleve © Sha es'z.un' eé" Howg'e{’ " Medical ins XXXX XXXX XKKK XXX KK XXXX XXXX
Is alsotrue thata distressd organizaton oy XXXX XXXX XKKK XXX KK XXX XXXX
often is selling at low margns and in- 7omy | ABOR BURDEN XXX XK XXX XK XXKX
some cases, perhgs below codg.
Mar.1agebme.ntofte'n tz;kes the view that UTILITIES
get;'ng usinessis the mh(.m.'mportab” Telephone XXXK OOK X0KK XXX XXXX XXXX XXXX
?O N 'gnoring bmar%gs This is ml.ay ? Electric XXXK OOK X0KK XXX XXXX XXXX XXXX
.ufrt er ?Xacerl atke fY poorl 3.”‘3.'% o Gas XXXK OOK XK XX XXXX XXXX XXXX
Information,a lack of internal discipline, 1y, o XXXK OO X0K XX XXXX XXXX XXXX
amd - customers seeking advartage. oy gy mes XXXX XXKX X0 XXXX XXX XXXX XXXX
Ultimatelythisresultsin anadwerseeffect
on cash. " . f SALES
As Srzo?daiposs' d? ’aa;ev'ew O Commissions/Royalties ~ XXXXX ~ XXXXX  XXXXX  XXXX  XXXX XXXX XXX
margins i ul g € conductal. t()) N N0 favel XXXXX  XXXXX  XXXXX  XXXX  XXXX  XXXX XXX
aC.COl:ij ou negat'v.e rga;gns | © pf)r' Promo XXX XXX XK XXXX XXX XXXK XXX
mitted or even what Is beleved to be g iy XXX XXX KK XXXX XXX XXXK XXX
cost/price breakeen The latier is Often o, cp o EXPENSE X000K XOOK 00K 0K XK XK XXX
just a manifestation of managmert
v;/]eakness antfl prokn@y maks margns LEASES AND RENTAL
thatareactuallynegve. Warehouse XXXX XXXX X0OC XXXX XXX XXXX XXXX
Secured Lenders. The current credit  Equipment Plant XXXX XXXX XXX XXXX  XXXX  XXXX  XXXX
environmentis sotight thattheremaybe  Equipment Office XXXX XXXX XXXX XXXX  XXXX  XXXX  XXXX
no other lendersto appoach.Although Vehicles XXXX XXXX XXXX XXXX  XXXX  XXXX  XXXX
obtainingalargeincrea® to credt facili- TOTAL LEASES & RENTAL  XXXX XXXX XXXX XXXX  XXXX  XXXX  XXXX
tiesis unlikely, margnal changscanbe
very important. Thesemay takethe form OTHER
of a reduction in payments, allowing Professional fees XXXXX XXXX XXXX XXXX XXXX  XXXX  XXXX
some carve-outs,or even a salelease  Property tax XXXXX  XXXX XXX XXXX XXXX  XXXX  XXXX
back. In conjunctionwith other saurces  Data processing XXXXX XXXX XXX XXXX  XXXX  XXXX  XXXX
of cash, thesemay be sufficient Security XXXXX  XXXX XXX XXXX XXXX  XXXX  XXXX
Noncore or nonpefforming asses, The  Interest XXXXX XXXX XXX XXXX  XXXX  XXXX  XXXX
stardard balance sheet often masks  Legal settlement XXXXX XXXX XXX XXXX  XXXX  XXXX  XXXX
underperforming or little-usedasets, A TOTAL OTHER XXXXX XXXX XXX XXXX  XXXX  XXXX  XXXX
phydcal inventory and ingpecton may
reveal a greatdeal,including equpmert ~ TOTAL CASH RECEIPTS XXX XXXX XXX XXXX  XXXX  XXXX  XXXX
thatis rustingandunusedinventory gah- ~ TOTAL DISBURSEMENTS ~ XXXX XXX  XXXX  XXXX  XXXX  XXXX  XXXX
ering dust, or a plant that obviously is ~ DIFFERENCE XXXX XXXX XXX XXXX XXXX  XXXX  XXXX
operating below capacity.
OPERATING LINE XXXX XXXX XXX XXXX  XXXX  XXXX  XXXX
CASH XXXX XXXX XXX XXXX  XXXX  XXXX  XXXX
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CASH MANAGEMENT

A conprehensie review may also reveal
intangible assetghatcanbe sold or lever-
aged. Thesemay include paents trade-
maliks, or other intellectual property. All
asds should be reviewed with a cold,
hard eye, andanythingnot likely to be of
usefor 18 monthsor moreshould be sold.

Changesto Working Capital Compamerts.
TheseincludeA/R, A/P, andinvenbry. An
extension of credit termscanreallt in a
significant one-timecashinfusion, ascan
lowering collection time on receivaltes.
Excessinventoryis a commoncash trap,
ard additionalresource®ftencanbe reat
ized throughinventoryredudions.

Governnent. Appealingto govenments
at various levels is often a lengthy and
arduous task However, governnental
entites also are possble sources of
financing and other support.The process
can be startedquickly atalocd leved and
expandecevenwhile aturnaoundplanis
being deweloped.

A Real Chance of Recovery

In a distressedorganization,the importance
of cashis huge.A good argument can be
madethat it is the sine qua non of a turn-
around, for cashis sustenancea reurce to

meet threats andfuel for recovery. It is also
likely scarce.

The chaacteristics of necessity and
scacity setthe platform for cash manage
ment in a distressedorgarizaion. Hus-
bandingresoures and controlling disburse
ment are supporte by daly and weekly cash
reports.Thedaly report provides on-thespot
information concerning cash availability.
The weekly report enmmpasses a projected
peiiod that ideally includes a few months
forward.

Above dl, both reports must contin
accurate information. This may be a chd-
lengeinitially becaiseinformation deficien-
cies charactelize troubled organizations.The
accuracy of informatian is of obviousimpor-
tance to managemaent, but it also supports
open and honest communiation with con-
stituentsand provides a positive framework
to encourgetheir cooperation.

New sourcesof cashmustbe soughtfrom
ewery possible venue The task is aways
difficult, but it is possibleto incrementally
win the neessay resoures. Creating a bd-
ane sheet tha provides a current and accu-
rate picture of both assés and liabilities
reveals opportunitiesfor finandal restrucur-
ing, refinancing, or divestiture

Conaurrently, an objedive review of sdes
andmarginsand the elimination of low maigin
accounts should ocaur. Findly, the arduous
processof appedling to variouslevds of gow
ernment should begin. This may result in a
source of funds,andit will certainly resultin
additiona supportof somekind.

The process of cash management renews
corporde disdpline, reveals mud about the
bdance shed and opeations, conseves
resoures, and seds additionad sourcesof cap-
ital. Takentogeher, thesemessures provide a
red chance to achiewe corporde recovery. @

Tommy M. Onich, CTPR,is a
manaying director with TCMI
and spedalizesin interimand
crisis maragemernt of unde-
performing and distressel
conmpanies.He has assistel
conpaniesas an advisor and
interim CEO. Onich holdsan Honars
Bachelor of BusinessAdministration from
Brock University andwas the second
Canadian to conplete all CTP requirements.
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