
WHEN FLAT IS THE NEW UP

D
istressedorganizationsandtheir stake-
holdersfaceanextraordinaryoperating
environment, one that is harsh, unfor-
giving, ambiguous,andexigent.

The time available for management to
make decisionsis substantivelydetermined
by availablecash.Poorfinancialperformance
usually impairs financial resources.And if
threats from any of numerous constituents
become elevated,availabletime effectively is
reducedto zerowith theonsetof a full-blown
crisis.

Typically managementinformation sys-
tems are adverselyaffectedby extraordinary
demands for all resources.The ability to
deliver usefulinformationis further impaired
by human nature.Denial is often pervasive,
and theresultis a paucityof critical thinking
and reluctanceby anyone to bethe harbinger
of badnews.

A distressedorganizationalsois likely to
haveexperiencedanerosionof corporatedis-
cipline. As a result, information that is pro-
duced maynotbetimely, relevant, or reliable,
and controlmaybepoorto nonexistent.

In a distressedsettingcashis king. It is
li feblood. It paysfor neededgoods andser-
vices to ensurethattheorganization cancon-
tinue to operatewhile addressing its prob-
lems. It is also used to managerisks that
appearrapidlyandin multivariateform in dis-
tressedsituations.Cashis also necessary to
execute and implementa plan to reversethe
company’s fortunes.It is always scarce,and
obtaining moreis problematic.

The necessityandscarcityof cashjointly
determine the goalsof cashmanagement: to
control and conserve, and to find new
sources.

• States theavailable cashposition

• Showschangesin keycashdrivers

• Confirmsmargin or loanformula
compliance and loanavailability

• Acts as an early warning mechanism

• Mesheswith theweekly cash flow report
and otheraccounting tools, such as the
disbursement record

Thesamplereport shown in Figure1 con-
tains three sections that address thesegoals:
cash, sales, and current assetsand liabil ities.

At a glance, this report provides an accu-
rateand currentcashposition of thecompany,
specifying exactly what cash is on hand
on the day of the report. It integrates avail-
ability for operating loans with actual cash
availability. As a safeguard, it confirms
compliance with any covenant concerning
lending margins. Used in conjunction with
the weekly report, it provides insight
concerning 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 monthly target.
From this report, it is also apparent immedi-
ately if a backlog has developed.

Becausetheyareaffected by salesandrep-
resent a sourceor useof cash,it is important
to understand just how current assets and lia-
bilitieschangeoverthemonth.Thus,themet-
rics provided in the daily cashreport include
accounts receivable (A/R), accounts payable
(A/P), and inventory from the beginning of
themonth and a daily change. This informa-
tion can alsobeused to ensurecovenant com-
plianceasapplicable.
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Thus, cash management in a distressed
setting fi rst involveshusbanding all resources
and then allocating them by priority in a
disciplined manner. With conservation and
control in mind, this requires establishing a
narrow band of authority for determining
priority and authorizing disbursements. The
definitionof “narrow” variesby thesizeof an
organization, but in any case means as few
people aspossible.Paymentpriority is a zero
sum game. Therefore, priorities are based on
absolute necessity or legal requirement.

The Tools
Theprimary toolsof control andconservation
are the daily cashreport and theweekly fore-
cast. Both must beprepared keeping in mind
the nature of the distressed environment and
thequality of information available.

An organization in extreme distress may
have experienceda serious breakdown in its
MIS and accounting systems. Of necessity
initial reports may be very limited in both
content and the projected period forward.

The mantra of the turnaround profession
has become the 13-week cash projection.
This is a laudable goal, but unfortunately it
may not bepossible to project that far into the
future given that accuracy is paramount. The
availabili ty of quality information may neces-
sitatethatonly simple reportscan beprepared
while moreaccurateand detailed information
is being prepared. There is absolutely no
point in creating a financial model as a tool
using data that is merefantasy. This will cer-
tainly makemattersworse.

Daily Cash Report. As its name indicates,
this report is produced each day. In clear
detail , it:
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Weekly Cash Report. In termsof a planning
horizonit is usefulfor this reportto look afew
monthsinto thefuture.It shouldbeveryaccu-
rate, so the projected horizon should not
exceed the ability to deliver accuracy. Any
distressedorganizationis extremelyvulnera-
ble to avarietyof threats,anda failure in cash
planningcaneasilyresult in the beginning of
a downward spiral.

The weekly report is designed to provide
salient information concerningcash in the
organization. It is about cashand not sales
performance,accruals, depreciation, or other
matters.Thereport:

• Provides an early warning system in
termsof expectedfinancial performance.

• Providesa basicplatform that rolls for-
ward everyweekto manage the disburse-
mentof fundsby identifying cashavail-
ability.

• Assistsin risk management by identify-
ing all obligations and their priority,
including legal matters and potential
threats.

• Is usedor integrated with other informa-
tion,suchassalesreportsor disbursement
records, to track performance and
enhancecontrol.

• Meshesor combineswith thedaily report
to ensureoperatingloancompliancewith
marginsandanticipate anychanges.

Figure 2 (seepage18) is a useful template in
a simple and intuitively understoodformat.At
a glance, it quickly answersthese explicit
questions:Whatis available?Whatneedsto be
spent? Implicitly it alsoanswers theseaddi-
tional questions:Have priorities beenestab-
lishedandmet?Have threatsbeenaddressed?

Finding More Cash
Finding additional cashis always a problem
for a distressedorganization.At least in the
short run increasingsalesis likely diff icult or
impossible. To make mattersworse, current
economic conditions have dramatically
reduced credit availability, and asset values
haveplummeted.
Whatever the challenges,additional cash is
essential for recovery. In fact the troika
required for recovery has three parameters:
quality management,a viable core product,
and financial resources.

Time is also of the essenceand speedis
therefore essential.In a distressed environ-
ment, conditions tend to deteriorate and get
much worse very quickly. Sourcesof cash
must be found quickly, and all alternatives
mustbeexplored.It is unlikely thatanysingle

source wil l be sufficient,and successmay be
determinedat themargin.

A negative change in assets or a positive
change in liabilities is a source of funds.
Keeping this in mind, the balance sheet should
beviewedwith askepticaleye,if not downright
disbelief. These stepsare useful in evaluating
potential sourcesof additional cash:

• Visual inspection and inventory of all tan-
gible assets at all locations, including
plants, equipment, vehicles, real estate,
and inventory.

• Inventory of all intangible assets, includ-
ing A/R, patents, trademarks, leases,and
interests in other entities.

• Professional valuation of assetsunder two
scenarios: liquidation under distress and
liquidation as a going concern

• Confirmation from the sources of current
balances for all loans, mortgages, and
financial liabilities, with particular atten-
tion paid to those that are less obvious,
such asthird-party liabilitiesand contin-
gent liabiliti es

• Verif ication by competent legal counsel
of all encumbrances, liens,or mortgages
on company assets.

Figure 1: Daily Cash Report

CASH AVAILABLE TODAY XXXX

OPERATING LOAN TERM LOAN(S)
Balance Forward XXXX Principal Loan #! XXX
Advances XXXX Arrears nil
Payments XXXX Payment Interest Due? XX

Payment Principal Due? XX
Balance XXXX
Allowable by Formula XXXX
Available XXXX

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

CASH AVAILABLE
Cash net of float all accts XXXX
Loan Available XXXX
Total XXXX

SALES
Sales month to date XXXX Billing days in month XXXX
Sales budget month to date XXXX Billing days elapsed 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 A/P Begin Month XXXX
TODAY XXXX TODAY XXXX
Change XXXX Change XXXX

Inventory Begin Month XXX
Today XXX
Change XXX
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This createsa reliable balancesheet,one
in which assetsare basedon a recoverable
valueundercurrentconditionsandliabil ities
are basedon what is currently owed. This
exercise is very useful in turnaround plan-
ning.Theinformationprovidedsetsthestage
in thesearchfor funds.Thefirst principal of
this searchis for managementto be honest,
and straightforward with stakeholders. With
that in mind, the following should be
reviewed:

Sales/Margins. A dramatic increasein
the level of salesis unlikely. However, it
is alsotrue that a distressed organization
often is selling at low margins and, in
some cases, perhaps below cost.
Managementoften takes the view that
getting businessis the most important
goal, ignoring margins. This is may be
further exacerbatedby poor quality of
information,a lack of internal discipline,
and customers seeking advantage.
Ultimatelythisresultsin anadverseeffect
on cash.

As soon as possible,a review of
margins should be conducted. On no
accountshouldnegative margins be per-
mitted or even what is believed to be
cost/pricebreakeven. The latter is often
just a manifestation of management
weakness and probably masks margins
that areactuallynegative.

Secured Lenders. The current credit
environment is sotight that theremaybe
no other lendersto approach.Although
obtaininga largeincrease to credit facili-
ties is unlikely, marginal changescanbe
very important.Thesemay takethe form
of a reduction in payments, allowing
some carve-outs,or even a sale/lease-
back. In conjunctionwith other sources
of cash,thesemaybe suff icient.

Noncore or nonperforming assets. The
standard balance sheet often masks
underperforming or little-usedassets.A
physical inventory and inspection may
reveal a greatdeal, including equipment
that is rustingandunused, inventory gath-
ering dust, or a plant that obviously is
operatingbelowcapacity.

CASH MANAGEMENT
Figure 2: Weekly Report

LW BUDGET DIFFER WK1 WK2 WK3 WK4 ETC
RECEIPTS

From sales XXXXX XXX XXX XXXXX XXXX XXX XXX
From A/R XXX XXX XXX XXXXX XXXX XXX XXX
From asset sale XXXX XXX XXX XXXXX XXXX XXX XXX
From other XXX XXX XXX XXXXX XXXX XXX XXX

TOTAL CASH RECEIPTS XXXX XXXX XXXX XXXX XXXX XXX XXX

DISBURSEMENTS

LABOR XXXX XXXX XXXX
Payroll XXXX XXXX XXXX XXXX XXXX XXXX XXXX
Worker Comp XXXX XXXX XXXX XXXX XXXX XXXX XXXX
Medical ins XXXX XXXX XXXX XXXX XXXX XXXX XXXX
Dental Ins XXXX XXXX XXXX XXXX XXXX XXXX XXXX
TOTAL LABOR BURDEN XXX XXXX XXXX XXXX XXXX

UTILITIES
Telephone XXXX XXXX XXXXX XXXX XXXX XXXX XXXX
Electric XXXX XXXX XXXXX XXXX XXXX XXXX XXXX
Gas XXXX XXXX XXXXX XXXX XXXX XXXX XXXX
Water XXXX XXXX XXXXX XXXX XXXX XXXX XXXX
TOTAL UTILITIES XXXX XXXX XXXXX XXXX XXXX XXXX XXXX

SALES
Commissions/Royalties XXXXX XXXXX XXXXX XXXX XXXX XXXX XXX
Travel XXXXX XXXXX XXXXX XXXX XXXX XXXX XXX
Promo XXXXX XXXXX XXXXX XXXX XXXX XXXX XXX
Entertain XXXXX XXXXX XXXXX XXXX XXXX XXXX XXX
TOTAL SALES EXPENSE XXXXX XXXXX XXXXX XXXX XXXX XXXX XXX

LEASES AND RENTAL
Warehouse XXXX XXXX XXXX XXXX XXXX XXXX XXXX
Equipment Plant XXXX XXXX XXXX XXXX XXXX XXXX XXXX
Equipment Office XXXX XXXX XXXX XXXX XXXX XXXX XXXX
Vehicles XXXX XXXX XXXX XXXX XXXX XXXX XXXX
TOTAL LEASES & RENTAL XXXX XXXX XXXX XXXX XXXX XXXX XXXX

OTHER
Professional fees XXXXX XXXX XXXX XXXX XXXX XXXX XXXX
Property tax XXXXX XXXX XXXX XXXX XXXX XXXX XXXX
Data processing XXXXX XXXX XXXX XXXX XXXX XXXX XXXX
Security XXXXX XXXX XXXX XXXX XXXX XXXX XXXX
Interest XXXXX XXXX XXXX XXXX XXXX XXXX XXXX
Legal settlement XXXXX XXXX XXXX XXXX XXXX XXXX XXXX
TOTAL OTHER XXXXX XXXX XXXX XXXX XXXX XXXX XXXX

TOTAL CASH RECEIPTS XXXX XXXX XXXX XXXX XXXX XXXX XXXX
TOTAL DISBURSEMENTS XXXX XXXX XXXX XXXX XXXX XXXX XXXX
DIFFERENCE XXXX XXXX XXXX XXXX XXXX XXXX XXXX

OPERATING LINE XXXX XXXX XXXX XXXX XXXX XXXX XXXX

CASH XXXX XXXX XXXX XXXX XXXX XXXX XXXX
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A comprehensivereviewmayalso reveal
intangibleassetsthatcanbesold or lever-
aged. Thesemay include patents, trade-
marks, or other intellectualproperty. All
assets should be reviewed with a cold,
hard eye, andanythingnot likely to beof
usefor 18monthsor moreshould besold.

ChangestoWorking Capital Components.
TheseincludeA/R, A/P, andinventory. An
extension of credit termscan result in a
significant one-timecashinfusion, ascan
lowering collection time on receivables.
Excess inventory is a commoncash trap,
and additionalresourcesoftencanbereal-
ized throughinventoryreductions.

Government. Appealing to governments
at various levels is often a lengthy and
arduous task. However, governmental
entities also are possible sources of
financing andothersupport.The process
can bestartedquickly at a local level and
expandedevenwhile a turnaroundplanis
being developed.

A Real Chance of Recovery
In a distressedorganization,the importance
of cash is huge.A good argument can be
made that it is the sine qua non of a turn-
around,for cashis sustenance,a resource to

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

The characteristics of necessity and
scarcity set the platform for cash manage-
ment in a distressed organization. Hus-
bandingresources and controlling disburse-
ment aresupported by daily andweekly cash
reports.Thedaily report provideson-the-spot
information concerning cash availability.
The weekly report encompasses a projected
period that ideally includes a few months
forward.

Above all , both reports must contain
accurate information. This may be a chal-
lengeinitially becauseinformation deficien-
cies characterize troubled organizations.The
accuracyof information is of obviousimpor-
tance to management, but it also supports
open and honest communication with con-
stituentsand provides a positive framework
to encouragetheir cooperation.

New sourcesof cashmustbesoughtfrom
every possible venue. The task is always
difficult, but it is possibleto incrementally
win the necessary resources. Creating a bal-
ance sheet that provides a current and accu-
rate picture of both assets and liabilities
revealsopportunitiesfor financial restructur-
ing, refinancing,or divestiture.

Concurrently, an objective review of sales
andmarginsandtheelimination of low margin
accounts should occur. Finally, the arduous
processof appealing to variouslevels of gov-
ernment should begin. This may result in a
source of funds,andit will certainly result in
additional supportof somekind.

The process of cash management renews
corporate discipline, reveals much about the
balance sheet and operations, conserves
resources,andseeksadditional sourcesof cap-
ital. Takentogether, thesemeasures providea
real chance to achieve corporate recovery.
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