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Foreword

Any project that sets out to implement turnaround
plans for companies permeates the length and breadth
of the Israeli economy - in science-based industries,
as well as in the foodstuffs industry, in textiles,
in construction, and in trade of the private, the
governmental and the Labour Federation ( Histradrut )
sectors of the economy. Critical problems have been
exposed and dealt with, even if treatment was not
always professional and did not always penetrate to
the root of the problem.

In this survey, we shall examine the background
of losses incurred by companies, the reasons why
their turnaround was postponed, the operational and
financial turnaround plans and the prospects for their
success.

Background of Corporate
Losses

There are a number of factors that have caused
corporations to incur gigantic losses, but | will relate
only to those causes that are under the control of the
company.

On micro level, a company cannot alter government
policy or the percentage of interest effective in
the economy but must accept them as given - for
better or for worse, and these are therefore not
the primary causes for losses, and indeed there
are other companies that prosper under the same
environmental conditions.

* Lack of Business Skill

In many instances, the quality lacked by the
managing director of the company and the
senior management team is that of business
skill. In a small firm, the entrepreneur generally
fulfils the role of managing-director and has not
been sufficiently exposed to business experience,
while in large firms the managing director may
sometimes reach that position from an engineering
or other background, without having previously held
business management roles, or having ensured that
his management team includes senior managers
with a business background. These managers do
not focus on gaining maximal profit and are not
aware of the dangers threatening companies in
today's difficult economic conditions. As a result,
they commit a series of business errors whose
cumulative effect is to bring the company to the
verge of collapse.

* Growth At All Costs

Certain companies evince a tendency to emphasise
growth at all costs,and plunge ahead at a dizzying
rate, regardless of the obstacles in their path.
In the United States businessmen have long
since reached the conclusion that “Small is
Beautiful" and that their best bet is to “Stick to
the Knitting”, and are accordingly disassembling
enormous conglomerates. But in Israel there is
still a tendency to take over competing firms, to
purchase equipment indiscriminately, to increase
the number of employees on the payroll and to
regard increasing sales as a prime target. As a
result, previously strong and well-established firms
find themselves financially shaky and their balance
sheets record losses.

* Financing Through Loans

An erroneous axiom existing in the economy is that it
is desirable to work with other people’s money. This
view finds reinforcement in all financial leverage
theories and in precedents of previous periods of
galloping inflation. But economic conditions have
changed, and under the interest terms prevailing
today hardly any investments are worthwhile at such
high rates of interest. Owners of private companies
mortgage their property and their private deposits
as security for loans and lose tens of percentages
on interest differences. Companies whose shares
are traded on the Stock Exchange cannot raise
money in the existing state of the market and, in
making their profitability computations, ignore the
marginal price of the money needed to finance their
investments. Accordingly, most companies, which
do not finance the greater part of their activity
out of their own resources or out of cheap credit,
will sooner or later run into financial difficulties.

* Lack of Appropriate Control

In some private sector companies, adequate control
is not applied to the Board of Directors. The Board
may deem its role to be restricted to hearing the
reports of the managing director and not make
an in-depth control of the company's position.
Appropriate control is, in the final analysis. more of
a help than a hindrance to the managing director,
and should not be regarded as interference in
matters coming under his discretion or as a slur
on his credibility. Absence of supervision is also
sometimes a phenomenon shared by Histradrut
and governmental corporations, except that in their
case, the managing director does not always have
the last word and strong influence is exerted by
workers' committees, the Ministry of Finance and
other factors. In certain instances, auditors or banks
fulfil the control function although many such
elements may feel that it is not their business to
flash warnings to management.

Companies Postponing
Turnaround

The first signs of difficulties in a company are
discernible years before the crisis actually occurs.
One need do no more than carefully scrutinize
the balance-sheet, talk with key personnel in the
company, interview customers and learn about the
organization, in order to reach the conclusion that,
unless circumstances change, the company is in for
some severe problems. But the managers proceed
along the lines of their tried and trusted policies,
fail to modify their strategy to cope with changing
market conditions, misread the map and ignore the
warnings of employees, customers, auditors or banks.
When the first signs of the crisis become apparent,
the company plugs the holes with cash, by taking
loans on worse terms, while keeping the crisis on
a back burner, in an endeavour to conceal it from
the general public. If the company is traded on the
stock exchange, every legal device will be sought
so as to show a high profit and to that end, all
the reserves accumulated in the good years will be
utilized. When even these measures fail of their
purpose, investors will be sought, and an effort will be
made to persuade the owners to waive a considerable

percentage of their investment at a low price, so as not
to expose to the public the crisis that has overtaken
the company. Managers sometimes have recourse to
a “guru” who promises that a certain organizational
change will cure the company's ills, or else take
permanent productivity measures by indiscriminate
firings, with a view to slashing expenses no matter
what. Only rarely will a manager have the courage
to accept professional advice for the turnaround
of his company before it is too late. The pretext
generally given for deferring such assistance is that it
is costly and unnecessary, and that in any case the
managing director and the managerial team know
better than anyone else what ails the company and
how the trouble can be cured. But just as a patient
can usually not cure himself without consulting a
doctor, similarly a company generally needs objective
professional assistance to pinpoint its maladies and
propose effective curative methods.

Operational Turnaround Plan

Turnaround plans are generally prepared after all else
has failed and the company is on the verge of collapse.
Were such companies to receive “preventive” advice,
such as to nip their problems in the bud, heavy losses
could be prevented and a considerable proportion of
the companies that have recently collapsed could have
been saved. The operational turnaround plan is usually
written within a very short space of time because the
company is on the verge of collapse.lt is supremely
important that the body preparing the turnaround
plan be professional, have had vast experience with
successful turnaround plans, and have a suitable
managerial background. The plan should focus on the
solution of the most significant and crucial problems,
and present clear- cut, unambiguous and practical
recommendations in terms familiar to all elements
engaged in the turnaround, including banks and
investors.

The argument that data is lacking and that therefore
nothing can be solved is one that is frequently
put forward, but that could not be more grievously
in error. A turnaround plan can be implemented
even when scarcely any information is available,
since with a little effort it is possible to obtain all
relevant figures, such as cash flow (according to bank
balances), payroll (according to salary schedules),
sales (according to V.A.T. reports) and so forth. At the
same time, every effort should be made to work out
costing in accordance with product lines, something
that is usually lacking in the company. There is no
point in waiting for final, verified data, confirmed
by the auditors, when bankruptcy is imminent. If the
consultant waits to obtain all data, the company will
simply be bled out of existence. Every effort should
therefore be made to work with partial and inaccurate
data, making such cross sections as will give the
consultant a fair notion of the position of the company.
The main components of an operational turnaround
plan are:

* Increase of Sales

In some instances, the Company has run into
difficulties due to insufficient sales. Therefore, ways
of increasing sales must be found immediately
- by raising prices, focusing on products that
are relatively advantageous, pursuing an aggressive
marketing policy, altering the sales mix, giving sales
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staff appropriate incentives and so forth. Thesse
steps are usually taken as part of an inclusive
strategic plan adopted by the company, an element
which is lacking in most of the companies that
reach crisis. An essential element in increasing
sales and rendering them more profitable is the
formation of a business unit within the sales
entity. The role of this unit will be to analyse
the anticipated profitability of proposals, taking
into account all allocations up to the net profit
level, preparing detailed procedures for the work
of sales, being responsible for all stages of sales -
offers, orders, contracts management, invoices and
collection, formulating linkage and payment terms,
and participating in negotiations. The organizing
of the sales complex in this format has proved
itself in all organizations in which it has been set
up.

* Labour Productivity

Care should be taken not to slash all down the
line in the company's establishment, but rather staff
cut-backs should be made selectively. Unprofitable
product lines should be discontinued and the
relative departments abolished; outsize research
departments should be reduced in size, even if the
charge be brought that this will be detrimental to
the firm's future; the advertising, public relations
and marketing promotion departments should be
scaled down, the production planning and control
department brought to peak efficiency, (by reducing
it if it is oversized and sometimes by expanding it, if
it is too small), and a system of wage incentives and
bonuses should be worked out that will be directly
related to sales and profits. Today, sophisticated
methods exist for increasing sales per employee,
and these can be promptly put into practise in the
various companies.

Reinforcement should be provided for economic
bodies engaged in planning, control and reporting,
in profitability checks, in obtaining support from
governmental bodies, in debt- collecting, financing
etc. Experience shows that in many instances,
in companies in crisis, these bodies were not
strong enough or were staffed by junior employees,
since the policy makers had not paid sufficient
attention to the business aspects of the company.
In certain companies, the productivity measures are
unfortunately focused first and foremost on the
very economic bodies that are vital to the firm's
turnaround, an error of judgement that hastens the
demise of the firm. The turnaround plan is generally
accompanied by organizational changes and by the
restructuring of the procedure, control and reporting
system, simplifying it and making it easier to operate
with immediate results and a significant contribution
to the profit margin and cash flow of the company.

* Slashing of Material Costs and
Expenses

A healthy company maintains constant vigilance
to ensure that it is purchasing from the cheapest
suppliers and working at a minimal level of expenses.
It is very difficult to increase sales and cut back on
staff, but far easier to reduce procurement and
slash expenses. Paradoxically enough, very little
is being done in this field in turnaround plans,
perhaps because of the specific knowhow required
for attaining greater efficiency in these spheres.A
policy should be instituted whereby suppliers are
invited to tender bids, long- term contracts should
be entered into securing significant discounts, a
second source should always be maintained for
every significant component of a product, the
procurement body should frequently be overhauled
by reshuffles and so forth. Similarly, many ways
are available for slashing expenses. Tenders can
be issued for insurances, taking advantage of the
competition existing on that market; the plant may
be relocated to an area where rents are far lower,
it is possible to economize on outgoings such as
telephone, electricity, fuel and others using methods
that have proved effective in many enterprises.

* Combined Measures

No one single solution exists for operational
turnaround. Turnaround occurs primarily due to
the business awareness of management, postulating
profitability as a supreme value, failing which the
company will cease to exist. If, by working hand-
in-glove with management, sales can be increased
by 20% by raising prices and like measures;if
payroll can be pared by 15%, procurement by 10%
and expenses by 25% - a company verging on
bankruptcy can be transformed into a profit-making,
self-sustaining concern. No utopian solutions are
envisaged.

Many firms are simply not being run in a business-
like manner and can certainlv with relatively little
effort, be put on a sound footing in the marer
described. The prerequisite is fruitful collaboratiion
between management and the consultant, and a
keen desire to achieve change at all costs, seeing
that there is no alternative and the company
wishes to survive. The survival instinct infuses
companies with tremendous strength expressed in
immediate and far-reaching results. Turnaround in
this format has sometimes been effected by the
consultants themselves, when they were engaged
in the management of some firm, before switching
to the advisory status. Many firms whose operating
losses were in the tens of percents have become
profitable in the space of less than one year using
the format described, management having become
imbued with business-consciousness and staff being
infected with the motivation vital to turnaround.

* Financial Turnaround Plans

Financial turnaround plans are sometimes
implemented in furtherance of operational
turnaround, or may be composed for firms with
a considerable operating profit which is however
reduced to a net loss by high financing expenses.
These latter usually occur when financing is
arranged through debitory accounts, or other
expensive loans with interest rates running to 50%
per annum to undewrite the needs of working
capital or operating losses or to provide partial
financing for the purchase of equipment, buildings,
motor vehicles and other companies. Firms may be
unable to muster sufficient collateral, whereupon
the bank refuses long-term credit, and in most cases
the company has not enough working capital in
circulation to finance its activities. The turnaround
plan will be composed of the following elements:

* Financial Settlement for the
Repayment of Costly Loans

The bank will generally reach the conclusion
that to continue to collect interest at 50% will
be to destroy the firm, inasmuch as such high
interest rates are simply not sustainable for the
duration. Accordingly, the greater part of the
debitory accounts and the short-term financing
are converted into a long-term loan, linked to the
CPI, with a relatively low interest rate of about
10%. One to two years grace will usually be
allowed until commencement of repayment of the
principal, so as to permit the company to carry
out its turnaround plan, find investors or increase
its profit margins. The loans are for five years
or more, ensuring appropriate staggering of the
debt. The company does not always have sufficient
collateral for its loans, as claimed by the bank,
since the bank takes very conservative security
coefficients. Yet the bank's only other alternative
is to forfeit the greater part of the loan! Thus an
arrangement satisfactory to all parties is usually
reached, enabling the company to meet interest and
principal repayments. :

* Modification of Interest Terms
and Financing Costs

In the past, many firms will have received long-
term loans at high interest rates and been
seriously encumbered thereby. Under the financing
settlement, credit terms are realigned with those

presently effective in the economy. Also subjected

to review are the charges collected by the bank for its.
various services - guarantees, letters of credit and so

forth - and these too are updated to minimal possible

levels. In certain instances, when exceptionally high

rates of interest have been collected, against which

firms have mortgaged securities and low-yielding

deposits, the parties may reach an agreement for

the partial refund of interest.

* Increase of Shareholders’

Equity

Shareholders are usually required to invest
additional capital in the company, acquired through
the sale of mortgaged assets, proceeds of which
are invested in the company, through the raising
of funds on the stock exchange, inviting the
participation of more investors and so forth. The
bank insists that a reasonable ratio be maintained
between shareholders’ equity and the. company’s
loans and at existing rates of financing, most
investments made are worthwhile, only if financed
primarily out of shareholders’ equity or cheap credit.

* Combined Measures

A combination of all the above measures with the
operational turnaround plan puts the company on
the road to a full recovery. The key lies in suitable
strategic planning with the focus on profitable
product lines that are relatively advantageous and
have good market potential; also in maintdining a
low profile and restraining the impulse to ‘expand
at all costs; in selling off unprofitable subsidiaries;
and, above all, in focusing managerial attention on
business aspects of the company while promoting
those engaged in the matter to a senior and leading
status. The success or failure of the plan depend
first and foremost on the managing director's
determination to restore his company to health. The
Board of Directors too must maintain a constant and
constructive follow-up to ascertain reliable reporting
by management and ensure that implementation of
the plan is supervised by the responsible consultant
for a period of at least one year.

It is recommended that the consultant himself
accompany the plan the whole way, including the
implementation period, and not supervise only the
beginning and end, leaving most of the work to
be done by a junior assistant. Preparation of a
turnaround plan is a task no less creative than
that of founding a new company and calls for a
professional of the first water to express therein his
talents and wealth of experience. These steps are
such as to ensure that the turnaround plan endure
permanently and that the company run into no
further difficulties.

Summary

The Israeli economy is presently undergoing one
of the severest crises in its history; hundreds of
firms are wrestling with operational and financial
problems that could_ spell their doom.Yet this is
a crisis of a positive nature, in whose aftermath
companies will emerge healthier, more economic and
more profitable. Gone are the days when companies
could be sustained through government subsidies,
rescheduling of debts, minimal shareholders’ equity
and feather-bedding. Today, the company that aims
to survive must become efficient and competitive and
must break into export markets. Managerial qualities
must improve and the will to expand at all costs must
be held in check.Prohibitive interest rates, the slashing
of subsidies and the discontinuing of devaluations
have taught us all - the economy, corporations and
individuals - to rely on ourselves alone, to revert
to our natural dimensions, to finance our activities
primarily out of our own resources and to base
ourselves exclusively on hard work, diligence and
resourcefulness so as to succeed in the new conditions
imposed by the environment. This structural change
must of necessity render a number of corporations
hors de combat, but will enable most other companies
to emerge healthier and stronger from the crisis.




