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There is nothing more difficult to take in hand, more perilous to conduct, or 
more uncertain in its success, than to take the lead in the introduction of a 
new order of things. Because the innovator has for enemies all those who 
have done well under the old conditions and only lukewarm defenders in 

those who may do well under the new. 
 

Niccolo Machiavelli, The Prince 
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Abstract 
 

This document had its seminal beginnings when the author – in his role as Turnaround 

Leader for the United States Africa Development Foundation who at that point had 

investments in eighteen countries in Africa – was requested to compile a document that 

would serve as a reference for investment managers across the continent to better 

assist management in failing companies. In Africa the failure of a company often has a 

wide ranging impact not only on its immediate employees, but on the entire community. 

 

While the author utilized some of the better known literature on the subject – notably 

that by Stuart Slatter – he analyzed the processes and steps he had found useful and 

successful in his career spanning more than twenty years as a turnaround executive, 

company improver and on several occasions “pulling the plug” on companies who had 

no chance for recovery.   

 

The focus of the document is on the practical steps and processes to follow upon 

accepting the engagement to turn a non-performing company around. This covers both 

the financial analysis, the decision to “kill or cure” and then the short term, medium and 

longer term actions to be undertaken. 

 

It emphasizes that turnaround management is much more than knowing the numbers. It 

requires extensive management experience and above all leadership and people skills. 
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1.0 Introduction to Business Turnaround or Recovery 

If one were to include stagnant businesses with uninspiring results, underutilized assets 

and ineffective management into the category “turnaround candidates” then a very long 

list could be compiled. Many such businesses have survived over the years in spite of 

their poor management because they are often in stable and mature industries with a 

competitive advantage that exists for largely historical reasons – such as geographical 

location. Sure, these businesses can be improved and could even become exciting 

prospects, but this document deals with those businesses who show definite signs of 

decline and who will fail without immediate and pervasive intervention. 

 

In his book “How the Mighty Fall: And Why Some Companies Never Give In” Jim Collins 

(2009) does a macro analysis of the rise and fall of organizations, countries, dynasties 

and businesses and comes to the conclusion that “institutional decline is like a disease: 

harder to detect but easier to cure in the earlier stages; easier to detect but harder to 

cure in the later stages”. 

 

He further claims that every institution is vulnerable to decline and that decline can be 

avoided if business leaders are aware of the necessity to monitor where their 

businesses are in relation to the five stages that he identified: 
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Stage 1: People become arrogant and regard success virtually as an entitlement 

and they lose sight of the true underlying factors that created success in 

the first place. Management over estimate their own merit and capabilities. 

Stage 2: Undisciplined Pursuit of More – Is characterized by overreaching where 

action is taken that is inconsistent with the company’s core values. 

Management launches into new activities where they cannot obtain 

competitive advantage or where they grow so quickly that they cannot 

achieve excellence. 

Stage 3: Denial of Risk and Peril – In this stage internal warning signs begin to 

mount, yet external results remain strong enough to explain away 

disturbing data or to suggest that the difficulties are temporary or cyclical 

or not that bad, and nothing is fundamentally wrong. Leadership typically 

discount negative data and amplify positive data. External factors are 

blamed and there is a denial of responsibility. 

Stage 4: Grasping for Salvation – The cumulative risks gone badly in Stage 3 

starts asserting themselves and a sharp decline becomes visible to all. 

How leadership reacts decides whether Stage 4 is entered. By lurching for 

a quick salvation (the “silver bullet”) or by getting back to the disciplines 

that brought greatness in the first place. Those who grasp for salvation 

have fallen for Stage 4. A charismatic visionary leader is appointed a bold 

but untested strategy engaged, a radical transformation, a dramatic 

cultural revolution, a large acquisition or any numbers of quick fix solutions 

are engaged in. 
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 Collins describes leadership as “grasping about in fearful, frantic reaction” 

instead of getting back to a calm clear headed and focused approach. 

Stage 5: Capitulation to Irrelevance or Death – The longer a company remains in 

Stage 4 the more likely it will spiral downward. In Stage 5 accumulated 

setbacks and expensive false starts erode financial strength and individual 

spirit to such an extent that leaders abandon hope of building a better 

future and the business collapses. 

 

Slatter & Lovett (2004, p41) describes this phase as “Organizational 

Inertia and Confusion”. “Distressed companies are characterized by 

organizational inertia. They are unable to make decisions and / or 

implement them, usually due to a combination of poor leadership, 

inappropriate organizational structures, poorly motivated staff, lack of 

clearly defined accountabilities and responsibilities, and inappropriate or 

non-existent management processes. The organizational culture is like 

treacle: very slow to move!” 

It is often this inertia that has to be dealt with first and foremost when the turnaround  

manager enters the scene and starts to exert control of the company - as will be  

discussed later. 

 

In this document we are concerned with Stages 3 to 5 of business decline. It is  

usually during Stage 3 that financial institutions and analysts start picking up signals of  
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dysfunction and where consultants’ advise are sought. In the author’s experience his 

 engagements have usually occurred in the later Stage 4 and 5 phases of decline.  

Where he was consulted in Stage 3 decline phases the emphasis was usually on the  

improvement of efficiencies or “business process re-engineering”, but never on a 

complete business overhaul. 

 

Stage 4 and 5 is often characterized by cash flow constraints and management’s 

insistence that a cash infusion will resolve the company’s problems. 

 

While business renewal and refocusing can be engaged in at earlier phases this 

document deals with those situations where bankruptcy is inevitable if drastic action is 

not promptly taken. 

 

Business Turnaround Defined: “… those situations where a business will fail in 

the foreseeable future unless short term corrective action is taken.” 

 

Declining, failing and business turnaround are concepts that few  

entrepreneurs or managers ever consider, and ones that investors or funding 

institutions hope never occur. 

 

All business however operate in an environment of risk and uncertainty; no matter how 

much market research has been performed, no matter how systematic planning, 

scheduling and execution were performed, we never have all the information at our 
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disposal, because if we had had all the information and acted upon it, there would 

have been no risk involved. Real life is not about perfect information and predictable 

events; we have to acknowledge that at the very best we are acting upon 

probabilities for succeeding. The more information one has (and acts upon) the less 

probable failure is. 

 

Our endeavor should be to minimize risk by ensuring that all available information 

has been exhausted when we evaluate a business or a business strategy. To ensure 

that the extrapolations from existing information is credible, logical and defensible; to 

ensure that the enthusiasm of the emerging entrepreneur or executive management is 

balanced by the rigor of logic, business principles and common sense. 

 

Even when we apply all of the above we (and the entrepreneur) will sometimes over 

estimate the probability of success. The question to ask is whether it will be more 

costly to commit a Type 1 or a Type 2 error. In the investment community Type 2 

errors are considered more costly (not rejecting an investment when it should have 

been rejected). The price we pay for avoiding Type 2 errors is that we will commit 

Type 1 errors; sometimes rejecting viable business proposals and depriving 

businesses and communities that could have benefited from such an investment.   

 

The same holds true for a turnaround intervention. What will be more costly? 

Attempting to turn a company around that at best will only be marginal in the long term 

or making the decision to file for bankruptcy. 
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The reality is that we will always find ourselves with businesses that are in decline. 

The reason for the preparation of this document is to serve as a guideline for 

converting declining businesses into sustainable and thriving businesses – where 

possible and in those cases where this is not possible to terminate the ailing business 

in as humane a manner as possible with regards to all its stake holders: shareholders, 

employees, and creditors. 

 

The reader will see that often failure does not have anything to do with the shareholder 

or financial institution’s decision of whether or not to invest, but of commissions and 

omissions committed by the very people who were so enthusiastic about the business 

in the beginning. In those instances our role – as corporate rescuers - changes from 

that of a pure business analyst to coach, influencer, persuader and sometimes doer. 

The turnaround leader’s tools also change from a higher level business focus to the 

operating detail, which might impact upon the business. It is through a process of 

elimination that one is left with the core elements that need nurturing or most often 

radical change. Another way of phrasing the transition in analysis methodology is that 

we need to establish whether the fundamentals are in place or can be put in place for 

the company to survive (i.e. is there a market need, can the business compete on 

price, distribution and quality, can funding be raised etc.). Once that decision on 

business fundamentals has been made we need to identify the cost and the value 

drivers across the business - using the 80/20 principle - and ensure that these drivers 

are managed to such an extent that survival and ultimately growth is secured. 
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Because of the time constraint in turnaround situations it is not possible to “fix 

everything in a company”, and fortunately this is also not necessary. Attend to the 

critical aspects and set those straight. 

 

1.1       Identifying Troubled Businesses – A Qualitative Approach 

 

The one common denominator of all troubled businesses is several years of 

successively lower profits culminating in a lack of cash to sustain operations within the 

foreseeable future. It is usually at around this stage when the entrepreneur starts 

scurrying around for additional funding. This is often the first sign for an outsider that 

the business is in trouble (Stage 4?). 

 

At this stage the problem is often identified as “a lack of working capital”. The apparent 

liquidity problem is however the symptom of management’s failure to effectively 

manage the business. 

 

The real problem often becomes apparent during a site visit. Speak to various 

company personnel and one often finds that there had been a continuous decline over 

an extended period. A long list of observations can then be compiled: out of touch with 

the market and their customers, idle time, capacity under utilization, unhappy 

customers, suppliers and staff, late or no formal financial reporting or management not 

utilizing the reports that are available, lack of raw material, obsolete stock, liberal credit 



December 2009 
COPYRIGHT PROTECTED 

13

granted to customers, ignorance about individual product lines’ contribution, low 

morale, no cash flow forecasts, avoiding contact with funding institutions, etc. 

 

Often the long-in-place management of a troubled business as well as outside 

constituencies will have views about what the critical problem is and what needs to be 

done to fix it. Time after time the perceived problems and the real problems are quite 

different. 

 

For small and medium size businesses, cash flow is often a major concern and the 

need to control working capital is particularly important. The problems of these small 

and medium size businesses are attributable to: 

 Their small size and weak negotiating position with banks, large 

customers and important suppliers. (Even with larger organizations there 

is often a perceived weakness and thus a reticence to negotiate 

confidently.) 

 A lack of financial skills. 

 Inadequate financial information systems. 

 Lack of discipline to enforce working capital management. 

 

1.2 Identifying Troubled Business – A Quantitative Approach 

 

In the early sixties Edward Altman, using Multiple Discriminant Analysis combined a set 

of five financial ratios to come up with Altman’s Z-Score. Altman’s results were 95 per 



December 2009 
COPYRIGHT PROTECTED 

14

cent accurate one year prior to bankruptcy and 72 per cent accurate two years prior to 

bankruptcy. The score is not a good predictor for periods of longer than two years prior 

to bankruptcy. This score uses statistical techniques to predict a company’s probability 

of failure using the following eight variables from a company’s financial statements: The 

variables in italics are obtained from the Income Statement, while the rest are obtained 

from the Balance Sheet: 

 Earnings Before Interest & Taxes (EBIT) 

 Total Assets 

 Net Sales 

 Market value of Equity 

 Total Liabilities 

 Current Assets 

 Current Liabilities 

 Retained Earnings 

The five financial ratios in the Altman Z-Score and their respective weight factors are as 

follows: 

 Ratio Weight Range 

A EBIT/Total Assets X 3.3 -4 to 8.0 

B Net Sales/Total Assets X 0.999 -4 to 8.0 

C Market Value of Equity/Total Assets X 0.6 -4 to 8.0 

D Working Capital/Total Assets X 1.2 -4 to 8.0 

E Retained Earnings/Total Assets X 1.4 -4 to 8.0 
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Each ratio is multiplied by its respective weight and the results are added to provide a 

single Z-score. 

 

Interpretation: 

Z-Score above 3: The business is safe based upon these financial figures. 

Z-Score between 2.7 and 2.99: On Alert. This zone is an area where one should 

exercise caution because there are clear indications of some distress. 

Z-Score between 1.8 and 2.7: Good chance of the business going insolvent within 2 

years of operation. 

Z-Score below 1.875 for manufacturing companies and below 1.10 for service 

companies: Probability of financial failure is imminent and very probable. 

 

It is important to note that Z-Scores between companies are comparable with one 

another (since the original values have been converted into standard scores). In 

the same manner the Altman Z-Score can be used to evaluate the integrity of the 

turnaround strategy (once a decision has been made that a turnaround is 

possible and a new strategy is converted to financial forecasts), if the forecasted 

values do not increase above 2.8, the turnaround strategy is flawed. 

 

Altman’s work has been applied to UK financial data by Argenti (1976) and Taffler 

(1977) and they concluded that financial gearing and profitability measures were 

most significant ratios predicting failure, and that liquidity ratios are of less importance 
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than fundamental aspects of a firm’s structure, such as earnings ability and the size of 

its liabilities. 

 

The Altman score is a useful tool, but keep in mind that it is only one tool in an array 

that should be utilized during the due diligence process to establish the severity and the 

nature of the crisis that a company is experiencing. 
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2.0 Reasons Why Businesses Get Themselves into Trouble 

There are numerous antecedents that precede businesses finding themselves in trouble 

and the list below is not intended to be exhaustive. It is an overview of the most 

common antecedents that often lead to business decline. One must guard against 

seeing these antecedents as the CAUSES of business failure. There is at best a 

correlation between the occurrence of these antecedents and failure. 

 

The real cause is managements’ complacency and failure to take appropriate action.  

Here is a list compiled by Slatter (2005) over a period of 7 years: 

 

2.1 Antecedents of Business Decline 

2.1.1 Poor Management 

 Ineffective CEO – This is the prime reason for decline. The CEO is complacent, 

ascribes to “one man rule”, is not numerate, lacks problem- solving skills, is 

inconsistent, does not have a long-term view of the business, does not build an 

effective team and lacks general management skills across all functionalities of 

the business. Not being the sharpest knife in the kitchen does not equate with 

failure; often these (not so sharp) CEO’s have the savvy to surround themselves 

with excellent people. If however, you have an incompetent CEO and a weak 

team it is only a matter of time before the business will fail. The converse is also 
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true; having a group (note – there is no mention of “team”) of talented people in 

top management, but the CEO not allowing them to contribute is just as 

disastrous. 

 One man rule is sometimes equated with “divide and rule”. In these situations all 

major decisions are taken by the CEO, when s/he does consult with 

management, it usually occurs on a one-to-one basis; the CEO thus uses his 

knowledge base as well as his position power to manage the operation. 

Autocratic management is not a disqualification in itself, because many 

successful companies have been built by autocratic leaders. In turnaround 

situations it is the preferred modus operandi in the early stages. What 

distinguishes effective versus ineffective autocratic leadership is that effective 

leaders retain flexibility and an openness to new ideas and differences of opinion 

while the leader that becomes insulated and inflexible is unable to shift with 

changing circumstances and inevitably drives the business into a downward 

spiral.  

 Management neglect of core business. 

 Lack of management depth (this is especially true in financial and cost 

accounting, but is often seen across disciplines). This specifically refers to 

managers reporting directly to the CEO. Autocratic leadership often deprives this 

executive management layer of the opportunity to develop the skills required to 

run a flexible, responsive and disciplined operation. 

2.1.2 Inadequate financial controls; Focusing on profit, rather than on cash flow. Other 

common areas include cash withdrawals made by the owner, followed by lack of 



December 2009 
COPYRIGHT PROTECTED 

19

budgets, costing and cash flow management. Senior management uses the “fly 

by the seat of your pants” accounting method. 

2.1.3 Competition 

 Product competition; a competitor has a superior product or service. 

 Price competition due to better operating efficiencies and economies of scale. 

The competitor gets to market at a lower price. Beware! You can only compete 

on price if you are the overall low cost leader! 

2.1.4 High Cost Structure 

 Relative cost advantage in a single or a few products or services compared to 

competitors. 

 Absolute cost disadvantage (it is more expensive to run the overall business than 

it is costing competitors). 

 Cost disadvantage due to diversification (where in the learning curve is the 

business?). 

 Cost disadvantage due to management style and organization structure (top 

heavy or non-performing managers?). The author has come across a struggling 

manufacturing concern in Africa where management outnumbered workers by a 

factor of 2:1. 

 Operating inefficiencies (underutilization of capacities, idle time, down time, lack 

of standard times and costs, re-work, poor plant layout, bottle necks, high levels 

of work in progress, slow order processing, large amounts of accounts 

receivable). 

 Unfavorable government policies (i.e. duties and tariffs). 
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2.1.5 Change in market demand 

2.1.6 Adverse movement in commodity prices 

2.1.7 Lack of marketing and especially sales effort. (In Africa the concepts of sales and 

marketing are used interchangeably and “sales” usually equates with order taking 

rather than actual selling. There is a dire need for effective sales training that 

should be preceded by effective recruitment.) 

2.1.8 Large projects that drain cash from revenue generating operations. 

2.1.9 Acquisitions; most management under estimate the true cost and effort required 

to integrate an acquisition into the existing business. 

2.1.10 Lack of management information or when management information is available it 

is not utilized for decision making and action. “Not knowing what the numbers are 

all about!” 

2.1.11 Over trading (this equates to poor working capital management that will be 

addressed later). 

 

2.2 Antecedents of Decline: A Literature Review 

While the above antecedents for failure provide a good idea of the events and actions 

(or lack of) that precede business failure, it has some merit to look at the broader 

research on this topic. If nothing else it provides the reader with a clear trend of 

antecedents that have been identified in the most quoted literature on the subject.  

 

An analysis of the research on antecedents to business failure reveals both internal and 

external factors that precede decline and failure. The conclusion of the seven most 
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quoted studies reveal that “Poor Management” was the number one antecedent across 

all studies – see table below. 

 

While external factors such as “Changes in Market Demand”, “Competition”, and 

“Adverse Commodity Prices” are also quoted as antecedents, they all point to “Poor 

Management” as the prime antecedent; surely management should have reacted 

appropriately when these external factors appeared. A change in market demand is a 

gradual process – it does not happen overnight – the fact that management is so out of 

contact with their markets is damning. Target markets are the very reason for a 

business’ existence; management should be so close as to be able to anticipate 

changing needs even before they occur. Exactly the same applies to the appearance of 

competitors; any CEO who does not know his/her competitors intimately is in the wrong 

job. 

 

There simply is no excuse for external factors to sink a business when it is managed by 

a competent, alert, dedicated management team. Even in those cases where business 

failure is inevitable as a result of changing circumstances, the business in its entirety 

could have been disposed of to a competitor who had been less alert. 
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A Review of the Literature to Establish Causes for Company 
Failures (Slatter & Lovett 2004)

Causes of Decline Schendel
et.al. 1976

Bibeault
1982

Slatter
1984

Thain &
Goldthorpe 
1989

Gnnyer
et.al.
1990

Gopal
1991

Gething
1991 %

Poor Management 73% 84% 100

Inadequate Financial Control 75% 60% 86

High Cost Structure 35% 56% 71

Poor Marketing 22% 20% 71

Big Projects 17% 20% 71

Acquisitions 15% 72% 29

Financial Policy 20% 84% 57

Changes in Market Demand 33% 68% 100

Competition 40% 44% 100

Adverse Commodity price 
movements

30% 20% 71

Government Policy 43

Strikes 14

Bad Luck 19

IN
TE

R
N

A
L

EX
TE

R
N

A
L

 

 

As can be seen from the last column on the right hand side; all studies have found poor 

management as the primary precursor for business failure. All studies have also found 

“changes in market demand” and “competitor activities” as external antecedents, but as 

stated above the external antecedents only indicate management’s blind spots and 

complacency.  

 

This table does provide a useful checklist when one does the business analysis of a 

troubled company; at the very least it provides a high level framework of where to look 

for the antecedents for failure and then to consider whether change is possible to turn 

the business around. 
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3.0        Is the Business Worth a Turnaround Effort? 

 

Turnaround is an intensive, exhausting, painful and radical process. In principle, the 

decisive actions needed in a turnaround are the same as in any organization change, 

re-engineering, or development effort. The difference is in the time frame – the 

consequences of the impending disaster are clear and visible. Whatever needs to be 

done, needs to done quickly. It is an intervention that often requires an investment of 

funding as well as extreme effort from all staff.  

 

The reality is that not all business can be turned around. There are several situations in 

which recovery is not possible: 

 

1. When enough funding cannot be raised to keep the operations going for the 

next eight to twelve weeks. 

 

The first step (after calculating the Altman Z-Score, ratio trends and business 

analysis) to determine short-term viability is to do a cash flow forecast for the 

next 4 to 12 week horizon reflecting aggressive but realistic working capital 

requirements that can be achieved employing emergency management 

actions. 
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Should no financing be required, turnaround viability is not affected by short term 

funding needs. If short-term funding cannot be secured (or generated in sufficient 

amounts from own sources) then the turnaround is not viable. 

 

2. When there is a not a large enough market or the business does not have the 

capacity to satisfy whatever market does exist. (The following questions are 

useful to decide whether or not the business is viable). 

 

 Does the business have a competitive advantage or will it be able to 

obtain such an advantage in the short term?  

 Can the business match or exceed their competitors in terms of price, 

quality, or service delivery?  This does not have to be across all segments.  

 Can their products or services satisfy the needs of at least one significant 

market segment (such as a geographical segment; say within a fifty 

kilometer radius?) at a price that will generate profit? It might indicate 

where management and sales efforts should be focused upon. 

 Is there a market large enough to sustain the business? This can quickly 

be ascertained by performing a breakeven analysis. Such an analysis will 

provide you with the volume required to cover overhead costs and to 

reach specific profit margins. 

  Are the products or services more expensive than those of their 

competitors and if so can costs be reduced to make the business price 

competitive?  
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 Are there customer segments that have been overlooked or abandoned? 

 

3. The fundamentals for business viability no longer exist: There are 

fundamental pre-requisites that need to be available for a business to be viable. 

What’s working? What is not working? Are raw materials available and is 

substitution possible? Do they have old equipment compared to their 

competition? Have they kept pace with technological changes compared to their 

competition? Is the cost of upgrading prohibitive? 

 

While management can improve efficiencies, reduce cost and generate more 

sales, it becomes impossible to turn a business around that from “an equipment 

and technological point of view” has not kept pace with the competition; 

especially if there is not enough cash available to transform the technical and 

technological aspects within a short time frame. 

 

4. When it is too late: Operations have ceased, customers have moved on, 

suppliers do not want to do business with the organization; litigation for the 

declaration of bankruptcy has reached an advanced stage. 

 

Do a quick market and competitive assessment and determine – to the best of your 

limited information at this point – whether there is value that can be recreated. If not – in 

the light of the impending consequences – tell the truth, and put the business to bed.  
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These are business fundamentals. If the fundamentals of the business are no longer in 

place, then any attempt to rescue it will fail. The reasons for the fundamentals to be out 

of place are usually not directly caused by management; such as when a new 

competitor enters the market with a superior product at a better price. While 

management cannot be held responsible for changes in their environment, they are 

most certainly responsible for not having taken action to address and counter changes 

in the market place; whether that happens to be a new competitor or changes in 

consumer behaviour.  

 

3.1 High Level Qualitative Viability Assessment  

The following factors are critical for evaluating the viability of a turnaround intervention: 

1. Are the causes of distress reversible? 

2. Can the financial crisis be eliminated? 

3. Can a rapid improvement in profit margins and/or volumes be achieved? 

4. Do favorable stakeholder attitudes exist or can they be developed? 

5. Can internal constraints on turnaround be overcome? 

6. Are the industry characteristics favorable for a turnaround? 

7. Does management have a “production -” or “market-orientation”? The distinction 

is critical for business survival and sustainability. A production- orientation is 

characterized by an approach to business that is captured by the phrase: “Can I 

sell what I can make?”, whilst the market-orientation asks “Can I make what I can 

sell”.  A business based upon a production orientation is doomed right from the 

start. One has to establish whether a market exists for your product or service 
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before deciding to manufacture! A production-orientation can best be seen in 

small (and large) businesses all over the world; in developing countries this is 

especially apparent where crafts are manufactured and once available the 

producer starts looking for sales. It should be the reverse, first establish what 

customers want to buy, how much they are willing to pay, how often they will buy, 

and in what volumes. Only then is the decision made to establish whether one 

can produce at a cost and in sufficient volumes to be profitable. A production 

orientation is often the cause of failure and such a business is mostly non-

recoverable. 

Businesses in trouble often cannot define their product market segments, the 

products required in those segments and the tactics and strategies that apply to 

each. This phenomenon is the result of a production-orientation. It is essential to 

start with the potential customer or customer groups and then to work backwards 

to product or service.  

 

The table below provides a quick assessment of whether or not an intervention is 

likely to lead to success or failure. The reader will notice that the “Viability” heading 

is split into a “Recoverable” and a “Non-Recoverable” section. Under the Non-

Recoverable section are listed the “Viability Factors” that cannot be met, hence 

leading to the “Non-Recoverable” categorization. 

 

Under the “Recoverable Section” mention is made of “Plans A, B, and C”. This 

indicates that while a recovery strategy will exist, it in turn will consist of a whole 
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range of plans (or objectives) that will be refined during the recovery process. For 

instance there might be a plan to reduce the cash cycle, to reduce production costs, 

to serve market segments that had been ignored, to sell non-core business or 

assets, etc.           
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4.0  Two Myths of Turning a Business Around 

 The contents of this section seem so straight forward that it might seem superfluous to 

even mention it; the reality is that these mistakes are so widespread that it is worth the 

effort to expose the absurdity of the reasoning involved. 

 

4.1 Sunk Costs: From the owners’ and funders’ point of view there is often an argument 

that goes something like this: “We have invested so much in this business that we 

cannot just let it go”. The reality is that all prior costs need to be viewed as sunk 

costs that bear no relationship to the evaluation of the turnaround project at this 

point in time, i.e. they are irrelevant costs. Relevant costs for the appraisal of a 

project are the changes in cash flows that would arise from acceptance of the project 

or acceptance of the turnaround. Relevant costs are future costs; they cannot alter 

what has been done already. Accounting profits and cash flow are not the same in 

any period. In the long run a profit that has been earned will eventually produce a 

net inflow of an equal amount of cash. Hence during decision making, we look at 

cash flow as a means of measuring profit: only cash flow information is required. 

This means that costs or changes which do not reflect additional cash spending 

should be ignored for the purpose of decision making. A relevant cost is one which 

arises as a direct result of making a decision; what has gone before is of no 

consequence. A sunk cost is one that has already been incurred and hence should 

not be taken account of in decision making on whether or not to cure or kill an ailing 

business. It takes courage to do this. Ignoring it often leads to “good money being 

thrown after bad”. 
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4.2   “Cash Injection and Trade Out of Trouble” 

The easy answer and the one that management often embrace is that an injection of 

cash will allow the business to purchase raw materials and generate sales, which in turn 

will pay off debts and thereafter generate profits. 

 

This is fallacious reasoning! The business is in serious trouble because of the way in 

which it has been managed, and most often the fundamental problems with the 

business are the people running the business. 

 

All components of a business are interrelated and focusing on a single variable implies 

that once having “fixed” that variable business as usual can continue. This is a false 

premise. Turnarounds involve a critical look at all aspects of the business, especially its 

processes, and customer orientation and a dramatic change in the way that business 

will be conducted in the future. 

 

Poor business processes lead to chaos. Chaos leads to poor cash flow. Fix the poor 

business processes and the cash flow problems will disappear. Related to this is an 

intimate knowledge of who the customer is; not in generalities, but in concrete terms. 

What does your customer look like? What challenges are they facing? What do they 

struggle with every day? Do your services and products provide value to these 

customers? 
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A cash injection without significant other changes presumes that business as usual will 

thereafter lead to profitability. Wrong! Read the first two paragraphs of this section 

again; a cash flow crunch is the symptom of management’s failure to manage, and not 

the real problem. 

 

Often current managers expect the cash injection to both cure the immediate 

constraints, and in theory, be able to fund an increase in volume of sales. Getting into a 

cash flow trap is often the result of management not understanding the CVP (cost, 

volume, and price) relationship. They often do not know the additional working capital 

requirements that go with increases in sales volume.  

Furthermore if their management in the past has gotten them into trouble, then higher 

volumes (without radical change) are going to get them into more trouble much quicker. 

 

To lead a turnaround you must instill courage and self confidence in the troops, and the 

only way to do so is to be courageous. And if integrity, realistic expectations, and 

treating all individuals with respect and dignity are fundamental elements of your 

turnaround strategy, the troops will rise to the occasion. There is no silver bullet (i.e. just 

inject cash!). 
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5.0  Company Turnaround is About People 

Human fallibilities are magnified in distressed firms. Stress, fear, paranoia, rigid 

behavior, feelings of being out of control, dysfunctional behavior patterns, rumor 

mongering, intense feelings of failure and loss of self-esteem feed the downward spiral 

of failing companies. 

 

It is important to understand the relationship between performance (on the one hand) 

and the level of stress and anxiety people experience. The inverted U-curve that defines 

this relationship between these two variables have been known amongst psychologists 

for decades and has elicited a large body of research knowledge. The figure below 

illustrates the relationship between performance and stress / anxiety. Reading from the 

left one notices that with very low levels of stress or anxiety performance tends to be 

low. In distressed companies this is where some employees and management find 

themselves – they have given up, decided to hang in while they can collect their pay 

and then move on.  

 

As anxiety increases an increase in performance is observed, but this relationship 

reaches an optimal level and thereafter; as anxiety increases further, performance starts 

to decline. In distressed companies people fear job losses, they fear that they may be 

singled out and blamed for the failure, cooperation between functions have declined to 

such an extent that conflict is common. This stress is not only felt by employees, but 

also by the board of directors, shareholders, creditors and other stakeholders. 
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People need to know their fears and concerns are being heard; empathic responses, 

coupled with straightforward answers have the effect of calming fears and allowing 

people to think and respond rationally. Understanding people’s needs in these 

precarious situations is critical to motivate and redirect them towards the common 

cause.  

 

As the turnaround leader you cannot perform the turnaround on your own. You are 

going to need many of the skills available, but you are not necessarily going to receive 

those skills intact; many of the people that you inherit are going to require nurturing. 

Demonstrating your own emotional competence and requiring your senior managers to 

follow your lead to invigorate individual and collective performance is intrinsic to your 

turnaround goals. 
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The author is in agreement with Bar-Or (2009, p20) where he states: “When people 

believe their leaders are committed to them and their well being, they will respond 

voluntarily agreeing to compromise on one, perhaps more, of these Drivers (of human 

behavior), provided that the sacrifice is well understood, and it’s clearly finite. Dignity 

and respect are never negotiable, never to be sacrificed.” 

 

This is the leadership challenge – to gain the trust of stake holders. There is no denying 

that you as the leader are human and fallible and subject to the same concerns, 

ambitions and pressure that affect everybody else. The big difference however is that 

YOU need to exhibit greater self-control and take greater care of what you say publicly 

and lead through your demeanor and example. It is through your actions that you 

reinforce what you say and this is the time when people need to have the confidence 

that at least ONE person knows where everybody should be going. 

 

This brings up a second important lesson that the author has learnt and preached over 

the years, namely the relationship between leadership and the need “to be of service” to 

the people whom you are leading. The author’s conviction is that leadership without 

servitude is meaningless. It is “talking the talk, rather than walking the talk”. A real and 

genuine caring for the people in the organization is often times the roadmap when 

priorities become blurred and too many demands clamor for priority. 

 

This philosophy is illustrated below. 
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Leadership and Management is About Serving
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There is a very thin line between Leading and Serving

 

It is this emotional intelligence that distinguishes the successful from the less successful 

turnaround leader. To quote Goleman (2005): “CEO’s are hired for their intellect and 

business expertise – and fired for a lack of emotional intelligence”. 

 

Emotional intelligence is the capacity for self-awareness, motivation, self-regulation, 

empathy and adeptness in relationships. 

 

Van Rampay (2006) states that early on in a turnaround assignment they had to move 

offices. He dressed down for the occasion and not only did the new office lay-out but 

next day tools in hand went around to staff members to find out if they needed any 

assistance or new connections. On another occasion thirteen desktop computers were 

delivered at 6pm for installation – again (in his T-shirt and jeans) he started helping to 

unpack the PC’s, ensured that all electrical connections were done and allowed the IT 
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department to focus on the “value added” aspects, such as installing the software. Now, 

that is showing willingness not only to serve, but to lead by example. 

 

This section dealt with the “soft” issues or turnaround management. For a turnaround 

leader to be successful s/he needs to deal with both the “hard” and the “soft” business 

issues. 

 

Managing the “soft” issues does however not mean that the turnaround leader should 

tolerate dissent. Turnaround leaders to whom the author has spoken, the literature and 

his own experience are unanimous in how to deal with dissent – swiftly and ruthlessly. 

 

There are two types of dissent; the open and active variety which can be dealt with 

quickly and an example made to the rest of the company and the passive and covert 

variety. It can take several weeks or even months to discover those managers who pay 

lip service to the new culture and obstruct and undermine efforts trough passive non-

cooperation and mis-communication to their subordinates. Slatter, Lovett & Barlow 

(2006, p111) quote Patrick O’Sullivan at Zurich Financial Services for identifying these 

passive dissenters as “permafrost, getting between the business and the new leader.” 

 

The turnaround leader has a number of ways to handle this situation, because it 

happens in every turnaround: 

1. Once restructured all roles and responsibilities should be clearly spelt out and the 

turnaround leader should personally agree Key Performance Areas and Key 
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Performance Indicators with every member of his / her team. Performance reviews 

should be held regularly – once a week at the same time and place. An Action Plan 

Document (see example below) should be generated after every management review 

meeting and distributed to all attendees. The author dictates the content of the Action 

Plans during meetings on a voice recorder and personally ensures the accuracy thereof 

before distribution. 

 

Covert dissent manifests within a week or two, with the dissenter not adhering to self-

imposed deadlines and not achieving self-imposed outcomes. This calls for “coaching 

sessions” between the dissenter and the leader and with no improvement disciplinary 

action or even outright dismissal “for refusing to obey a legitimate instruction”. 

ACTION PLAN DOCUMENT 

Meeting:   Chairperson:     Date: 

NO. CHALLENGE NO ACTION WHO? WHEN? 
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2. The second precautionary measure is initially to ensure direct communication 

with the workforce to ensure that the message is not “distorted or corrupted”. 

 

3.  Lastly, it should be in the nature of the turnaround executive tread lightly during 

the first number of weeks or months and to ensure that s/he “expects what they 

inspect”. To be “slightly suspicious and distrustful” until there is evidence to the contrary 

will be a great benefit. Remember there are people in that organization that are worth 

their weight in gold, but you are going to work to discover who they are, then win them 

over and assist until they have regained their confidence. 
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6.0 High Level Introduction to Turnaround Concepts 

Turnaround as a subject has not delivered the volume of research that other topics in 

business and management have; one reason is the complexity and the interrelatedness 

of all the business processes and components. A second reason is the uniqueness of 

every business turnaround situation. Every distressed business has unique challenges, 

products, services, stakeholders, people, personalities, skill levels, and the history of the 

particular business. 

 

It is therefore a challenge to distill a generic model that fits all turnarounds. On the 

positive side, there are similarities. The author has attempted to focus on the similarities 

of turnaround situations and share concepts that are useful to consider implementing in 

a potential turnaround situation. 

 

One way of creating meaning in a very complex situation is to isolate and to describe 

the different stages (sometimes arbitrary, because a stage is rarely clear cut), the 

stakeholders, the components that need attention and the timing of interventions.  

 

The following illustrations serve as a pictorial illustration of this subject. It is not intended 

to immediately illuminate the subject, but rather to assist in the dissection of the theme. 

The reader will have to return to these illustrations at a later stage after a detailed 

description has been read to see where the particular component or phase fits into the 

bigger picture. The first diagram provides a framework for the implementation, i.e. this is 
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after the diagnostic assessment has been done. This is then followed by more detailed 

illustrations of the different interventions. 

Even before taking control the turnaround manager needs to convince stakeholders that 

a turnaround is a viable option and that the probability for success is high enough for 

them to take the risk 

        

Corporate Turnaround

Key objectives and their essential ingredients
Adapted from S. Slatter & D. Lovett 1999, p6

Take Control

Fix the Business

Rebuild Stakeholder Support

Resolve Future Funding

 Crisis stabilization as soon as possible
after the due diligence. Depending on
how bad the situation is it usually involves
raising short term funding.

 Establish clear leadership (everybody
needs to know where the buck stops
from now.)

 Stakeholder management

 Open and honest communication 

 Financial Restructuring  (such as 
converting part debt into equity)

 Re-create strategic focus (products, services,
customer segments, competitive advantage)

Organizational Change (Shared Values)

 Critical process improvement (Processes either
add COST or VALUE)

 

The essential ingredients for a successful turnaround plan are however more far 

reaching than the above diagram. It usually involves attention to all the seven key 

components listed below: 

Seven Key Components Generic Turnaround Strategy 

1. Crisis stabilization. 

 

 Visibly take control of the business 

 Immediately implement tight cash management (no expenditure 

unless approved by CEO, recall all authority to spend or commit 

business). Conserve cash to provide a window of opportunity 

 Asset reduction to generate cash flow 

 Arrange for short term finance 



December 2009 
COPYRIGHT PROTECTED 

41

 Involve everybody with cost reduction 

2. Leadership. 

 

 Change CEO and any other senior management that do not “buy 

into” the turnaround process or who do not have essential skills 

 Provide a clear vision for the business 

 Provide quick results to provide stakeholder confidence that control 

is in the process of being re-established 

4. Strategic focus. 

 

 Redefine the core businesses 

 Divestment of non-core activities 

 Refocus on market needs with those products and services that can 

generate profits 

 Slash all products / services that do not contribute to profitability 

and positive cash flow 

 Outsource non-core activities, especially if it can be done cheaper, 

but also in order to focus on core issues and processes 

 Highly Selective Investment in essential areas 

5. Organizational change. 

 

 Change structure to fit strategy & clarify roles & responsibilities 

 Key people changed or recruited 

 Performance review and communication throughout the business 

(CEO driven) 

 Building commitment and capabilities with key people  

 New terms and conditions of employment 

 Celebrate all victories 

6. Critical process improvements. 

 

 Improve sales and marketing 

 Cost reduction 

 Quality improvements – reduce rework 

 Improve organization responsiveness across functions 

 Re-establish effective information and control systems through 

implementation of KPI’s 

7. Financial restructuring 

 

 Refinancing 

 Asset reduction 

Adapted from Slatter & Lovett, 2004 
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The turnaround components and phases above should be carried out by the re-

constituted management with the support of experienced personnel. Leadership in this 

phase is critical; a single person should emerge and show that s/he has taken control 

and inform the staff that s/he is in control and lay down the new ground rules and very 

tight controls for the entire organization. Short term cash generation becomes a priority. 

 

For management the next component is to stabilize the newly restructured business, 

ensure role clarity, ensure funding is in place, operations continue, and ensuring that 

everybody knows it is going to be a combined effort to save the business. While 

everybody’s involvement and participation is required it is not “management by 

consensus”. Hard and quick decisions are going to be required and initially this is going 
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to originate with “the fearless leader” in an autocratic manner. There is general 

consensus that an autocratic style is the style of choice in the initial phases and that the 

leader needs to take charge of both strategic and operational management issues 

quickly and decisively. 

 

The emphasis should be to establish predictability in the business and rolling cash flow 

forecasts become an essential tool to guide decision making. 

Stakeholder support through mobilisation & 
communication program

St
ak

eh
ol

de
r
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an

ag
em

en
t

• Mobilisation of all stakeholders to actively support
turnaround.

• Mobilisation of entire organisation around active participation
towards aligned objectives in a consultative, participative
approach.

•Clear, unbiased, open communication about existing
situation, turnaround strategy & action plans.

• Regular structured feedback to shareholders, 
financiers and staff.

• Brown paper critiques attended by entire organisation.

Mobilisation

Communication

Program aimed to achieve
Involvement, buy-in, 
ownership

Capital Market Stakeholders:
• Shareholders
• Banks
Product/Market Stakeholders:
• Unions
• Suppliers
• Customers
• Government
• Host Communities
Organisational Stakeholders:
• Management
• Employees

Stakeholders have lost 
Confidence, & are

Concerned about their
Own risk exposure to a

Failure of the
Business.

 

 

The diagram above describes the specific actions that need to be taken to ensure all 

stakeholders are on board, involved and committed. The literature often focuses upon 

the leader or so called Turnaround Expert. This is not a correct representation of the 

reality. In a turnaround there is no single hero, it is rather a heroic effort by multiple 

parties across a wide spectrum of activities. The actions of the leader is however pivotal 



December 2009 
COPYRIGHT PROTECTED 

44

to energize and to re-focus all stakeholders. This is a crucial stage in the turnaround 

process, because the extent to which the leader is successful to get buy-in will 

determine the outcome of the exercise. 

Once the process is set in motion the turnaround requires solid project management 

skills, which the illustration below endeavors to portray in a simplified fashion. 

 

Ensure performance according to plan, schedule, allocate resources

High Level Turnaround Overview
Week 1 Week 3 - 16Week 2

• Stabilization

• Financial

•Leadership

•Strategy

• Organisational
Development

• Sales &
Marketing

• Supply Chain

• Project
Management

• Communication
& Mobilisation

• Project Review 
Meetings

• Board Reviews
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Stabilisation/Turnaround Plan Refine

Stakeholder management – inform, involve, ensure ownership & buy-in

Restructure & Start of Recovery

 

6.1      Phase One Intervention – Diagnostic Assessment 

The higher the degree of urgency, the less time is available. Turnaround situation 

assessment is therefore normally “quick and dirty” and follows the 80/20 rule. Analysis 

is high level, broad in scope, and in-depth only with respect to key issues. Time is of the 

essence, thus lengthy audit type understanding is not possible. What is required is a 

quick understanding of the business, its business model, its target markets, its 

competitors, its processes, cost and value drivers, people skills, identification of 
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management who will resist the process (actively or passively), communication of intent 

to all personnel and visibly taking control of the business.  

 

Should the outcome of the “first pass assessment” be positive, it is normal for more in-

depth analysis to be conducted, and for turnaround strategy and plans to be further 

refined, once turnaround management has started with a re-constituted management 

team. 

 

A turnaround assessment in a medium-sized business (turnover < $100m per annum) 

should not last longer than a week, with a maximum of two experienced analysts. This 

includes an understanding of the business plan and the business’s deviation from the 

plan, and the preparation of the proposal of the way forward. You do not have time to 

write a report, so compile a PowerPoint presentation (bullet points) or use a flip chart 

and talk the board and the owners through your findings and suggestions. Remember 

this is still pre-engagement so a high premium should be placed on selling “the way 

forward” to the owners or board of directors; and your ideas should be backed up by 

solid observations and information.  

 

It is useful to have some leverage at this stage apart from the diagnostic assessment 

findings. If one goes in with the blessing of a bank who have personal surety from 

shareholders and who is willing to “pull the plug” it tends to ease the selling phase. The 

major creditors or financial institutions’ agreements should be formulated in such a 
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manner to allow for leverage in these situations; because without leverage the owners 

could decide to go a different and ultimately doomed route. 

 

Turnaround is a systematic process that starts with an understanding of why the 

business is in the “hole”, and more importantly “how deep is the hole”, i.e. the 

severity of the crisis, attitude of stakeholders, company’s historical strategy, external 

environment and industry characteristics, and costing and pricing structure. 

 

If there is no market or if the company does not have a potentially competitive product 

or service, turnaround viability can often be rejected on a qualitative basis, even before 

running the numbers. 

 

Candidates for quick-fix-and-disposal, disposal or liquidation are: 

 Companies with unexciting prospects. 

 Those that will survive for a limited time only; and 

 The no-hopers. 

 

Not embarking on a turnaround when it is in fact feasible is a Type 1 error, while 

embarking on a turnaround when it is not feasible represents a Type 2 error. One has to 

establish what type of error would be more costly. From the customer’s point of view the 

Type 1 error seems to be more costly, but if a Type 2 error is committed, it would be 

throwing good money after bad and the rule of thumb in commercial banking is to 

choose Type 1 errors. The good turnaround manager has to go beyond the above rule-
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bound thinking and assess to the best of his/her ability to engage only those businesses 

that can be turned around. These are not ever in absolute terms, but rather in 

probabilities, i.e. engage in turning a business around if it has an acceptable 

probability of being able to be turned around. A 50% probability is not acceptable, 

since that can be achieved by flipping a coin. One should aim to engage businesses 

with a higher than 75% probability of turnaround potential. 

             

First Challenge: Understanding Why the Business is in 
the hole? How deep is the hole?

1

2

3

Understanding the challenge usually provides 90% of the solution

1. How did it fall into the hole? (Precursors)
2. How deep is the hole? (Severity?)
3. How will it get out of the hole? (Short

term turnaround strategy.)
4. What needs to be done to ensure long term

sustainability?

4

 

During this phase current management are carrying on as before and they are a useful 

source for information. It is important not to alienate the current management at this 

stage; no false promises should be made to individual members of management, since 

some of them will most certainly be casualties once the decision to proceed has been 

made, but they should be aware that the analysts are there to understand the business 

and to find a way out of the predicament, if there is one. The best sources to gather 

information required for understanding the challenges a business is facing are the 
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people – at all levels of the business.  It is also during this phase that cost drivers can 

quickly be identified by simply asking the people in the front line how duplication, 

process, and cost savings can be achieved. 

 

Cost here is defined in its wider context; as anything that does not provide value to the 

customer. It also includes opportunity costs such as under-utilized capacity, bottle 

necks, products or services that are unprofitable, lost time, idle time. It is also during this 

phase that a quick product and service costing should be done by product line; use the 

information that is available in the organization, but select figures at random and 

validate them. It is critical to know whether or not you can trust the integrity of the 

costing information, so make sure it is valid and reliable. Focus on direct costs: direct 

manufacturing, raw material, labor, machine, direct manufacturing overheads and cycle 

times.  

 

It is during this phase that you would do a few observations to establish “quick and dirty” 

standard times. Use these standard times to calculate unit costs in terms of labor, 

machine hours, material and cycle time. Validate the theoretical “claimed” capacity; get 

a rough indication of efficiency. Remember that the information gained during a couple 

of hours of observation is going to allow you to predict capacity and also unit costs. At 

the end of this phase you must be able to make an informed judgment on profitable 

versus unprofitable product lines and services. 
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Get an indication of the value of raw material and finished goods stock. Calculate the 

opportunity costs of stockholding (as a rule of thumb the cost of stockholding in Africa 

with its high interest rates is 3% of total value per month). If you carry an item in stock 

on the shelves or in a warehouse for a year, you’re down 36%. There aren’t many 

businesses that can overcome this kind of cost handicap even in the best of times. 

When business is bad a slow moving item can be a killer. Look at the inventory system, 

is it up to date? Randomly pick two bin cards and check whether the actual stock tallies 

with the amount on the bin card. Does the stock report reach top management 

regularly? Does the store man know the value of the stock on hand? Have obsolete 

stock and slow movers been identified? 

 

 

 

 

 

 

 

 

 

 

 

 

 

The author led the turnaround of a vertically integrated paint manufacturing and 

retail company. The company was experiencing severe cash flow constraints. A 

product list indicated 4600 product lines and gave an immediate insight where 

working capital was tied up. 

 

The business was manufacturing all products internally (water based paints – 

four brands, six different products / qualities, oil based paints – different 

textures, varnishes – three different qualities, solvents in six packaging sizes), in 

some product categories up to thirty two colours in nine different packaging 

sizes. 

For paints the solution was simple; investment in a tinting system at all branches 

and started manufacturing only white paint that could be tinted to the right colour 

at retail outlets. From the sales record it was apparent that the smallest 

packaging sizes were not sold in significant volumes and these were simply 

eliminated from future production. 

This exercise led to reduced work in progress and reduced stock levels. Product 

lines were reduced to 1500 and there was no reduction in sales. 
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The turnaround leader should focus on product lines or services that have long cycle 

times are complicated to perform and are produced in small quantities. The cost of 

these product lines and services are often underestimated and could be a contributing 

factor to the incurred losses. Analyze these services and product lines and eliminate if 

they are not obviously contributing to overall profitability and positive cash flow. 

 

In industries with a high labour cost component such as the hospitality industry it is 

useful to get a quick overview of labour productivity. In the author’s experience 

companies in decline are invariably over staffed in certain areas and quick savings can 

be incurred through people reduction. (In one hospitality turnaround overstaffing of thirty 

percent was identified and a quick retrenchment exercise contributed significantly 

towards recovery.) A “quick and dirty” method to get an indication of the productivity of 

both production and administrative personnel is to obtain a list of names of personnel 

per section, (write these names in the first column, add additional columns and number 

them from 1 to 8) whenever you walk about observe whether the person is 

constructively active or engaged in non-productive activities. When productively 

engaged indicate this on your chart with the capital letter “G” (this is an abbreviation for 

Green or constructively engaged), if the person is not constructively engaged write a 

capital “R” (for Red, or non-productively engaged). This activity chart is known as “Reds 

and Greens”. One observation can never give a clear indication of productivity, but after 

five to eight observations you will see a pattern emerging. A “Reds and Greens Chart” 

gives a rough indication of required manning levels, i.e. is the business over or under 

staffed. See an example of a “Reds and Greens Chart” below. This chart is never 
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sufficient grounds for staff reduction, but it gives a quick indication of areas that need to 

be scrutinized. 

Activity Observation Chart 

Staff 

Name 

Obs 1 Obs 2 Obs 3 Obs 4 Obs 5 Obs 6 Obs 7 Obs 8 

Abe         

Glenda         

Joe         

Pat         

Shaun         

Ray         

Mat         

Sally         

 

Normally the severity of the crisis can be established by obtaining historical financial 

information and by calculating the following ratios; once obtained and calculated it will 

provide a good starting point for the emergency management phase (“Stop the 

Bleeding”). Because companies decline over time it is important to perform ratio 

analysis over a minimum three year period and better still over a five year period. The 

trends will clearly become visible and it is the trends that provide the evidence for the 

causes of decline; whether it is poor working capital management, lack of debtor 

management, unproductive assets, declining profitability or any other oversight by 

management: 
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1. What is the current cash availability? 

2. What overdrafts can be enlarged? 

3. Debtor age analysis? What receivables are we certain about, and which are no 

hopers? Immediately remove the long overdue debts as a possible source of 

short term liquidity and pass them on to an attorney for recovery – negotiate a 

fee based upon actual debts recovered. 

4. Creditor age analysis? Prioritize creditors for payment according to their 

continued support for the business survival. 

5. Calculate the Current Ratio (current assets/current Liabilities). This should ideally 

be above 1.5. This gives you an idea of the ratio of what you potentially have in 

cash compared to what you owe in the short term.  

6. In order to get a clearer picture also calculate the Quick Ratio (current assets – 

inventory/current liabilities). The reason for doing this is to establish how much of 

your “potential cash” is tied up in stock. The subtracted inventory might or might 

not be convertible to cash; depending on whether inventory is “work in progress”, 

i.e. is going to require additional funding to convert into finished product, whether 

it is obsolete stock with little or no value, whether it is raw material that might 

need considerable cash to convert to finished goods, or finished goods that need 

to be sold. Finished goods (provided there is a market for it) is the quickest way 

of easing liquidity – when sold for cash! 

7. Then calculate the following: 

 The cash cycle (average inventory turnover period plus average 

receivable days minus average days to pay creditors). A longer cash cycle 
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means a higher investment in working capital. An important aspect of 

working capital management is the control of the turnover periods for 

inventory, receivables and payables. Part of the turnaround has to focus 

on shortening the cash cycle! 

 Receivable (debtor) days (how many days on average do you wait to be 

paid by your customers). 

 Payable (creditor) days (how many days on average do you take to pay 

your suppliers). 

Ideally your receivable and payable days should be more or less the same, with a 

preference to have longer payable days; in other words your customers are paying you 

before you pay your suppliers, and hence your suppliers are funding your operation at 

zero interest rate. 

 

The longer your cash cycle, the larger the company’s working capital requirements; 

because you have cash tied up in raw material, work in progress, finished goods, 

receivables. Essentially you are paying (cost of capital) for inventory to be idle. Some of 

the prime reasons for liquidity problems are a) failure to reduce the cash cycle, b) failure 

to stretch payables to the limit without alienating suppliers, c) failure to ensure all money 

owed and due is recovered immediately, d) failure to focus upon cash customers and to 

re-negotiate terms with your credit customers or even to penalize customers who buy 

on credit; there is a saying: “Better you choose your customers, because when they 

choose you, you will be in trouble!”. One reason customers might support a business is 
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because of the liberal payment terms that are given, and little pressure to ensure 

prompt payment. These are the customers that you cannot afford. 

8. If there is more than one product or service line then establish  

     contribution by service or product line. It is often the case that a number of  

unprofitable products and services are contributing to the distress by absorbing 

cash. Keep in mind, that you will have to do a “quick and dirty” costing exercise 

to determine contribution by product or service. Don’t be put off by the 

“complexity”, this is not rocket science and you only need to be 85% accurate to 

know the real killers in the range. 

 

All products and services need to be evaluated for both their strategic importance 

and viability and their short to medium potential for generating cash. The table 

below provides an example of how products can be grouped and what decision 

needs to be taken with regard to each. Products and services that are going to 

absorb cash in the short and medium term and that do not have significant 

potential to contribute to cash flow should be eliminated. 

                            

Product and Service Retention Matrix
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9. As a final step (after speaking to staff) meet a number of customers and get their 

views. 

You should have sufficient information to determine the “depth of the hole”! 

 

6.1.1 Value Chain Analysis 

An operation is composed of processes designed to add value by transforming inputs 

into useful outputs. Inputs may be materials, labor, energy and capital equipment. 

Output may be physical product or a service. Processes can have a significant impact 

upon the performance of a business, and process improvement can improve a firms’ 

competitiveness. In order to keep your focus during the understanding phase, keep a 

model of the “Value Chain” in mind and establish the effectiveness and efficiency of 

every stage in this process. 

 

The analyst is interested in aspects such as cost, quality, flexibility, capacity and speed. 

If one component has less capacity than the preceding or later process a bottleneck is 

created. This leads to higher inventory, longer production times, idle time – in short; 

waste. One criterion is to ensure that all components in the process have more or less 

the same capacity – this is referred to as “capacity balancing”. 

 

In a troubled business you will usually find inefficiencies and ineffectiveness during all 

stages of the value chain. This is a source of waste that invariably has an impact upon 

product or service costs and hence profitability and cash flow. 
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By identifying the shortcomings in the value chain - and the individual components that 

make up the value chain, one can start formulating an emergency turnaround plan. One 

common source of increased cost and thus loss of revenue in troubled manufacturing 

companies is frequent breakdowns of critical equipment, or lack of a stand-by electricity 

generator (for example) simply because there has been a lack of cash. Even a little 

cash spent on repairing/ replacing or purchasing such equipment often exceeds the 

opportunity costs many times over. See the illustration below of a typical value chain. 

An understanding of the successive stages will aid you to construct the process flow of 

the business you are analyzing: 
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6.1.2 Capacity, Efficiencies, Standard Times 

 

Theoretical machine capacities are supplied by the manufacturers; this is usually only 

available on new equipment. The routine method of establishing machine capacity is 

through observation; observe how long it takes for a machine to process a known 

quantity or weight of raw material in half an hour, and then simply extrapolate this to the 

number of working hours in the day. The same can be done to establish people 

capacity. Observe – discretely – how long it takes to process an invoice, or to issue one 

item of stock. Your data integrity will be enhanced if you can observe the time it takes 

various people to complete a unit of work. The same applies to machine processing 

times. 

 

If enough observations – usually 10 to 20 – are then plotted on a graph one typically 

finds an approximation of a normal distribution – of observation outputs or times around 

the mean. The average time taken is known as an RE (Realistic Estimate). Some 

inefficient companies use the average time or RE as the standard against which they 

measure performance, this is fallacious. 
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Once the distribution has been drawn or the results of the observations have been 

tabulated the Standard against which all future outputs or times are measured is that on 

the 85th percentile. With continuous improvement one usually finds that what was best 

practice six months ago has now moved to the 65th percentile and standards have to be 

re-adjusted. Improving efficiencies is a never ending process, just when you think no 

further improvement is possible new technology or creative thinking allows for 

improvement and therefore re-establishment of new standards. 

 

Keep in mind that not only do we strive towards greater efficiency (less process time, 

more units processed), but we are also striving to eliminate the observed performances 
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at the ends of the distribution, i.e. we want to reduce the variance around the mean. 

This sometimes calls for retraining or even having to replace workers or equipment that 

cannot measure up to the standards. It has a very practical application in selection; in 

the electrification construction industry it is normal practice to select people on the time 

they take to dig a hole – if it is too far from the Standard Time, then the candidate is not 

suitable. 

 

Standard times, efficiencies and actual machine and people capacity are essential for 

planning both realistic targets for production, overtime, and manpower requirements. In 

fact without these simple tools planning is very much a hit and miss, costing becomes 

very difficult and performance management is impossible. 

 

6.1.3 McKinsey 7-S Model: Use the model that was first developed by McKinsey to 

serve as a guideline for your understanding. This model is a benchmark because it 

emphasizes the interrelationship of different business aspects. Keep this model in mind 

when change is implemented; a change in one dimension of the organization might 

have a profound impact upon other areas. In the McKinsey 7-S Model this is illustrated 

very clearly – a change in strategy might impact upon the types of system requirements, 

the organizational structure, the skill requirements of the workforce, management style, 

type of personnel, and above all upon the business culture. 
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The starting point for a review is always the current strategy and the fit between the 

observed strategy and the formal business plan; if it exists. This is often called the fit 

between the “Espoused Theory” and “Theory in Practice”. 

 

All other elements of the model should fit in with the business strategy; including the 

organization structure (This cannot be emphasized strongly enough: “structure 

follows strategy!”). Simply being satisfied with the conventional functional organization 

structure is not good enough. There are many other more appropriate organization 

structures that can better serve the business purpose. 

 

It is rare that a strategy or business plan is “right” for the business in distress. It will 

need to be revised after the “Emergency Management” phase. 
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A turnaround situation is deemed viable when a credible turnaround plan can 

demonstrate that a sustainable recovery based on a viable and defensible turnaround 

strategy can be achieved. Individual financial stakeholders want to see that their lending 

is safe, or whether support of the turnaround will yield an acceptable return on 

investment. 

 

Unlike the entrepreneur starting a new venture, a turnaround is not a “green fields” 

situation. The turnaround strategy may be constrained by the company’s historical 

strategy and its present internal structure and operations. Typical constraints are the 

heritage of products, customers, assets, resources, know-how, politics, and contractual 

obligations. Particular attention must be paid to identifying essential contracts, contracts 

with onerous conditions, assets encumbered and contingent liabilities. 

 

6.2 Phase Two Intervention – Implementation 

 

The second phase is one in which decisive action must be taken. The time for talking is 

now over. In the words of Charles Garfield: “Success equals the ability to take 

appropriate action!” 

 

A business in trouble has many areas that need change. In a turnaround the objective is 

not to “fix everything”. It is all about “fixing” the 20% that will provide 80% of the returns. 

Avoid “fixing” even if it is “broke”. Focus on the key issues that will change the business’ 

position and ensure viability, across functions. 
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Crisis management, working capital management and financial restructuring 

should take precedence over cash consuming profit improvement strategies in the case 

of a severe cash crisis. Depending upon the financial status of the business one would 

tend to shift emphasis, from asset reduction in a company in dire straits, to revenue 

enhancement once the immediate cash crisis has been stabilized – see the model 

below: 

 

              

The Hofer Model – Determine Appropriate 
Strategy According to Business Position

A B C D

Total
Revenue

Breakeven
Point

Cost Reduction

Revenue Enhancement

Asset
Reduction

Turnaround Required

Cost

Cash
Generation

Renewal
 

The Hofer model depicted above illustrates the different interventions required during a 

turnaround. When the business is far from achieving breakeven the chosen 

methodology is to liquidate non-productive assets as a first step for generating cash to 

create breathing space for revenue enhancement.  
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Revenue enhancement can be accomplished by a variety of methods, such as 

increasing the selling price – where feasible – as well as cost cutting and improved 

management of working capital (which is covered in a later section). Without at least a 

break even situation it is always essential to improve revenue flow. This can be a two 

sided sword, because revenue flow (of profitable services and products) always 

requires more cash. One needs to achieve a fine balance between increasing volume 

(of products or services) and the available cash. 

 

There are formulas available for calculating working capital requirements, but the author 

has found it most beneficial to involve management in this process and ensure that they 

understand how the working capital requirements have been calculated. The best way 

to do this is to prepare a cash flow forecast that reflects both fixed and direct costs. If 

the cash flow analysis is preceded by an “Assumptions” page; cost, volumes, and price 

(CVP) can easily be changed to provide the working capital requirements under 

different scenarios. Once the cash flow has been prepared and a balance has been 

struck between volume and available cash, it is time to involve the sales team. It is 

imperative that nothing should be manufactured that is not pre-sold or that can be sold 

quickly! It is also essential that the sales function commits to sales targets that support 

the projected volumes. Furthermore it is essential that the sales team understand that 

cash sales, orders with a cash deposit, and sales with a short cash cycle receive 

priority. 
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The “Revenue Enhancement” phase – which usually translates to increased volumes – 

is not an exercise that can be managed by one department; it requires teamwork 

amongst finance, production, logistics, sales, maintenance and marketing. This 

“teamwork” is typical through all phases of turnaround. 

 

Once the financial position has been stabilized, appropriate actions must simultaneously 

be taken in multiple areas of the business. The actual turnaround starts with 

emergency management to secure the short term future of the business, through 

stabilizing the distressed business. 

 

Important principles of emergency management are autocratic leadership, stakeholder 

management, and that “cash is king”. It is usually also during the emergency 

management period that reorganization is done. Reorganization is invariably required to 

ensure success of the other turnaround strategies, i.e.  strategic repositioning, revenue 

enhancement, cost reduction, and asset reduction. Reorganization deals with the 

people issues in the business. It entails re-staffing, re-skilling, and turnaround 

leadership revitalization to yield improved leadership, management, organizational 

structure, organizational alignment and culture. Depending on the turnaround situation, 

reorganization can be limited to leadership alignment, and better management systems 

for planning and control, but it more often involves dismissal and replacement of key 

management staff. 

   

Once the short-term viability has been secured, the basic formula is as follows: 
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a) Eliminate Waste and Stop the Bleeding: Eliminate reports, habits, products, 

duplication and processes that waste time and money. These drain labor, money 

and energy from the business.  

 

Often up to two-thirds of products and services sold incur more costs to produce 

than they are sold for. These are a drain on profits. These losers can be reduced 

by either increasing prices, reducing direct costs incurred in producing the 

product or service, reducing overhead costs allocated to the products or services, 

or discontinuing the product or service altogether. 

 

Your first savings can be generated by getting rid of all senior managers that do 

not embrace the new culture of urgency. It does not matter how skilled a person 

is, how loyal, how close to the customers or the shareholders; if they do not 

enthusiastically come onboard the new way of doing things they are assassins 

who will come back to haunt you. Fire them! Be especially vigilant for those 

managers who say the right things, but do not perform. 

 

There is no better way to illustrate the urgency and the lack of tolerance for non-

performance than to get rid of senior managers. In businesses these non-

performers are always known. They are the people who have agendas with a 

higher priority than the survival of the business. They might have a history of 

“making things difficult” to prove their power or status – in Africa this often 
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happens. They are the ones who do not see themselves as part of the team or at 

least do not see the real value adders as part of their team. They lack the insight 

to acknowledge the fact that management’s primary responsibility is to serve 

those that make the money. They are the hidden saboteurs that allow 

documentation to lie unattended because they are “too busy”. Everyone knows 

this. You can illustrate your credibility by identifying these people early and 

showing that no one is safe if they do not play the new game. In addition you will 

make many subordinates’ jobs easier and they will be grateful for it. 

 

“There is nothing that focuses the human mind like a public hanging!” 

 

In his 20 years of turnaround the author has never regretted getting rid of the 

people described above. The regrets he does have are NOT getting rid of those 

that should have been terminated. They have all come back to haunt and to 

sabotage the process. 

Human behavior can be changed, but you rarely change it by giving someone a 

second chance after dysfunctional behaviour has become entrenched. 

 

Most of these profit-robbing costs above will be highlighted during your 

discussions with staff and your re-evaluation of costs in phase 1 (Diagnostic 

Assessment). 
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Eliminating waste increases the amount of space, labor, time, energy and money 

available for other profit-making activities. 

 

b) Reinvest the savings in profit-generating activities: Once the waste reduction 

frees up money, time, labor, space and energy, invest the savings in continuous 

improvement. 

 

Re-look at all areas that have discretionary expenditure such as training, 

entertainment, recruitment, overtime, capital expenditure, cosmetic improvement, 

bonuses, travel, and immediately stop it. If these expenses are not going to yield 

a return on investment in the very short term they should be suspended. 

Investment should be made in a combination of projects with short payback 

periods and those with high rates of return. 

 

c) Generate Cash From Own Resources: This is described in the section below. 

 

6.3 Turnaround Strategy Components 

The components of a turnaround strategy (refer to page 19) are: 

 Managing the turnaround process in terms of turnaround leadership, 

stakeholder management, and turnaround project management. 

 Stabilizing the distressed business by ensuring the short-term future of the 

business through cash management, demonstrating control, re-introducing 

predictability and ensuring legal and fiduciary compliance. 
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 Funding and recapitalizing the distressed business, to allow a window of 

opportunity for turnaround plan refinement. 

 Turnaround recovery and renewal entails embedding these changes, 

monitoring of the turnaround plan and managing the business during its return to 

normality. Turnaround recovery is characterized by: 

o An increased emphasis on profits in addition to the earlier emphasis on 

cash flow. 

o Operational efficiency improvements. 

o Building the business. 

Once this has been accomplished the turnaround leader can pass the baton to 

someone new to head the stabilized and restructured company as it returns to 

normal. The turnaround has been completed when the company has returned to 

normal on a sustainable basis. 

The complete turnaround, from stabilization to recovery, is dependent upon the size and 

complexity of the business, but it is rarely completed in less than  eighteen months. 

 

6.4 Strategic Repositioning as a Turnaround Strategy 

 

Strategic repositioning holds the most potential but is the most neglected turnaround 

strategy according to academic research. When properly employed, strategic 

repositioning yields the most spectacular and sustainable turnaround results. 
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Strategic repositioning changes the mission and customer value proposition of the 

distressed business by changing what products are offered to what markets and in 

which fashion. In doing so it changes the revenue – cost – asset structure of the 

business, yielding improved profitability and return on capital employed. It may do so by 

growing, shrinking or re-focusing the business. Strategic repositioning entails a 

complete rethink of why it is in business and how it is to achieve a sustainable 

competitive advantage. Strategic repositioning is therefore in practice more often 

employed after short term viability and cost reduction has been successful. 
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7.0 Generating Cash 

The common denominator of all troubled businesses is a liquidity constraint. 

Management seems to have a mindset that cash comes from outside the business and 

hence will rely on lengthy applications for funding and overdrafts. While this is a 

legitimate source of funding, it has severe limitations in turnaround situations because 

of the time constraint. Often the (partial) solution lies closer to home. Every business 

owns non-productive and non-core assets as well as current assets that have not been 

converted into cash. This ties up working capital and needs to be liquidated 

immediately. 

 

It needs a fresh (outsider) approach to identify non-apparent assets, such as a compost 

heap in agricultural processing business. 

 

7.1 Sell Assets 

 Obsolete stock 

 Slow moving stock 

 Excess stock 

 Non-revenue-generating plant, equipment, facilities 

 Non-core business units or lines of business 

 Scrap 

 Licensing agreements, patents, franchises, etc. 

 Owners’ personal non-essential assets (second car, property investments) 

 Arrange an auction (for plant, equipment, slow movers) 
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 Arrange a competition for all staff to sell slow movers, plant and 

equipment and pay a bonus to the winner once a week 

 Approach financial institutions for a “sale and lease back” transaction on 

some (or all) high-cost equipment and vehicles 

7.2  Increase Cash From Customers 

 Ask for a cash deposit upon order placement (motivate this by promising 

preferential delivery). If your customers pay by check, get them to issue 

cash checks, which you can hand over to suppliers immediately; even 

post dated cash checks are tradable with suppliers to enable the business 

to keep going. (With a bad credit history suppliers might want payment 

before delivery, if a check is issued in the company’s name it will have to 

be cleared before receipt of raw material or essential supplies. This takes 

time, which you do not have.)  

Explain to existing customers that you may be unable to supply them 

unless you can (at least for a time) get upfront payment. This is not the 

time for pride; leverage your relationships! There is no dignity in 

bankruptcy. 

 Increase cash sales  

o With existing customers; a discount can be offered for cash 

payment.  

o Appoint free lance sales people who earn commission for cash 

sales. 
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o Open a “factory outlet” and sell at a reduced price. This will reduce 

your distribution costs and it is a convenient method of selling 

obsolete or slow moving products on “Specials”. 

 Recover all collectables 

o There should be no accounts receivable, even if you have agreed 

payment terms with customers, now is the time to personally pay 

them a visit and ask for early payment due to cash flow constraints.  

o Renegotiate to suspend all payment terms temporarily for a period 

of six months. 

7.3     Sell Spare Capacity 

 Spare production capacity can be sold to other manufacturers or even to 

end users. 

 Under utilized space can be rented out 

 Spare capacity can be generated through overtime and this can be sold. 

 Every machine and stand alone piece of equipment should be assessed 

and if there is spare capacity it should be utilized to generate additional 

revenue. 

 

THIS IS NOT A MANAGEMENT ONLY DECISION! Involve every person in the 

business to identify business opportunities and then to find a market for it. For example, 

a business can charge for outsiders to use its photocopier and fax machine. This is not 

a significant revenue stream, but these small victories serve as a valuable tool to get all 

staff involved and focused upon the new cultural drivers. During this stage all victories 
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should be celebrated and recognition given to those staff who make a contribution. It is 

also a time where real business talent and motivation becomes apparent. Keep the 

contributors, team players and innovators, while at the same time start scrutinizing the 

performance of those who do not come up with contributions. Their services might not 

be needed. 

It does not matter how long someone has been with the business, how loyal they are or 

how close they are to the owners, this is the time for getting rid of passengers. 

 

The author led a turnaround of a rolled steel manufacturer. Through the years a large 

volume of odd pieces of steel had collected in the yard. Seemingly no one knew why it 

was bought and ordered in the first place. We set aside Friday afternoons and had 

everybody in the sales office phone customers to sell the “junk steel”. Prizes were 

offered for the person with the highest sales figures. 

It became a fun afternoon and each sale was celebrated. Though this did not generate 

all the required cash it generated a significant portion. Most important was the morale 

boost and team spirit as well as unity of purpose created in the sales office. 

 

7.4 Create Liquidity through Your Bank 

 If the owner or committed executive management have credit cards, now is the 

time to use whatever balance is available to them. Since credit card payments 

can be made 45 days after expenditure it provides a breather if one uses the 

card for payment, and ensures that revenue is generated in time to settle the 
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balance. The opportunity even exists for part payment of the balance outstanding 

on the card; hence cash can become available to the business. 

 

 The second method is to make payments to your suppliers by check late on a 

Friday afternoon, this gives you time because the check cannot be deposited 

until Monday. If - for example - it takes four days to clear checks,  this gives you 

six days in which to transform the raw material into final product, sell it for cash 

and pay in the money before the check is cleared. 

 

The implication of this is that you need to communicate to your workforce to allow 

the business to keep on producing on Saturdays and Sundays. It is critical to 

reduce the manufacturing cycle for this method to work. It will also most probably 

involve working overtime. If circumstances allow, you can give workers 

Thursdays off to compensate for weekend time worked. 

The two critical aspects to manage here are the production cycle and to ensure 

cash payment on delivery (i.e. manage your business cycle by compressing it): 

Your survival will depend upon it. 

 

 The third method is to use banking transaction processing time to boost your 

payment float. Draw cash from one bank account, pay in a check (from another 

account preferably from a remote bank) to cover that amount just before clearing. 

Keep on doing this until cash flow stabilizes. 
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The prerequisite for this tactic to work is to have more than one bank account. 

This method only works if you are certain about the transaction cycle, you control 

the production cycle and you have cash payments or deposits from customers 

coming in reliably.  

 

7.5 Create Cash through Operations 

There are several ways of improving liquidity in a business through good 

management; many of these are mentioned under different headings. The 

intention here is to focus on one of the easier ways to create liquidity by 

increasing stock turnover, or in a service industry by shortening the project cycles 

per service delivery; both lead to the same result – higher profitability and 

liquidity (only if accounts receivable are managed). 

 

Consider the simplest case; a trader buys inventory/stock and sells it. It takes 

him/her a month to sell all stock and s/he purchases new stock for the following 

month; the stock is turned over once per month. Let us assume a (conservative) 

gross margin of 5% on all stock sold. Imagine the impact if the trader were able 

to sell out all stock in two weeks and thereby increasing stock turn to twice per 

month? 

 

The following graph shows the effect when stock turn in the above model 

reaches eight per month (this by the way, is the international benchmark in the 
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supermarket sector). ROI now increases to 40% (5x8). Profits can be boosted 

significantly by increasing stock turn. This is a point often overlooked in business. 

   

Turnover-Margin Relationship to ROI
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The following graph shows the impact of turnover to achieve the same ROI of 

18%. It clearly shows that stock turn can be a distinct competitive advantage, 

because the business that can turn stock quicker can earn an ROI of 18% with a 

margin of only 2% if it can turn its stock 9 times a month. If this business had a 

competitor that only succeeded in turning its stock twice per month, the 

competitor would have to sell at a margin of 9% to achieve the same ROI. The 

result is a competitive advantage for the first business. 

 

On the other hand, if the first business decided to only match the selling price of 

its slow stock moving competitor it would be earning an ROI of 81%! 
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This is the power of managing stock turn. 

Turnover-Margin Relationship to ROI
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The author lead a turnaround on a large building material supply company. It 

soon became clear that there was a delivery constraint – we could increase sales 

if we could speed up delivery. Even though delivery trucks were large and most 

deliveries were done in metropolitan areas the author had an uneasy feeling that 

it was lower than expected. 

At this stage of the decline morale amongst all employees was very low and 

there were widespread fears of retrenchments or company closure. 

The author negotiated with a satellite vehicle tracking company to have tracking 

units installed with the clear understanding that these would be bought if they 

made a significant difference to the business in question, but at a later stage. 
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The first day after installation it became clear why delivery cycles were so slow: 

some drivers had started free lancing. They had set up their own customer base 

using company vehicles and were moving anything from building rubble to 

household furniture. 

A quick driver clean out and proper route management saw deliveries double 

with existing vehicles. Sales went up. This demonstrates the power of 

compressing sales cycles and turnaround time. 
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8.0 Conserving Cash 

In order to have free cash available you need to save as well as to stop spending, or at 

the very least to curtail and delay expenditure.  

 

8.1 Negotiate with suppliers 

Again leverage your relationships! Approach those suppliers with whom you have had a 

good relationship and explain what is happening in the business as well as the steps 

you are taking, how long you expect the recovery to last and then negotiate extended 

payment terms or at the very least something along the lines that “they will deliver once 

you have paid 50% of the previous shipment”. 

 

8.2 Delay Cash Payments 

 Mail checks from post offices with limited services or where collections are only 

made once or twice per week, or where mail must go through several handling 

processes. 

 Issue checks from a remote bank account, but keep tally of your bank versus 

check balances; establish a “payment float” – that is the difference between the 

check-book balance and the bank balances, a lower cash balance will appear 

relative to your bank balance. You do not want a check returned!  

 

You are now “rolling cash”, i.e. using the time lag between issuing a check and 

the clearing of funds to give you extra breathing space. Your goal is to generate 
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cash from this “payment float” by delivering a product and service and getting 

paid in as short a time as possible. 

 

 Make partial payments. Nothing distresses your supplier more than not receiving 

any payment; much goodwill can be maintained by making regular part 

payments. 

 

8.3 Withholding Payment for Overheads  

 As a very last resort, consult your workforce and inform them of the strategy you 

are following to save the company, and then ask them for part suspension of 

salaries for a month or two. 

You will be surprised at how much staff is willing to endure if they can see 

personal benefits deriving from actions and if they are constantly kept up to 

speed with all developments. You will also be surprised at the hidden talent and 

creative solutions that can be generated from previously complacent personnel. 

 

 Payment due for rent can be handled in the same manner.  

 

Most of the above interventions place a high premium upon regular, honest, open 

communication. This is difficult for management to do, since the norm is that 

management has been avoiding honest communication to customers, suppliers, 

bankers and their funders. Very often there have been lies and repeated broken 

promises. Management’s credibility is usually very low, and that is one of the reasons 
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why an outsider (who is a straight shooter) has a better chance of re-establishing 

relationships.  

 

Leveraging relationships has been mentioned often. The challenge in turnarounds is 

that many relationships have been severely strained by the time a turnaround 

intervention is launched; this includes management and staff relationships. So be ready 

to take a lot of criticism and even outright hostility. Better you have a well articulated 

plan that you deliver in a calm and confident manner when you are confronted, 

because confrontation is inevitable. 

 

The biggest challenge is to re-establish credibility with all stakeholders. Without some 

goodwill you are unlikely to turn a business around. “Walk the Talk!” 
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9.0 Managing Working Capital 

Working capital is the business’ net current assets, i.e. its inventories, receivables and 

cash, less current liabilities such as trade payables. A business must maintain 

appropriate levels of each of these elements that comprise the working capital. The 

critical question is to establish the appropriate levels of each of these elements; there 

are ways to calculate this, but the calculations are beyond the scope of this paper. 

The amount tied up in working capital is equal to the value of raw materials, work in 

progress, finished goods and receivables less payables. The size of this figure has a 

direct effect on the liquidity of an organization. 

 

Current assets are either cash or assets that should soon generate cash for the 

business. Inventories of goods for sale will soon be sold. Inventories of raw materials in 

a manufacturing environment will soon be converted into finished goods, and the 

finished goods will be sold. Cash sales generate cash as soon as the sale is made. 

Sales on credit result in receivables, and the cash will come into the business when 

debtors eventually pay. 

 

Current liabilities are debts of the business that must be paid fairly soon. A business 

should normally be able to pay its payable balances out of money coming in from its 

sales and its cash receivables. 

 

Every business needs adequate liquid reserves to maintain day-to-day cash flow. It 

needs enough to pay wages and salaries as they fall due and enough to pay creditors if 
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it is to keep its workforce and ensure its supplies. Maintaining sufficient working capital 

is not only important for the short term. Sufficient liquidity must be maintained to ensure 

the survival of the business in the long term. Even a profitable company will fail if it does 

not have adequate cash flow to meet its obligations as they fall due. 

 

In a turnaround situation it is the short-term cash flow constraints that present the 

immediate crisis for survival. 

 

There are financial ratios to calculate the liquidity of a business (current ratio, acid test, 

inventories turnover, receivable days, and payable days). These ratios are invaluable 

for analyzing the severity of distress a particular business finds itself in. If calculated 

over a number of years, it will give a clear picture of the process of decline. In a 

turnaround situation historical calculations over a number of years need not be 

performed. In any event these calculations can only give a description of the past, while 

the future of the business is what is at stake. 

9.1 A Checklist for Working Capital Management: 

 

Any “No” response to the following questions provide an opportunity to improve working capital and liquidity. 

No. Action Yes No 

1 Are you placing bulk orders and negotiating price on the bulk, but 

drawing down small volumes and paying per draw down? 

  

2 Are you receiving raw materials JIT?   

3 Are you eliminating work in progress as far as possible?   

4 Is your finished goods stock in balance with your orders? I.e. no   
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unnecessary/excess finished goods stock? (Do you know the cost of stock 

outs?) 

5 Have you optimized your cash cycle? Is it as short as it possibly can be?   

6 Are you maximizing cash sales?   

7 Have you collected all accounts receivables that are due?   

8 Are you collecting cash deposits upon order placement?   

9 Have you revised your credit terms in consultation with your customers?   

10 Are you doing part payments to suppliers?   

11 Have you liquidated all non-productive assets?   

12 Have you stopped all non-essential & discretionary expenses?   

13 Are your accounts receivable and accounts payable in a favorable balance?   

14 Are you utilizing income/revenue primarily for income generating activities?   

15 Can you raise additional equity capital through existing shareholders or through 

outside investors? 

  

16 Are you stretching supplier payments?   

17 Are you offering cash discounts for early payment?   

18 Are you ensuring that your billing invoice is delivered with the goods and 

services? 

  

19 Are you holding sales personnel accountable for collection too?   

20 Can you factor some of your accounts receivable?   

21 Are you avoiding high-risk receivables?(I.e. customers with poor payment history 

or who might be experiencing trouble themselves?) 

  

22 Have you identified high-value plant and equipment for sale-and-lease-back 

agreements? 
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23 Is your invoicing 100% error free?   

24 Is your production schedule based upon accurate sales forecasts and are you 

tying orders to the production schedule? 

  

25  Have you postponed all capital expenditure projects?   

26 Have you rescheduled loan repayments with your bank?   

27 Do you have an accurate monthly cash flow statement?   

28  Are you arranging for checks to be picked up at customer premises?   

29 Can short time be worked (reduces salary & wages)?   

30 Have rework, downtime, idle time been eliminated?   

31 Have drawings by the owner been suspended?   

32 Have the owners’ finance and the business finance been separated? I.e. are they 

receiving salaries? 

  

33 Are you ensuring immediate deposits into your bank accounts as payment is 

received? 

  

34 Are your suppliers and bankers aware of your cash position and the steps you 

are taking to rectify it? 
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10.0 Turnaround Management as an Art (Neil Harvey 2005) 

 

While the science of turnaround management is necessary, it is not sufficient to 

accomplish a successful turnaround. Although taking place within a scientific 

framework, turnaround management remains an art. 

 

The art of turnaround management is vested in insight and judgment gained through 

experience. 

 

The stakes in turnaround management are high. The turnaround situation has many 

dimensions. The time pressure can be immense. Many stakeholders are involved. 

Angry creditors, frightened employees, wary customers, and a nervous board of 

directors all require equitable treatment. Prudent choices must be made. 

 

No amount of schooling, study and theory can replace the judgment calls made by 

seasoned turnaround practitioners who have been through the grindstone before. 

 

Turnaround management is not for the faint hearted; a different leadership style is 

required compared to stable business. 

 

No matter how clear the path towards recovery, when spelt out in the boardroom; 

turnaround situations are always worse, tougher, bloodier and more exhausting than 

anticipated. 
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