Case Study: Interconnect and Securicor Telecom
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Background
Interconnect Ltd was a company that designed, manufactured and sold small PABX equipment. The actual assembly manufacturing was outsourced, as was equipment maintenance, although the company was ultimately responsible for technical support for its products. As a business at the forefront of equipment design, there was substantial investment in future enhancements to its products’ capability.

Back to the Top
Structure

Interconnect was owned by a private equity fund called Venture Link, The fund’s objective was to provide seed corn and development capital for technology companies based in the Thames Valley. The company was started in 1988 but by 1994 it was sold to Securicor Group plc as a trade sale and its business became part of another operating company belonging to the Group, Securicor Telecom. Now, these businesses are part of Samsung’s telecoms division.

Back to the Top
Interim Scenario

This was a permanent position, however it established the commercial basis for the skills that I use as an interim manager. In particular, reporting and forecasting, establishing procedures, policies and controls, preparing business cases for raising finance and justifying commercial principles, raising funds and cash management, strategic planning, handling the yearend process and relationships with auditors, handling other third party relationships, particularly providers of capital, customers and suppliers.

Back to the Top
Reporting

I was responsible for establishing the company’s reporting mechanism. This meant establishing a robust system of processes and controls, the implementation of the computer system and reporting from this. Since the company was always short of cash, I implemented cash and credit management procedures.

Once the acquisition of the business by Securicor was completed, I was responsible for combining the finance functions of the two entities. This meant using one computer system and basing finance in one location, both of which were the Securicor Telecom’s facilities in Manchester. Significant improvements were gained in the quality and speed with which business information became available from these systems.

The mechanisms for forecasting and reporting at this business became very strong; so much so, that each month, around 5 working days before the month end (month ends were by calendar month) the Securicor Group executive director could call me with a request for our likely sales, margins and net profit figure; I could provide numbers that were invariably close to those that came from the accounting system 9 days later. No other company within Securicor’s Communications Division was able to do this.

Back to the Top
Business integration

The integration of these two businesses was my first experience of this change management. The two companies were completely different in terms of the finance departments’ cultures and this had to be overcome. Integration was a complete success and was achieved within 6 months of the project starting. During this time a further business was acquired (part of a maintenance company called DS Information Systems) and integrated.

An indication of the success of this integration was the reduction of reporting times from 14 working days after month end to 4 and a reduction of the time it took to prepare the accounts for audit from 12 weeks to 6 weeks. This was within a plc that had the reputation of being the slowest FTSE100 to report its final accounts (3 months). 

The reporting mechanisms that were implemented at Securicor Telecom were very much part of the framework used by Interconnect. In fact, since Securicor appointed the senior management team from Interconnect to run the combined business, the organisational structures that go to make up organisational culture were very much from Interconnect rather than Securicor. To this extent, although Securicor was the financial acquirer of Interconnect, Interconnect was the cultural acquirer of Securicor Telecom.

Back to the Top
Cash Management

The Interconnect days coincided with one of the worst recessions that the UK has seen in recent years (1990-92) and the business suffered significantly during this period. It coincided with the complete replacement of the management team and the withdrawal of bank facilities by its bank. Against the backdrop of trading difficulties and management changes, I was part of the team that renegotiated bank facilities with a different bank, using invoice discounting as opposed to overdraft finance. This was supported by the need to negotiate a credit insurance policy. 

Up until this change, cash was managed particularly tightly, and I was key to negotiating credit terms with suppliers and customers, establishing a credit policy within the company and for persuading certain customers to pay using direct debit (the customer base was not financially secure enough to trade on any other basis). These policies were continued whilst owned by Securicor.

Back to the Top
Strategic business planning

As part of the re-negotiation of bank finance and for the sale of the business (there were a number of potential suitors during the period 1992 till its ultimate purchase by Securicor in April 1994), I was a key member of the team that put together the strategic plans for the business. This was based on the excellent reporting and forecasting systems that were established at the outset and being able to match the combination of sales and marketing knowledge with financial effect in a document for sale.

Back to the Top
Business cases

Tactical marketing plans

During the difficult days of 1990-92, I worked with marketing to put together marketing plans for the distributor network. This involved identifying high margin parts of the product and being able to use the configuration of the product to involve this parts (usually software) to sell a benefit at a high margin. Usually this low-cost facility was thrown in for nothing as it cost the company very little for significantly enhanced product functionality.

Research and development
This was a relatively informal arrangement. The development of the company’s main product was a business case in itself, however within this, there were a number of mini-projects for which business cases were written by a combination of the research and development team and the sales director. My role was to audit the proposal to ensure that the supporting evidence for the case was appropriate.

Back to the Top
Due Diligence
Apart from the usual yearend audits for which I was responsible for preparing the financial statements and ensuring that we had unqualified audit reports, there were two major exercises of due diligence. One was by the invoice discounting suppliers on the successful renegotiation of the bank overdraft facility and the other was on the sale of the business to Securicor. Both of these exercises were successful. Once the invoice discounting facility was in place, the bank carried out periodic audits of the sales ledger.

Back to the Top
Culture

Please refer to a sociological approach to culture for an explanation of this

Interconnect’s culture displayed signs of being communal. Highly innovative in its products and processes, it show many signs of sociability (a small association formed after all the staff were made redundant) and its focus on performance suggested high solidarity. Securicor Telecom’s suggested less solidarity but perhaps high sociability than Interconnect; the reporting systems at ST were certainly inferior.

Back to the Top
Summary

My experience with this business has set the platform for my success as an interim manager:

· The role originated as a start-up and included two business integrations, one of which involved the significant task of overcoming major cultural differences

· Interconnect required the implementation of its computer system and latterly, that for Securicor Telecom was upgraded significantly

· Interconnect was what I call a “special situation” – a financially distressed company that needs to have fast and accurate information, particularly robust internal controls and very accurate cash management and forecasting

· Both Interconnect and Securicor Telecom required excellent financial reporting capabilities to be established.

· I had experience of 3 types of due diligence: yearend, raising finance from a retail bank and a trade sale.
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