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Background

Fiddes Payne Ltd was an owner-managed business where ultimately, the owner was looking to withdraw and sell the company (he was well past retirement age but with a particularly fervent passion for the business). In order to achieve this, a management team need to be put into place to a) delegate responsibilities from him and b) manage the significant increases in sales turnover (c25% pa). A finance director was one of those positions, however one could not be put in place until a number of business issues were addressed and for this reason an interim was called in to manage that change.

Back to the Top
Structure and ownership

This was a significant change in the business that gave rise for the need for an interim manager. There were a number of aspects to this:

· The owner-manager was being pressured by his family to step back from the business, much of this driven by the substantial personal commitments that the owner-manager had outstanding with the business.

· This led to the need to delegate responsibility for running the business to a specifically recruited management team

· Significant fresh capital was introduced to the business. Mainly by the owner-manager’s son, but also his son’s business advisor, and one of the other existing shareholders. This led to a change in the style of managing the business from owner-management to venture capital, particularly since the new shareholding regarded their investment as venture capital.

Back to the Top
Turnaround

Prior to the introduction of the fresh capital, the business was loss-making and was breaching its covenants with the bank. A number of initiatives were put into place to reverse this trend:

· Establish the new management team (as referred to above) to improve the quality of decision-making and to put into place the turnaround plan

· Reduce the number of stock keeping units (SKU’s) from 1,400 to a more manageable number

· Balance the proportions of business represented by Export, the two main product groups, manufactured and factored products and focus more on licensed product (the company’s brand was weak)

· Improve management of the production facilities to reduce conversion costs

· Implement a procurement strategy to reduce material input costs

· Introduce manager accountability for costs and to develop key performance indicators for those managers

· Significantly upgrade financial controls and risk mitigation strategies

· Implement enterprise resource planning and integrated accounting systems

By June 2010, these turnaround objectives were achieved whilst the company was growing at a rate of 25% pa. This could not have been achieved without the capital injection.

Back to the Top
Computer Systems

Syspro is a manufacturing ERP application. It is an ideal business tool to use for a food manufacturer such as Fiddes Payne since it has a comprehensive sales and distribution suite of modules, financial suite, manufacturing suite and can provide the materials traceability demanded by the food industry and the retailer customer base.

Although some of the company’s managers had seen vestiges of this type of system with previous employers, the power of this type of software over the whole business was unknown to virtually all of those managers and all of the directors. This required a lot of visioning and persuasion from me to ensure that the business bought into this and that the correct product was purchased for the job that was needed.

Implementation commenced in mid-January 2010 and was completed on 31st May.

Back to the Top
Management reporting

For the business, I introduced a number of firsts, some of which were based on systems that initially were informal or uncontrolled and required work to ensure that they were reliable:

· Accountability for costs by cost centre managers

· The breakdown of those costs to enable management decision-making

· A comparison of costs to budget and forecast that was meaningful

· Sales and margin measurement against strategic imperatives

· Balance sheet and cashflow / headroom forecasting

· Key performance indicators by cost centre manager

· Flash reporting

Whilst management accounting was in place, it was very basic and needed to be improved in these key areas:

· Sales and margin analysis and interpretation

· Overhead analysis by cost centre responsibility and interpretation

· Key performance indicators for the key cost centres

Implementing these was not an easy task because the accounting systems were basic (until Syspro could be implemented), however with a redesign of the chart of accounts and extensive use of Excel modelling of bills of materials, the first two were managed quite easily. The introduction of KPI’s was not so easy as the basic tools that would give rise to these, particularly those concerned with inventory control and production management, were not available until after Syspro was implemented. KPI’s were developed in these key areas:

· Production management, particularly around labour and material variances

· Inventory control, particularly around obsolescence

· QA effectiveness

· Marketing milestones and the successfully listing of SKU’s with retailers

· Procurement, in particular milestones of cost savings.

Back to the Top
Planning

The business had poor planning capability and certainly not one that matched the requirements of cost centre accountability and whilst cash forecasting existed, it was rudimentary. Strategic planning did not exist. During this time, I implemented 3-year strategic planning, using strategic tools together with a financial model that calculated P&L, balance sheet and cashflow.

In addition, forward-looking plans of P&L, balance sheet and cashflow was implemented to look forward from the current month to the end of the year and how thee matched up against the 3-year strategic plan.

Short-term cashflow forecasting was a must given the parlour financial position that I found at the start of the contract. Apart from managing accounts payable and receivable, this also involved the use of foreign exchange risk products against the background of managing cash through invoice discounting/

Back to the Top
Bank facility renegotiations

This comprised of two separate negotiations at different times:

Provider 1

The company had an existing banking relationship with a provider of invoice discounting and a bank overdraft facility. The growth path of the company was such that the discounting facility was not adequate for the requirements of the business so an extension in invoice discounting facility was negotiated. This was done at a time when:

· The company was not making a profit

· The banks themselves were in the throes of their own crisis (October 2008).

Despite this, the facility was increased from £1.1m to £1.5m, however terms were attached.

Provider 2

There was a condition for the introduction of fresh equity that provider 1 removed the additional covenants that were conceded to the bank in October 2008, however the provider was particularly slow in doing this. Therefore it was decided to change banking provider, and as part of this negotiation the limit of invoice discounting was increased to £2m without the conditions that provider 1 had insisted upon. In addition to the reduced covenants, provider 2 was able to undercut provider 1’s costs significantly both in terms of invoice discounting costs and bank current account costs. The saving was about £40k pa.

This assignment attracted references from the relationship manager and invoice discounting manager for provider 1 for the work that I completed in respect of the refinancing in October 2008 (both emails are virus-checked by MessageLabs). A reference from provider 2 concerning the change of banks in March 2010 is available on request.

Back to the Top
Due diligence
Since due diligence was not carried out for the introduction of fresh equity, this operated at two levels only:

Annual audit

Although deadlines were not exceeded, the company’s inadequate systems and management reporting created difficulties for the timely production of statutory accounts.

Bank audit

As part of the conditions for invoice discounting, the banks carried out a number of audits of the company’s control over accounts receivable. Although this was done informally, each audit noted step changes in the control over accounts receivable following the implementation of a credit policy.

Back to the Top
Resolution

Once the major financial elements of the turnaround of the business had been achieved and a steady state had been attained, a permanent finance director was required.

Back to the Top
Change management, training and coaching

The finance department that I inherited was uneducated and unqualified. This meant that I had to do all of the hands-on tasks that would normally be expected of a financial controller whilst also carry out duties as the interim finance director. The size of the team was increased to accommodate job segregation as well as to accommodate the increasing turnover of the business. To support this, and to deal with the lack of career progression on offer to some head-strong individuals, I introduced a targeted training program.

Back to the Top
Conclusion

This role encompasses the most important roles for a finance manager:

· Implement a new computer system

· Improve management reporting

· Monthly management accounts

· Working capital management

· Strategic business planning

· Re-negotiating bank overdraft facilities and ultimately replace

· Secure an unqualified audit report under difficult circumstances

· Identify the commercial reasons for a business making losses and ensuring that these are clearly identified by the improved management reporting

Back to the Top
