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Background

I was called to this company based on my experience of an Enterprise Resource Planning computer application called Impact Award. I had experienced this product at both Securicor Telecom and Ultralife Batteries (UK) Ltd; the managing director of SMF Displays knew that he had a computer problem and needed someone with experience of the software to sort it out.

In addition, the finance director of the company had left the business suddenly. Without my knowledge, the company had severe cashflow problems, it had exceeded its banking covenants and there were delays in the auditors signing off their opinion of the previous year’s accounts.

I started the contract on 19th November 2001 and successfully completed the role on 31st march 2002. The measure of this success is that despite its significant problems, the company continues to trade into 2007.

Back to the Top
Structure and ownership

SMF Displays was a management buy-in during 2000. 91% of the shares were owned by the venture capitalists Friends Ivory Sime (49%) and JO Hambro (46%), with board representation by FIS. There was a non-executive Chairman, 2 other non-execs (including the previous MD) and the current MD. The remaining 6% shares were a number of private individuals that were associates of the two non-execs. My role of interim FC included that of Company Secretary, and although it was not a formal Board appointment, I had to attend those parts of Board meetings that related to the finances of the businesses.

The company is a fabricator of mechanised advertising hoardings, with customers such as Adshel, Maiden and Clear Channel.

Back to the Top
Interim Scenario

With the Finance Director leaving at short notice, the role was a holding role ahead of the appointment of a new finance director. The strategic position of the business was turnaround.

The initial billing of the role was to sort out a computer problem. It was the intention of the MD to carry out the FD’s duties, however once I was established, the company was able to take advantage of my ability to prepare and present business cases to raise funds and to negotiate this with the bank and once funding was secure, to turnaround the finance department, its processes and to rectify the computer implementation that had failed.

Back to the Top
Computer Systems

Impact Award is a manufacturing ERP application. It is an ideal business tool to use for a metal fabricator such as SMF Displays as it has a comprehensive sales and distribution suite of modules, financial suite and manufacturing suite.

I was presented with a problem with the implementation. The Finance Director had taken responsibility for the implementation of the financials suite but the software supplier had implemented the sales and distribution and manufacturing suites. Unfortunately, the data load of the opening balances to the financials suite had not been carried out correctly, so the accounting systems misrepresented both creditors and debtors. Consequently, its value as a reporting tool was poor, however it transpired that this was exacerbated by on-going misuse of the system in the areas that were implemented by the software supplier.

The company based its sales pricing on a cost + formula in a competitive environment, therefore it was essential that the bill of materials in the manufacturing suite were accurate. This was not the case since suppliers were charging the company “small order” charges of between 10% and 30% of the cost stated on the bill of materials. The fabrication process involved several stages of external suppliers carrying out this sort of work, so the effect of not trapping the appropriate cost was more severe in the later stages of the process. The end result was that the company was making a gross loss on each sale and it did not have the reporting to determine that these losses were happening.

Back to the Top
Change management, training and coaching

The company had to ensure that its sales pricing was correct. The management accounting system would highlight those areas where losses were made through faulty pricing and this gave the sales department accountability for getting this right. In addition, where there were permanent changes to the pricing of the bill of materials, these had to be changed on the system – this needed education and training for the staff responsible and coaching to highlight the consequences of not getting in right.

Back to the Top
Reporting
The problems with the computer system ensured that the company could not identify that it was losing money for the two reasons stated. Because of the difficulty in drafting accounts that made any sense, the Finance Director presented a set of accounts that represented the view of the business that was held by the directors. However because it was losing money rather than making it, the situation could not be reconciled with an ever-increasing bank overdraft.

In resolving the difficulties with the computer system, I set about establishing a reporting system that identified variances in the business. This meant reporting sales and margins (at standard cost) by customer together with price and usage variances, sales and purchases order in-take and order book and detailed debtors analysis. This gave the MD the visibility of what was happening in the business based on a regime of strict financial internal controls to ensure that the company’s margins were preserved. By separately identifying variances, a reconciliation could be made to ensure that the variances of actual cost to standard could be made by the MD.

Back to the Top
Planning

The business had no planning capability. I was responsible for setting up a planning process for profitability, balance sheet and cashflow both in the long and short terms. These tools, together with those provided in the reporting mechanisms, provided the business with the visibility of its transactions. Given that this was a forecasting model, a number of different scenarios were built into the planning tool, depending on the likelihood of a number of different trading options that the company would be considering at any point in time.

In addition to the ongoing business, the company had a prospect of a significant contract with the Singapore-based business of a US-quoted company that required the setting up of a factory in Malaysia to make bus shelters. This contract would last for two years with the prospect of follow-up business. The planning mechanism included this “box 4” proposal (new market and new product). Since the company’s shareholders were unwilling to provide further capital to the business, the bank would have to be approached.

Back to the Top
Bank facility renegotiations

The company had already exceeded its banking covenants and overdraft facility when I went with the MD to the bank to ask them to fund the Malaysia project. In addition, the company was negotiating the sale of the freehold property that the bank used as security for its loans (although the loans far exceeded the market value of the property). Altogether, the negotiations required 3 visits, the final one involving the Chairman. The difficulties that the bank had were:

· The business was already a basket case and the bank manager wanted to know why this was the case

· The investment was Box 4 – new market, new product – the highest risk

· The bank (Bank of Scotland) had no overseas representation, so this had to be done through a third party bank by opening a local account and a UK account with HSBC with an agreement that BoS had title to all funds

· There was a hole in the accounts and the auditors hadn’t signed off (let alone the questionability of the going concern of the business) and the bank required that the accounts had a clean audit opinion

· There was a history of a lack of internal control and there was not a permanent finance director in place to ensure that this was corrected (even if I had made a start)

· The company had sold the equity property against which the bank held security for the existing loans (not that the value of the property covered the extent of the loans)

· The MD was not involved in the equity of the business

· The working capital of the business was such that debtor days were 30 (in fact sometimes negotiations were such that some customers paid early) and creditor days were 90.

Back to the Top
Due diligence
This operated at two levels:

Annual audit

Clearly the attitude of the bank was such that it wanted a clean audit report for the previous year whatever the concerns of the external auditors. As a result of some careful negotiations with the auditors, I was able to negotiate a clean report to satisfy the bank. Without this, the bank was sure not to have advanced the loans that the business needed to survive.

Bank audit

As part of the bank’s own due diligence, the business plan that I prepared with the MD was audited by the bank’s appointee (Mazars) at the company’s expense. This process involved in depth interviews with the MD about business strategy and then a particularly detailed enquiry into the numbers that supported this (to the extent that the Excel modelling was looked into). The auditor was satisfied that the numbers supported the strategy, that the strategy was sound and that this was a basis on which the bank could advance the loans.

Back to the Top
Resolution

The bank wanted a permanent member of staff in the position of Finance Director. Since the business was based in Bristol, I was not prepared to make the personal sacrifice of moving, so it was agreed that another person would be appointed. This was done during March and I managed the handover before leaving.

Finally, late February / early March 2002 saw the relocation of the business to its new premises, another process in which I was engaged.

The company is still trading and although the contract for the Malaysia plant has been completed, it is still manufacturing bus shelters for the Russian market.

Back to the Top
Conclusion

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

· Identify the problems with a computer implementation

· Improve management reporting

· Monthly management accounts

· Working capital management

· Strategic business planning

· Re-negotiating bank overdraft facilities

· 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
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