Trutex
Background
Founded in 1865, the business has had several owners, during which time it had built a significant brand. However, by early 2009, the business had been so badly managed that it entered a “pre-pack” receivership and the business bought by a venture capital fund. Following the removal of 4 of the 6 directors, professional turnaround agents were brought to the business to return it to profitability. As an interim, my objectives were three-fold:
1. Since the management team could not easily understand margins, to identify problems perceived with the margin reporting of the business.

2. Work with the incumbent finance director and to assess his suitability going forward, coaching as necessary

3. Following my initial enquiries, the finance team volunteered a number of issues that were not identified at first and which had important implications for the overall management of the business as well as of the finance department
At the time, there were 2 other interims working in important areas of the business, heading the warehouse and supply chain and in IT. Also, culture was being changed from closed hide-the-problem to intense focus on performance measurement, openness and speedy decision-making.
Suitability of the incumbent finance director
Unfortunately, this part of the brief changed within days of starting the assignment as the incumbent FD called in sick with undiagnosed symptoms of stress. This meant that I had to take over the responsibilities of the finance director whilst sorting out a number of issues that were become apparent from the other work stream. Ultimately, this was resolved by a settlement with the incumbent, his resignation and the appointment of a new FD.

Margins
Soon after starting, and with aid from the finance team, the reasons for the questions over margin became apparent:

· There was a standard costing system in place for the cost of freight and duty (90% of product was imported from the Far East, particularly China, Indonesia and Bangladesh). This was not controlled in any shape or form and consequently variances were not being highlighted. Similarly, there was a standard costing process over some value-added activities that the company brought to its product offering which were not controlled properly either

· There was a separate, but possibly in part related, problem with the valuation of inventory, Although there was not the time to fathom out all of the reasons for it, but there was an uplift in value of inventory at the point when the venture capitalists made their investment and this flowed through into margins in the subsequent periods. During these periods, reported margins were 15%  points lower than expected and satisfactory reasons for this could not be provided

The solution to the first problem was to introduce landed cost tracking as an alternative to standard costing freight and duty, removing the need for someone to identify and explain the variance each month.

The solution to the second problem was more problematic as this would require the complete re-running of the costing system to remove the effect of the fictitious inventory revaluation, a time-consuming exercise fraught with danger. It was important to complete such an exercise to ensure that margins going forward were clearly understood, clearly an important part of the culture change. To support this, extensive margin reporting was implemented so that this could be measured throughout the month and in whatever way was required by the business.

Finance issues
These arose from a couple of important errors:

1. A number of redundancies were made, 3 of which were in finance. However, proper due diligence was not made of these 3 and consequently there was a significant loss in fighting weight and operational knowledge in the department
2. A lack of general control, partly arising from the staff losses but more particularly through a lack of leadership. This lead to:

· Backlogs in processing invoices and credit notes
· Failing to accrue costs not yet incurred
· Delays in controlling several important control accounts

· Using inappropriate accounting policies in some areas and

· Not having policies at all in other areas

These impacted on the ability of the business to generate “no surprises” management accounts and cash flow forecasts and left the business exposed to compliance contraventions. 
