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Background

Ultralife Batteries (UK) Ltd is the UK subsidiary of NASDAQ-quoted Ultralife Batteries Inc. This was the latest owner of this business which had started life in the 1980’s as a venture-capital backed company, was sold through Dowty and TI Group until finally Ultralife acquired the business from TI Group in 1994.

Post-acquisition, the business premises suffered from three fires, the insurance claims for which had hardly been started when I arrived.

I started the role in May 1997 and completed it in January 1999.
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Interim scenario

This role was a permanent position. The Managing Director was very keen to employ a head of finance since the incumbent was leaving imminently.
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Structure

Although the business was owned 100% by its US parent, the company was on a life support system. The fires had destroyed the company’s manufacturing plant and administrative offices in Abingdon. Its production capability having been destroyed completely, the operation was working out of temporary accommodation whilst the plant was rebuilt. Despite this, the business had a battery assembly customer base that could be supplied as well as acting as a distributor of product manufactured by the US parent.
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Reporting systems

At the start of the role, reporting was poor. In order to substantiate the insurance claims for business interruption, the sales and margin reporting had to be rebuilt for the past as well as set up to report the future. The fact that the second of the three fires had destroyed much of the accounting records did not help in providing statistical analysis to support the claim. As well as providing statistical analysis of lost sales, the company was required to provide the cost of sales details.

Since the strategy of the business was to act as a manufacturer, an assembler and a distributor, it was important to be able to distinguish sales and margin by both product and sales channel, both historically as well as going forward. Given that the details were not necessarily available in the past, this needed some investigation work.

Another aspect of the business that made reporting or paramount importance was the public offering to NASDAQ that the US parent made in January 1998. a significant amount of additional historical detail was required by the Securities and Exchange Commission (SEC) to support the application and these questions needed to be answered promptly. These details were subject to audit as part of the offering due diligence work.

Given that the company was on “life support” I would regard this as a “special situation” as it was in a state of commercial distress despite the existence of a supportive parent and 5 insurance companies that would not want to see the insolvency of the company.
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Computer systems

In order to provide the level of detail that the fire claims and the public offering required, the company’s accounting systems had to be upgraded.
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Settling a business interruption insurance claim

There are two aspects to negotiating a business interruption insurance claim:

Increased cost of working

This involves the identification and recording of costs that a business incurs as a direct result of the insurance incident, without which the business would not survive without incurring these costs. The exact terms of a specific insurance contract may vary exactly how this basic definition is applied, however an example would be the rental of alternative premises from which to trade and machinery hired to maintain production

Loss of gross profit

This is a black art. This involves considering the strategic positioning of the company with respect to both its customers and its suppliers in order to generate future business from customers at a given price (were it not for the insurable incident). This needs to consider the different strategic power structures of the company with respect to its suppliers and customers and the strategic direction that they follow. Based on this assessment, the company is able to estimate the amount of business that is lost following the insurable incident and consequently how much the loss of profits claim should be.

It was an important part of the claim to put together a case to the insurers to advance payments on this policy to ensure that the company survived. The insurance policy was a life-support system for its cash management. Effectively, a business case had to be presented to the loss adjusters to justify each advance of the claim.

The initial estimate for this part of the business interruption claim was £2m however it was settled at £2.8m.
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Planning
A critical element of the public offering was the business plan to support the UK side of the business. The offering was in support of the development of a new type of polymer battery by the US (using technology developed in the UK) that would be distributed to manufacturers in Europe through the UK subsidiary. This plan was subject to review by the 3 merchant banks involved in the offering and by the auditor’s due diligence process. I was a key member of the team that drafted the UK business plan and presented it to the merchant banks for which Lehman Brothers made a commendation that it was one of the best business plans and presentations that they had seen for a business of this (small) size.
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Due diligence
Apart from yearend, the main experience of due diligence was the parent company’s decision to offer stock on NASDAQ. This was not an initial public offering but one of several that the company had made during its existence (it has not made one since). I was responsible for preparing most of the business plan of the UK business and for this to be subjected to the due diligence process required by the merchant banks sponsoring the issue (Lehman Brothers were the lead of 2 other banks).
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Summary
As with Interconnect, this role set up some experiences that have stood me in good stead as a successful interim financial manager:

· Developing a first class financial reporting suite for the management of the business

· Ensuring that the three business interruption and material damage insurance claims being made by the company were maximised

· Supporting the US holding company by representing the UK side of the business in a public offering of shares on NASDAQ and successfully insuring that the public offering due diligence process went smoothly

· Managing the year-end process so that audit fees were reduced to 1/4 of the previous levels and time to audit sign off was reduced from 7 months to 6 weeks

· Upgrading the financial aspects of the manufacturing control systems

· Renewing the company's insurance with improved cover for a lower premium
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Footnote

Despite delays in development and production, the US has commercialised the polymer battery.
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