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TWEAKING

Key performance indicators (KPls)
are beloved of private equity firms
to understand what is going on in
portfolio companies. They are
even more important in times of
difficulty. But which KPIs should be
used? In the current environment,
it may not be the ones that
companies are familiar with.

“If you're relying on pre-
COVID-19 KPls as a measure,
that could be challenging,” says
Quantuma'’s Louise Durkan. “You
really have to look at your new
plan and work out which KPIs
make sense in today's situation.”

Operating cash flow

“This is the key one to understand
now,” says Fieldfisher's Michelle
Shean. “When are payments due
and when are you receiving
payments? Finance departments
need to be really up to scratch.”

Debt ageing

“This is an important KPI now,”
says Quantuma'’s Mark Lucas.
“When you do your 13-week
cash-flow forecast, you need to
get into the weeds and work out
when customers will pay. Ageing
debts will cause issues with
invoice discounting lines when
debts fall out of funding terms,
which have been 90 days.”

Book-to-bill ratio

“Where businesses have been
busy, this is important because

it offers visibility on future
demand and not simply finishing
off an order book,” says Lucas.
“This will be key to managing
future capacity.”

Net profit

Durkan says: “There will be a
period where if you look at net
profit, it's not going to give you an
accurate view of the business.
Companies are going to have to
be able to turn the lights back on,
get employees back, and there
will be a time lag in many
companies between generating
revenue and that converting
through to profit.”

“There will be a lot

of under-capitalised
businesses that will have
seen working capital fall
and need liquidity”

Ben Slatter,
partner, Rutland Partners

“As we move into the next
phase, companies need

to think about financial
fortitude - they need to set
and define future goals”

Louise Durkan,
restructuring partner,
Quantuma

“Businesses should be
looking to negotiate with
their creditors, maybe ask
for more frequent, lower
invoices or payments”

Michelle Shean,
partner, restructuring and !
insolvency, Fieldfisher

their reporting. Slatter explains:

"You need a forward view of cash flow -

a 13-week forecast - based on known
payments and receipts to identify the
scale of any problem and find the

lowest point of headroom in that period.”

He says every business Rutland
backs implements this, whether it is
underperforming or not. “It takes time
to refine these to provide an accurate
view of cash requirements by
comparing what happened with what
was predicted,” he adds.

Forward planning has been particularly
important as companies looked to restart
operations following lockdown and the
end of the furlough scheme. For many,
this may be the most critical point as
costs, such as payroll, are likely to rise
and government support eases off, while
cash may not come in immediately.

“Scenario planning is vital,” insists
Ashe. "And it needs to take account of

different assumptions around recovery.
What actions can you take in each
situation and how can you ensure the
business survives? Do you need to

cut travel budgets? Do you need to
make redundancies? The planning
needs to include specific actions that
will conserve cash.”

The best advice is to consider what
will happen over the coming year, even
though uncertainty looks set to prevail for
some time yet. As restrictions have lifted,
businesses need to have considered
how to reflate their balance sheets.
Workers will have come off furlough, but
sales volumes and revenues may well
not be at previous levels, while fixed
costs will be unchanged. “At the same
time, their debt burden may be higher
than before if they have deferred tax or
rent payments,” adds Ashe.

It's likely at this point many businesses
will look for finance. The good news is
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that there’s a wide range of financing options
available - from traditional bank financing
and invoice discounting through to specialist
and niche finance providers, private debt
and private equity.

Slatter explains: “"There will be a lot of
under-capitalised businesses that will have
seen their working capital fall as their business
has shrunk, and so need liquidity to go back
into working capital to get them on an even
keel with suppliers and creditors.”

Those businesses that can demonstrate a
tight grip on cash flow has been maintained,
along with planning for a range of scenarios,
are likely to receive a warmer reception from
lenders or investors. Durkan says: “As we
move into the next phase, companies need to
think about financial fortitude - they need to
set and define future goals. That means all
companies, even those currently doing well,
because those with financial fortitude can
react quickly and effectively to changes,
wherever they may come from.” @
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NEW INSOLVENCY REGIME

The Corporate Insolvency
and Governance Act came
into force in the UK at the
end of June. Already in
progress through Parliament
prior to the spread of
COVID-19, the Act creates

a more supportive framework
for businesses experiencing
stress and includes
temporary measures, such
as a suspension of the
provisions around winding
up, statutory demands and
wrongful trading.

Airline Virgin Atlantic
became the first company to
test the new restructuring
process when it filed for
bankruptcy protection at
the beginning of August.

“The suspension of
wrongful trading provisions
will be a significant help for
those struggling to pay all
creditors as a result of
COVID-19,” says Benjamin
Wiles, managing director,
global restructuring advisory,
at Duff & Phelps. “Companies
have worked to conserve
cash, and in doing so they
will have pushed back a
number of liabilities, such as
HMRC and rental payments.
This, combined with the
suspension of statutory
demands and winding up
petitions, helps the process
of formalising the
forbearance of creditors.”

Yet it's the more
permanent changes that
Wiles believes are the most
significant. The new rules
allow for a moratorium that
affords businesses protection
from creditors’ actions before
implementing a restructure,
such as a company voluntary
arrangement (CVA). It also
prevents suppliers seeking
a termination of contract in
situations where they believe
a company to be insolvent.
Embedded in the new law as
a check and balance is the
requirement to appoint a

monitor. The monitor must
be an insolvency practitioner,
able to assess the company'’s
suitability for a moratorium.

“Previously, businesses
could seek a moratorium
only if they were ultimately
entering an administration
process,” explains Wiles.
“That may not offer suppliers
or other trade creditors the
best return. The new regime
will give companies more
time to assess the options
available to them, such as
the disposal of assets or
refinancing, and that gives
creditors greater protection.

“The supply termination
rules are a really useful
introduction. Businesses
depend on the smooth
supply of goods and
services to continue trading.
The new regime will offer
reassurance to suppliers
that their customers will
continue to pay through a
moratorium period.”

The new regulations may
be particularly helpful
given the large number of
businesses that may
experience stress but were
profitable before COVID-19.
“The use of CVAs is
especially beneficial under
these circumstances,”
explains Wiles. “CVAs
previously had a bad name
because they were not
always used appropriately.
The situation today is that
many companies that would
otherwise be viable just
need time to work through
the options available to
them. We'll see fewer
administrations than would
otherwise be the case.”

Benjamin Wiles,
global
restructuring
advisory MD,
Duff & Phelps
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