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Surviving the Long Term Workout

In today’s lending climate, finding a replacement lender is a
difficult process for under-performing companies, or those
experiencing financial distress, to undertake and achieve.
As much as a troubled borrower and their lender might like
to part ways, finding a new lender to take out the existing
lender at par may be a difficult objective to accomplish.

As a result, incumbent lenders are often finding themselves
in long-term workout situations that test the patience of
all parties. Finding a way to successfully navigate these
long-term workout situations could represent the difference
between a costly write-off for the lender and a successful
loan restructure with a rehabilitated borrower.

Turnaround professionals are able to assist in these long-
term workout situations by serving as a bridge between the
two parties. Lender and borrower fatigue often creates an
environment wherein the two parties fail to communicate
effectively with each other. The turnaround consultant serves
as an independent third party mediator of the conflict.

The Initial Work Authorization

Lenders dealing with underperforming or defaulting bor-
rowers often make the borrower’s retention of a turnaround
professional a condition of entering into forbearance agree-
ments. Lenders may be instrumental in developing the work
scope expectations for the turnaround firm. The scope of
work developed may be critical to the success of a long term
workout strategy.

The Weekly Cash Flow & Budget: In all cases, a weekly cash
flow must be created. The lender should require the develop-
ment of a weekly cash flow for at least six months, and pref-
erably one year. The weekly cash flow budget should be es-
tablished and performance should be measured against that
budget. A weekly budget to actual, a cumulative budget to
actual, and a roll forward 13 week cash flow should become
part of the weekly communication between the lender and
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the borrower. In addition, exception reporting for expenses
greater or less than a prescribed dollar amount or percentage
should be reported weekly. A reset time period for budget
updates should also be established.

The budget must be an anchor against which performance is
measured.

Explore Sources of Additional Funds: In a long term work-
out the need for additional cash often occurs. The lender
needs to know that all possible sources of cash inflows have
been explored. The turnaround consultant should seek out all
sources of cash that do not involve the lender increasing its
outstanding loan balances.

Provide Support for the Operating Decision Making: The
borrower will typically be required to make some difficult
personnel and operating decisions. It may be necessary for
the company to contract and right size its cost structure in
order to eliminate cash burn. The turnaround professional is
able to assist the borrower in identifying these actions, and
then can work to implement the strategies.

Implementing the Plan

Long term workout situations often require an initial influx
of resources to lead and support the workout strategy. The
turnaround professional can provide resources through a va-
riety of methods. For example, a Chief Restructuring Officer
(“CRO”) role can be added to the organizational chart, with
the turnaround professional filling that role. The CRO imple-
ments the agreed upon recovery strategy and then turns the
company back to the owners to manage, albeit with ongoing
oversight and enhanced reporting to the lender. As an alter-
native, the owners may ask the turnaround firm to assume
other key roles within its organization to augment perceived
weaknesses in its management structure—whether that be
as operating officer, financial officer, or executive officer. The
turnaround professional assists the company in finding the
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replacement person to fill that position long term, but serves
in that role during the initial phase of the long term workout.

Ongoing Reporting & Performance Monitoring

Critical to any long-term workout is the measurement of per-
formance to plan. Both the lender and the borrower must
believe each party is fulfilling its obligations to the other.
The borrower needs to understand that financial reporting
to the lender during this time will be enhanced—especially
in situations where the lender is providing additional fund-
ing or extending repayment terms. In turn, the lender needs
to be provided with evidence that the workout plan is being
implemented and the performance of the company is stabiliz-

ing or improving.

In addition to weekly cash flow reporting, timely preparation
of monthly financial statements will be critical. Additional
reporting of key indicators for the business, demonstrating
progress to plan, may be required. For example, if there have
been issues with accounts receivable collections, a key indi-
cator may be a summary of the accounts receivable aging pre-
pared on a weekly basis. Or, if overtime has been an historic
problem, a key indicator would likely include a summary of
regular time hours and overtime hours weekly.

Successful Outcome

The measurement of success in a long term workout can take
a year or more to reach. During this time it will be critical for
both the borrower and the lender to attempt to work together
for the betterment of both parties. The turnaround profes-
sional should develop the strategies to implement, and then
the measurement tools by which to gauge progress. While
turnaround firms have been used for decades, their role has
generally been specific to a desired outcome of finding a new
lender or equity structure. In this new economic reality, the
turnaround firm becomes involved with the borrower and the
lender for a more extended period.
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The initial involvement should include cash flow planning,
cash resource review, and operational change review. After
that initial assessment and plan development, the next phase
of the long term workout becomes specific to the turnaround
situation, but in all cases requires enhanced reporting of
financial and operating progress to the agreed upon plan.

The Goal

The successful turnaround plan implementation also provides
a proven track record for the borrower to use as it transitions
to a new lender. While the time frame required to achieve
that transition may be longer than hoped, the enhanced re-
porting and tactical decision making should offer a higher
probability of successfully rehabilitating the borrower, and
finding a replacement lender, over the long term.
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Contact Information

Focus Management Group is a leading business restructuring firm headquartered in Tampa, with offices in Atlanta,
Chicago, Cleveland, Dallas, Los Angeles and Philadelphia. For more information regarding our experience in long term

workouts, contact one of our experienced Managing Directors listed below:

Corporate Offices Key Contacts

5001 W. Lemon Street Juanita Schwartzkopf: j.schwartzkopf@focusmg.com
Tampa, FL 33609

Tel: (800) 528-8985

Fax: (813) 281-0063

www.focusmg.com




