











5. Aggressively manage costs

Cost containment has long been a reliable tool for improving financial
performance. In recent years, improvements in centralised procurement,
and better use of technology and business process outsourcing, have all
helped companies to cut their costs dramatically. Many large, industrial
organisations have also managed to reduce their costs by changing the
benefits they offer. Now, a growing number of firms are trying to leverage
their existing systems more effectively, rather than investing in new systems,
by standardising their technological infrastructure.

There are other cost-containment measures you can take in the human
capital realm, in addition to those we have already mentioned. They include
using distance or computer-based training and electronic processes to
acculturate new employees, outsourcing to third parties and moving to a
shorter working week.

Ask yourself this: How can we significantly lower our cost structure on
a permanent basis so that, when things start to get better, we will be at
an advantage?



6. Exercise discipline in capital investments

After years of trying to work off the effects of overcapacity, companies in
many industries are beginning once again to invest heavily in maintenance,
capacity expansion, new product development, technology upgrades and
new market entry. If your company fits into this category, it is essential to
ensure that you have a rigorous process in place for determining your
overall capital spending, allocating it among business lines, evaluating
individual projects and monitor the efficiency of your capital expenditure.

While many companies are good at evaluating different projects, they do
not have integrated capital allocation and budgeting processes, so the
overall effectiveness of their capital expenditure is reduced. It is particularly
important during the current turmoil that such companies should review
their existing capital plans to identify — and consider delaying or abandoning
— any investments that may no longer be capable of delivering the returns
they want.

If your company is in a position to complete mergers and acquisitions,

you should also recognise that it will be unable to reap the full benefits,
unless you create a business model that investors and employees alike
can understand. Other critical success factors include focusing on effective
cross-selling and increasing market share, weeding out any cultural misfits
and retaining key employees. It is important to concentrate on what really
matters, rather than taking a scattergun approach.

Ask yourself this: What unexpected growth opportunities are now
available, and how can we take advantage of them?
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7. Assess and monitor credit exposures

throughout the value chain

The steps we have outlined so far deal with how you can manage the
risks associated with reduced access to liquidity. However, the credit
crisis has also increased the credit exposure of some organisations,
through normal commercial transactions and financial counterparties.
Many companies have therefore begun to reduce the credit they offer
customers, to require additional collateral and to step up their debt-
monitoring and debt-collection efforts. They have likewise begun to
monitor the credit quality of derivative counterparties, insurance carriers
and other financial partners more closely, thereby reducing their exposure
and diversifying their banking relationships.

In addition to taking such precautions, you should evaluate your supply
chain - including the suppliers that provide you with vital financial services
like insurance. When crises occur, enormous stress is placed on insurers
from an escalating number of claimants. So it is important to consider not
just the level of risk you have transferred, but also to which insurers you
have transferred that risk — and ensure that they are reputable, financially
viable counterparties with a solid reputation for managing their own risks.

The financial profile of an insurer is not all that matters; so do the
methods and processes it uses to manage enterprise risk. One good
way of getting information about this is to review Standard and Poor’s
credit rating assessment of insurers, which includes separate ratings and
commentary on the enterprise risk management processes of individual
insurers. Coverage is only meaningful if it is provided by an insurer that
will pay claims.

With so many high-profile supply chain disruptions of late, many companies
are also investing more resources in evaluating the reliability of the links in
their industry value chains. They are taking corrective action, where necessary,
such as providing financial assistance to vendors, holding excess inventory
and seeking alternative sources of supply, among other strategies.

Ask yourself this: How can we help our customers?



A financial crisis need not
be all doom and gloom

Yes, there are risks to manage and challenges to surmount. But crises

can also provide a chance to deal with structural issues that were previously
too difficult to confront. They can, for example, unite stakeholders in
confronting the problems necessary to enhance competitiveness, including
undertaking large restructurings.

As credit continues to tighten across many industries, we expect to see
well-capitalised companies take advantage of rare opportunities to address
their strategic objectives by acquiring or merging with other organisations.
This is already happening in the financial services and utility sectors, where
the stronger players are beginning to subsume weaker ones, and we
anticipate that other sectors will also consolidate, as the leading players
“dust off” their lists of strategically attractive assets.
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What this means for your business
Managing risks, avoiding
pitfalls and capitalising on
opportunities

Clearly, the current market conditions are threatening the financing
capabilities of companies like yours. As the financial crisis ripples through
the global economy, we anticipate that it will begin to have a negative
impact on overall business performance. This is no time for complacency.

If your company is already in a crisis or expects to face difficult times
ahead, your focus should be on generating cash — by safeguarding your
existing assets, reducing your costs and selling assets — in an effort to
stabilise the organisation. But if your company is in a strong financial
position, then you should be keeping an eye on the horizon for potential
opportunities. Despite the current turmoil, this could well be a good time
to address structural issues within your company, or to execute the
strategic transaction you have long been considering — and do so on
very favourable terms.

Many companies are also seizing the chance to change remuneration
systems that reward short-term results and encourage inappropriate risk
taking. If you need to alter your compensation programme, you should
place more emphasis on consolidated results, revisit “leading” versus
“lagging” performance measures and ensure that your management
information and reporting systems are integrated. You should also ensure
that you have a well-crafted communications strategy that covers all your
stakeholders, including your employees, customers, suppliers, shareholders
and the media.



What should you be considering?

Ask yourselves these leading questions:

Do we have timely, accurate cash-forecasting information?
If so, can we reconcile our short-, medium- and long-term
forecasts?

Do we understand the performance variance drivers that
can lead to forecast risks?

Do we have access to sufficient sources of liquidity?
Have we maximised the efficiency of our working capital?

Do we understand our cost drivers, and do we have
sound links between our operating plans, financial plans
and budgets?

Can we identify investments that may no longer be meeting
our financial objectives?

Have we analysed our credit exposure through
commercial transactions, financial counterparties and
supply-chain partners?

Do we have the right strategy in place to attract and retain
the talent we need — not just to survive today’s downturn,
but also to win in the marketplace of tomorrow?

If this sounds complex, that’s because it is. The leading
companies often turn to specialists for guidance in analysing
where their organisations are now and how best to get where
they want to go.
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In considering alternative future scenarios and how to respond,

you should pay close attention to the opportunities for managing your
company’s liquidity in various ways — particularly those associated with
asset purchases and sales, financing transactions, cross-border cash
movements and organisational restructuring. You should also consider
the tax implications.

Given the potential impact of the economic downturn on your company’s
financial performance and business plans, it is important to involve your
board of directors as early and deeply as possible in making decisions
about how the company should respond to any emerging risks and
opportunities. You should be prepared for the board to challenge your
forecasts and assumptions. And you should ensure that there’s a robust
process in place to keep the directors informed on a timely basis -
especially if the company’s situation should rapidly change.

One more thought: If yours is one of the companies where the effects
of the credit crisis are particularly acute — such as those in low-margin,
cyclical businesses and those that are highly leveraged - it is vital to
focus on the longer-term viability of the enterprise. In certain instances,
large-scale restructuring, renegotiation of debt agreements or even
reorganisation may be your only viable alternatives.



So, just to recap: The time to deal with the critical short-term
risks of liquidity and finance and prepare for a possible extended
economic downturn is now:

¢ Develop and maintain a robust financial forecast

¢ |dentify your most important risks and develop
appropriate responses

Ensure that you have adequate sources of liquidity

Make your working capital processes as efficient as possible
Manage your costs aggressively

Exercise discipline when making capital investments; and

Assess and monitor your credit exposures throughout
the value chain

These seven steps are critical in managing the risks, avoiding the
pitfalls and capitalising on the opportunities that emerge in
periods of financial and economic turmoil. They will enable you to
acquire a better understanding of your cash needs, improve your
decision making and manage performance variables more
efficiently. They will also enable you to increase your liquidity,
reduce your credit exposure and financing costs, mitigate the risk
of supply-chain disruptions, adopt a disciplined approach to
capital investment and enhance your return on investment.
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