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When it comes

to restructuring,
many businesses
make the mistake
of scrambling for
short-term cuts, but
taking the time to
set strategic goals
can help avoid
long-term losses

Tim Cooper

hen experienced finance

leader Amrish Shah worked

at Unilever, he faced the task
of restructuring its central European
ice cream business due to rapidly
melting profits. Some companies may
have concentrated only on cutting
costs in such a perilous situation.

But a cost-only focus would never
have sufficed as it risked weak com-
mitment or even resistance from
employees, with no brighter future
to inspire them, says Shah.

“Instead, we decided the restruc-
turing plan must go hand in hand
with a five-year strategy of rein-
vesting benefits to deliver a win-
ning, thriving organisation. It was
rewarding to be part of that compel-
ling change narrative.”

The outcome was Unilever was
able to action most of the restruc-
ture plans within two years and
financial results were in line with, or
better than, the business case. You
might say they had it licked.

This is a familiar dilemma for
many finance and operations lead-
ers, but it is becoming more urgent
in the coronavirus pandemic. Many
are under intense pressure to cut
costs quickly. But if they do it too
hastily, it could damage the compa-
ny’s long-term prospects.

Shah says, as organisations have
become more sophisticated, agile
and responsive to market needs,
business restructures should now
aim far beyond simple capacity and
headcount reduction. Unless it is a
desperate bid for short-term survival,
the main goal should be to improve
long-term health and capacity.

Such a strategic focus could
encompass many factors, such as
freeing capital to invest in growth,
divesting units that no longer fit
your portfolio, strengthening supply
and distribution networks, reducing
risk or boosting competitiveness.

For example, a restructure follow-
ing a merger could create cost syn-
ergies. But a higher priority should
be to boost competitiveness by, say,
increasing influence with distribu-
tors and enabling the new group to
commercialise its intellectual prop-
erty across geographies.

COVID-related uncertainty is
triggering a vast array of business
restructuring  activities. These
range from formal insolvency pro-
cedures to restructuring debt, rede-
signing operating models and sup-
ply chains, managing new areas
of risk and negotiating long-term
stakeholder support.

But, too often, leaders are forced to
reacttothe crisissoquickly that theyact
irrationally. For example, they forego
strategic analysis for an easier top-slic-
ing approach, cutting a set percentage
of costs from every department.

This sweeping approach often fails
because it removes critical areas
that support future sales or growth.
For example, removing a compa-
ny’s product development team may
improve short-term profit, but badly
damage future sales.

To manage this challenge, chief
financial officers should start by
running a thorough strategic analy-
sis of every cost in the business, esti-
mating the long-term effect of cut-
ting each on metrics such as sales,
profitability and customer loyalty.

Ben Collett, managing director of
UK advisory at Duff & Phelps, says:
“When markets change rapidly,
companies often need restructures

CFOS' COST-CUTTING IMPULSE

IS WANING AS COVID PROGRESSES
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to define and accelerate the operat-
ing and financial responses needed.
They may need to reduce costs in
line with lower demand or prices, or
make costs more flexible to match
uncertain demand.

“But successful business restruc-
tures tend to feature much wider
strategic goals that position them
for future growth. These may
include customer service improve-
ment, new product development,
investment in plant and machin-
ery, supply chain streamlining and
working capital efficiency.”

A current example is the risks high-
lighted by the pandemic of using
supply chains in far-off countries.
If such a chain breaks, it could take
weeks or months to restart, over-
shadowing cost-savings benefits.

Many businesses are looking to
move supply chains nearer their
home markets, enabling them to fix
disruptions faster, flex for demand
changes, and reduce stock and
working capital.

Andros Payne, managing part-
ner at advisory firm Humatica, says
another opportunity comes from the
dramatic acceleration of technologi-
caladvances and learning during the
pandemic, for example with collab-
oration tools and online retail apps.

“That has opened an opportunity
to rethink the organisational set up
for many,” he says. “But too often
companies forget such strategic
benefits as they rush to cut costs.”

Robert Schach, managing editor at
Debtwire, says the goal of many cur-
rent restructures is to ready busi-
nesses to bounce back in an eco-
nomic recovery.

“There will be a pent-up demand
after the latest lockdowns,” he

66

Successful business
restructures tend to
feature much wider
strategic goals that
position them for
future growth

says. “If you think your earn-
ings can return to previous lev-
els, you can avoid the distractions
of cost-cutting pressure. Focus on
managing your liquidity and post-
poning rather than cutting costs,
for example through tax defer-
rals. This will allow you to focus on
more core strategies.

“If you anticipate more long-term
damage, for example in the hospital-
ity and airline sectors, you may have
to look more at your cost base and or
need a financial restructure.”

Shah says business restructures
are usually painful for any organi-
sation due to the associated uncer-
tainty and impact on people.
They can lower motivation among
employees, customers and suppli-
ers, because they cannot see what is
in it for them.

He recommends doing the hard
work first to identify the exact prob-
lems to fix, communicating trans-
parently and empathising with indi-
vidual and team concerns.

“Articulate clearly the change in
direction and why it is necessary for
the organisation to thrive in future,”
says Shah. “It may take time for stated
benefits to materialise, so measure
interim operational performance and
progress as success markers, sharing
progress regularly.

“Keep reminding all stakehold-
ers of the overarching narrative
and check its impact on morale and
daily focus. Minimising personnel
losses also implies you will support
growth opportunities for key per-
sonnel. All these things will build
trust and unification.”

Another danger in restructuring
is doing it too late to catch up with
market changes. Companies often
restructure only after they have
started experiencing financial pain.

Payne says: “It usually takes time
for a new organisational set-up to
become fully effective. So it is crit-
ical to anticipate future customer
needs and competitive moves to
align the business in advance.

“Leaders also tend to underes-
timate the disruption involved.
They think it just involves shifting
employees into new silos. They miss
the impact of changes on manage-
ment processes and interactions at
lower levels in the organisation. It
is important to work out the details
around that impact before a new
set-up goes live.

“This creates lots of work on top
of business as usual. Managers
mostly do not dedicate enough
time to it. But it can avoid poten-
tially disastrous consequences.”

Yet another challenge is that
leaders can be reluctant to
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WHERE ARE COMPANIES CUTTING COSTS?

Facilities/general
capital expenditures

Operations

Workforce

IT

Research and development

Digital transformation

Customer experience

Environmental, social and
governance activities

Cybersecurity or privacy

American CFOs state which investment types they are deferring or canceling planned investments as a result of COVID-19
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involve other managers in their
plans, fearing biased thinking or
pre-emptive resignations.

This is a fundamental error, says
Payne. Managers at different levels
understand the trade-offs, costs and
potential gains of proposed changes
better than anyone.

“But potential adverse effects
can cloud their thinking,” he
says. “The challenge is there-
fore to set up a collaborative, evi-
dence-based, non-threatening
process with managers to define
the new structure.”

Before you start any reorganisa-
tion, analyse your customers’ future
needs and preferences over various

time horizons and align the planned
new structure with these.

“If executed and communicated
well, everyone knows their role, who
they report to, what you expect of
them, what has changed and how
their performance will be meas-
ured,” says Payne. “All these things
are worked out beforehand, with the
accountable managers, to avoid dis-
ruption later.”

Though a singular cost-cutting
focus is undesirable, analysing cost
competitiveness is crucial because a
lack of it can be a weakness.

Julian Gething, corporate restruc-
turing partner at McKinsey &
Company, says if companies cannot

compete on costs, they need to be
more agile, focusing on areas such
as quality and service to justify a
higher price.

Innovation is also key to catch up
or leap ahead, for example creating a
strategic advantage through digital
routes to market.

Finding success through
restructures is a never-ending
task, though. “Businesses face
ever-changing macro environ-
ments and customer and com-
petitor behaviours,” Gething cau-
tions. “Achieving strategic goals
requires continuous improvement.
Once you think you have finished,
start again.” @
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Solar panel merger shines
with empathy

Netherlands-based Esdec is an exciting
example of restructuring for growth. In
the last 14 months, it has shone in the
US solar panel installation market after
acquiring and restructuring three local
companies. There were no redundancies
and Esdec never communicated cost-
cutting as a benefit.

All three companies were growing and
competing, with overlapping customer
bases. This allowed the new team to cut
costs by consolidating distribution and
supply. But it was not the strategic aim,
says Stijn Vos, Esdec’s chief executive.

“The strategy was to reduce risk
by making our supply chain more

reliable,” he says. “We started as a small

customer for lots of suppliers. The

restructure enabled us to cut supplier

numbers and build bargaining power.
This made us more reliable, reduced

our delivery time from fourteen to ten

days and enabled our distributors to

reduce stock levels and be more flexible

with customers.”

The result was that customer feedback
scores improved every quarter and the
firm has grown rapidly this year, despite

the coronavirus pandemic.
“We understood the importance of

being close to customers in this market,”

says Vos. "Before the reorganisation,
we surveyed and interviewed lots of

customers. They wanted reliability. So we

implemented a system that monitored

reliability from the customer’s view and

itisincreasing now.”
To avoid distractions from the
strategy, Vos placed the most

strategically-minded people in charge

of each unit and had them monitor
progress against targets regularly.
“Bringing three companies with
very different cultures together was
complicated,” he says. *| decided to

move my family from the Netherlands to
America to lead the transition. You need

a particular knowledge to understand

and run this business. | knew | couldn’t
manage it from overseas.

“Doing that meant the companies could
see we were all in this together and it
helped break cultural barriers. Another
thing we learnt was that transparent
and consistent communication is vital.
For example, | sent a monthly letter to
everyone about actions and progress to
keep telling the story.”

Andros Payne, managing partner at
advisory firm Humatica, which advised
on the reorganisation, says Esdec is one
of the most exciting restructures for
growth he has seen.

“The chief executive and the private
equity owner both have high emotional
intelligence and empathy,” he says. "The
CEO was able to anticipate personnel
issues and head them off early. Despite all
the tensions in the room, a sensitive leader
can make it work like a beautiful orchestra.

“They also took time upfront to get
deep transparency among the three
companies, to understand each other’s
cultures and ways of working, which
promoted trust and collaboration. The
communication was all about potential
growth and becoming the market leader.
When the companies realised they
shared the same vision and could achieve
it faster together, that was powerful.”
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