A Puritan Interview

The Turnaround Industry with Dan Dooley

Principal of Morris-Anderson & Assaciates Ltd.

Puritan Finance has been providing asset-based funding solutions since 1958. Here’s an excerpt from some recently gathered

insights affecting our industry. We hope you find them stimulating.

What is the state of the turnaround
business today?

Business is very slow. Workouts are down at least 50% which is no
surprise to anybody in the industry. This is primarily because the
business is cyclical and has been riding high for approximately four
years. As a result of the slowing down, many firms have diversified,
primarily through front-end work for M&A due diligence and backend
BK work, such as liquidation trusts or litigation support.

Morris-Anderson has expanded in the last 6 months, largely as a result
of this work. We have opened an office in Cleveland and acquired a
liquidation trust business in Wilmington DE.

The slowness that we've seen has been happening for the last three to
four quarters. If it continues there will be a consolidation and a thin-
ning of firms and people. Banks, law firms and accounting firms are
so large now they will only deal with other firms. In many cases, it
takes the one-, two- and three-person firms out of the picture.

The industry will always remain cyclical.

Do you feel the cycles are getting shorter?

The lengths of cycles are clearly getting shorter, due primarily to technology
and information transfer, which is an indirect result of technology
advancements.

The cycles used to be seven to ten years. They are now more like three
to five years and it’s likely they will become shorter yet. By example,
look at the tech boom. It was approximately a five year cycle boom to
bust. Another example, junior secured lending or Tranche B, is
already a mature industry. Six years ago there were three primary
players in this market. Today there are anywhere from 10 to 50 times
that number.

What are some key red flags that a banker
should be looking for before there’s any hint
of trouble with a borrower’s business?

There’s the obvious financial indicators, bad A/R, decrease margin,
etc. But there are two major things a banker should be looking to
identify. First is lack of execution. Ask your customer to do something,
come back in a few weeks and see if there’s been a change. Look for
and identify failed promises. Second is resistance to input. Your
customer has all the answers and resists any change. As a lender you
want your customer, an old line company, to just talk to some outside
help. They reject this help out of hand, insisting they don’t need any
help. They have everything they need. This is a sure sign of a firm in
trouble.

What actions can a banker take once trouble
hits a client, but before they look to bring in
a turnaround professional?

Most often, when Morris-Anderson gets involved it’s because of a three
or four covenant default. A forbearance agreement is the obvious first
step. It would be good to get a promise of some execution plan being
done in exchange for the forbearance or covenant relief.

Once engaged, by even the most difficult of owners/CEOs, 99% of

the time they're happy the turnaround professional is there. Morris-
Anderson has had some success in recent years in getting engaged
eatlier by creating a “mentoring program.” The bank has Morris-
Anderson come in for only a few weeks and on 4 fixed fee with no
obligation to hire them. The fixed timeframe and fee helps both the
lender and the company get past the initial fear of cost. This is the
innate conflict of interest with consultants, because consultants bill for
their time, thus using up two precious commodities in the process,
time and money.
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