
Perspective
Practical ideas for manufacturers and distributors

The current economic climate has signiýcantly affected 
the manufacturing sector. The building material and 
transportation industry segments were the ýrst to slow 
starting in late 2006. As consumers started pulling 
back spending, the deterioration in those two segments 
continued and started to impact other segments in the ýrst 
part of 2008. The situation was further exacerbated by the 
ýnancial crisis that started unfolding in late summer of 
2008. A recession is upon us and the general consensus 
of economists is improvement wonôt start until the third 
quarter of 2009.

What can your company do to sustain during this economic 
downturn? Taking the appropriate steps now can minimize 
the impact of the recession on your business. Focusing on 
the following six areas can help you continue to grow your 
business and weather these tough economic times.

1. Update Strategic Plan 
Asking four questions can help a business effectively 
look at their strategy: What is our marketplace 
potential? What infrastructure investments do we  
need to make to reach our potential? How will we  
look from a ýnancial perspective? And how do we 
remain innovative?

	 Although a management-driven approach can be 
effective, incorporating company leaders in the strategic 
planning process and using a balanced scorecard 
framework to guide the planning process helps 
everyone stay on track. A scorecard can help encourage 
and gauge customer, infrastructure, innovation and 
ýnancial target performance.

2. Review Sales and Marketing Efforts
	 Understand your market and implement ñactionableò 

segmentation based on buying behaviors. Consider 
using the 80/20 rule ï 80% of your revenues are 
coming from 20% of your customers. Track customer 
activity and score them based on margins and payment 
performance to determine which accounts are the 
worst performing and worth exiting. By analyzing your 
customers pricing and margins, you can implement 
action plans that deepen key relationships ï resulting 
in more proýts for your company. 

3. Focus on People
	 Employee retention is critical during an economic 

downturn. Companies need to ensure that 
their compensation and beneýts programs are 
competitive to retain employees, with an emphasis 
on rewarding top performers. It is increasingly 
important for companies to have recruitment 
and reward plans in place to attract and motivate 
critical talent ð and maximize the return on a 
companyôs human capital investment. 
 
Research shows that wage and affordability  
issues can be a huge distraction and stressor  
in the workplace. To entice skilled workers,  
itôs important for employers to offer competitive  
wages and beneýts. Turnover can easily cost a 
company 150 percent or more of an employeeôs 
annual compensation.

4. Review Operations
	 Now is a good time to examine functional areas of 

operations and scrutinize how well your processes 
are working. By benchmarking operational 
efýciencies against your peers, you can learn about 
best practices that can improve your companyôs 
bottom line and identify areas in your operational 
structure that are not as efýcient as they could be.

	 As you review your operations, focus on these  
key areas: 

Å	 Implement lean manufacturing techniques
Å	 Use technology to improve back ofýce 

processes
Å	 Determine appropriate inventory levels
•	 Reconsider sourcing alternatives both global 

and domestic
Å	 Improve supply chain information for 

timeliness, accuracy and relevancy
Å	 Update product costing to reþect current 

business conditions



2 
  P

er
sp

ec
ti

ve

As the economy slumps, information technology (IT) 
spending is projected to fall, even as concern over risk 
and security rises. In a recent study released by RSM 
McGladrey, executives of U.S. manufacturing and 
wholesale distribution companies reported that IT is of 
increasing importance — and concern — to their business 
operations. While enhancing existing systems and further 
training will be priorities in the coming year, IT risk 
management and disaster recovery systems are integral 
areas that may suffer as spending is cut.   
 
RSM McGladreyôs Information Technology Report was 
based on the results of the ýrmôs 2008 Manufacturing 
and Wholesale Distribution National Survey conducted 
earlier this year. More than 960 industry executives ð 
representing 911 companies ð responded to questions on 
current business conditions, growth strategies, innovation, 
cost management, technology initiatives, operations  
and globalization. 
 
ñWhen evaluating improvements that can be made to the 
performance of a companyôs IT systems, it is important 
to consider their current objectives as well as where they 
want to be in three to ýve years,ò said RSM McGladrey 
Managing Director Gordon Opland. ñMany companies 
solely target their immediate needs as opposed to 
developing a strategic IT plan that is monitored. With the 
evolving nature of technology and business, this approach 
does not properly align IT initiatives with business needs.ò 

With the growing concern of technological risk and  
security threats, both internal and external, the quality 
and security of IT systems has never been more important. 
However, only 22 percent of executives reported that 
technology was a critical risk to manage, compared to 
ýnancial (68 percent), operational (65 percent), legal and 
regulatory (48 percent), and supply chain (39 percent) risks. 

Technology is reported to play a more critical role for 
distributors than for manufacturers. Based on survey 
respondents, 91 percent of distribution executives value  
IT as an increasingly critical part of operations, compared 
to 72 percent of manufacturers. Another disparity between 
the two industries is in regard to the importance of IT 
strategy. Some 68 percent of distributors ð versus 50 
percent of manufacturers ð link IT strategy to their 
business plans.    

Underscoring the critical nature of IT, there is currently  
a high demand for qualiýed professionals in the U.S.  
Among 16 skills that were listed under ñhiring needsò 
in the survey, the need for technology personnel ranked 
sixth. Larger companies have a higher demand for IT 
labor: 46 percent of companies that indicated such a  
need have revenues of $500 million or more. Companies 
with $100-500 million in revenue ranked second,  
with 26 percent of companies expressing a need. 
 
Overall, 26 percent of distributors and 18 percent of 
manufacturers cited a need for IT personnel, further 
illustrating the difference in perceived importance of IT 
between manufacturing and distribution executives. 

Given the signiýcance of IT systems, growth in capabilities 
and functionality is always a key issue. There are two 
ways to effectively upgrade a companyôs IT framework: 
through installing new systems or expanding the current 
technology already in place. Both options saw a rise in 
this yearôs survey as 72 percent of executives reported 
that they were upgrading their current systems, compared 
to 58 percent in 2007. In addition, 53 percent plan on 
implementing new technologies, as opposed to 44 percent 
in 2007. 

While most executives report that they will be replacing 
or upgrading their current systems, companies of all sizes 
are reducing their technology spending for the coming 
year. A strategy that is being considered to enhance the 
effectiveness of current IT systems, and to save money, 
is greater education. Fifty-two percent of respondents 
indicated that more training is needed in order to fully 
realize the capabilities of their technology framework. 
Investing in training and education enhances the 
investment that companies have already made in their 
current systems. 
 
ñDeveloping a comprehensive training plan is one of 
the most important steps that a company can take when 
implementing or upgrading their IT systems,ò commented 
Opland. ñA successful training program can help ensure 
that you are getting full value and functionality from your 
systems, your personnel and your operations.ò



 

5. Review Financing
	 In todayôs tight economy, it is important to meet 

with banks and/or ýnanciers on a regular basis. 
Make sure you know who has ýnal authority for your 
credit decision, and meet with that person. Being 
proactive about reporting any potential cash þow 
issues can strengthen a companyôs relationship with 
its lender and make it easier to get an amendment or 
waiver if a covenant violation occurs.  

6. Establish Cash Flow Management
	 Cash is the lifeblood of every company and should be 

focused on everyday. Understanding your cash þow 
is critical ï where cash is generated and where it is 
going. The cash cycle begins when an item is ordered 
from a supplier, and is completed once payment is 
received from the customer. Identify the timing of 
each element of the cycle ð how long it takes to pay 
invoices and collect revenues, etc. and then develop 
a cash þow plan. Doing so will allow you to be 
proactive and inþuence the timing of both receipts 
and disbursements. 
 
An easy step to improving cash collections and 
reducing the length of the cash cycle is to avoid 
waiting until after a payment is considered late in 
your aging reports before you call your customer. 
Call them well before the payment is due to make 
sure they received the product, the quality met 
speciýcations and they received the invoice. This 
avoids wasted time and keeps the invoice at the head 
of the customerôs payment process.
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It is no secret that the credit market is tough right 
now. One way to make it even tougher is to fall  
out of compliance with your loan covenants.  
These covenants — conditions that lenders place 
on the borrower in order for the borrower to meet 
the terms and conditions of the loan — can include 
such mandates as maintaining sufýcient insurance 
coverage and meeting key ýnancial performance 
ratios. In the current recessionary environment, 
those covenants may be harder to meet.

In past years, companies with loan covenant 
compliance issues often could get a waiver from 
their lender. In the current market, that is likely 
to be signiýcantly harder to do. If your lender will 
not grant a waiver, and if you cannot line up other 
ýnancing, then your auditor may not be able to  
sign off on your company being a going concern.  
So what should companies do?

Make sure you are aware of all your loan covenants, 
and track your results to see if any of them are 
likely to be an issue. If so, begin frank discussions 
with your lender immediately to see if a waiver or 
other accommodation is possible.

If your lender will not be able to continue ýnancing, 
you will need to move quickly to ýll that gap.  
Other traditional lenders are a less likely option 
than they have been in the past. Mezzanine or 
equity ýnancing may be an option. Asset-based 
ýnancing could be another. In any case, the earlier 
you are aware of any covenant, the more time you 
will have to work with your lender and investigate 
alternative ýnancing if necessary.




