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CLIENT

A HEAVY EQUIPMENT DEALERSHIP WITH SALES AND SERVICE OPERATIONS.

CompPANY PROFILE

WEesT MICHIGAN — 2 LOCATIONS
$12 MILLION ANNUAL REVENUES

33 EMPLOYEES

CHALLENGE

THE ECONOMIC CLIMATE IN IMIICHIGAN AND DEEP RECESSION EXACERBATED THE COMPANY’S FINANCIAL DIFFICULTIES. ITS MAJOR EQUIPMENT
FRANCHISE WAS THREATENED WITH REVOCATION, AND ITS SENIOR SECURED LENDER HAD SOLD THE LOAN PORTFOLIO TO A PRIVATE FINANCING
CONCERN. CASH FLOWS WERE NEGATIVE, AND EXCESSIVE INVENTORIES MADE ITS FUTURE VIABILITY QUESTIONABLE.

FINDINGS

THE COMPANY DID NOT HAVE AN EFFECTIVE TOOL TO USE IN THE MANAGEMENT OF ITS CASH, RECEIVABLES COLLECTIONS WERE BECOMING MORE
DOUBTFUL, HIGH QUANTITIES OF INVENTORIES WERE AGING RAPIDLY WITH INTEREST ACCRUING AT VERY HIGH RATES, AND COLLATERAL VALUE WAS
ERODING. THE ACTUAL PROFIT MARGINS ON EQUIPMENT BEING SOLD AFTER CONSIDERING THE SALES COMMISSIONS PAID, INTEREST ACCRUING ON
THE RELATED FLOOR PLAN OBLIGATION, AND INFLATED TRADE-IN ALLOWANCES WERE EXTREMELY LOW OR NEGATIVE. THE COMPANY’S RELATIONSHIP
WAS DETERIORATING RAPIDLY WITH ITS MAJOR OEM FRANCHISOR AND THE SENIOR SECURED LENDER DUE TO THE LACK OF CONFIDENCE IN AN
EFFECTIVE TURNAROUND STRATEGY.

REsuLTs

A SOPHISTICATED DYNAMIC FORECASTING MODEL WAS DEVELOPED TO SHOW PROJECTED OPERATING STATEMENTS, COLLATERAL BORROWING BASE,
AND CASH FLOWS FOR USE IN MAKING SHORT AND LONG TERM STRATEGIC DECISIONS. CHANGES WERE MADE TO THE COMPANY’S SALES APPROACH
THAT INCLUDED PRICE AND TERMS SETTING, COMPENSATION POLICIES, AND INVENTORY MANAGEMENT. ALTERNATIVE FINANCING WAS SOUGHT FOR
THE MAINTENANCE OF RECEIVABLES, AND A FORBEARANCE AGREEMENT WITH THE SENIOR LENDER WAS EXECUTED AFTER PRESENTING A CREDIBLE
RESTRUCTURING AND TURNAROUND STRATEGIC PLAN, AND THE OEM AGREED TO CONTINUE TO HONOR THE FRANCHISE. INVENTORY LEVELS WERE
SHARPLY REDUCED THROUGH AN AGGRESSIVE SALES APPROACH WHICH INCLUDED A PUBLIC AUCTION OF CERTAIN INVENTORY STOCKS; THIS ACHIEVED
A MANAGEABLE INVENTORY LEVEL AND REDUCED DEBT. ULTIMATELY, THE PROTRACTED RECESSION TOOK ITS TOLL ON THE OEM As WELL, AND IT
SUBSEQUENTLY REVOKED ITS FRANCHISE AGREEMENT. THE COMPANY RESPONDED BY CLOSING ONE OF ITS LOCATIONS AND CONTINUED TO OPERATE
IN A SINGLE LOCATION PRIMARILY AS A SERVICE FACILITY.

Notes:

THE PREVIOUS CASE STUDY WAS DERIVED FROM ACTUAL ENGAGEMENTS IN WHICH LEVEL TEN PROFESSIONALS WERE ACTIVELY INVOLVED OVER
THE COURSE OF THEIR CONSULTING CAREERS. THE LEVEL TEN PROFESSIONAL IS REFERRED TO AS “THE CONSULTANT”. THE NAMES AND OTHER
CONFIDENTIAL INFORMATION ARE NOT DISCLOSED.



