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Turnaround Management: Does Digital Really Disrupt?

Bob Fonow

Article Synopsis: Many commentators suggest that the role of turnaround management changes
due to the overwhelming impact of digital developments, like robotics, automated warehousing,
online ordering , etc. This article argues that some management practices remain the same
throughout a long history of disruption in industrial and post industrial management. The writer
uses his career as a turnaround manager to assess the impact of digital disruption on the art,
craft, practice or profession (whichever you prefer) of turning around troubled companies

A current management meme suggests that digital disruption changes everything. But does
it? Perhaps a better meme is that digital disruption distracts from the essential issues of management.

Let’s explore this newer, updated meme in the context of turnaround management, which for me
most often means fixing a troubled company or division of a corporation.

Turnarounds are a specialized form of management, often including crisis management, but
encompassing many more activities. Digital or not, turnarounds are necessary when companies and
divisions start to lose money.

Losing money is the symptom that something is wrong , which usually means that management has
missed a market change, or a new product development, or perhaps a long term team is unable to
deal with the usual changes of time and circumstance.

There is no such thing as a standard turnaround; each is different, disrupting, and complicated. When
companies start losing money people start doing crazy things, ranging from poor decision making to
criminality. The goal of a moral turnaround, the best kind, is to return a liquid operation to its owners
with the minimum of operational and community disruption.

Disruption has existed since the industrialization of modern societies. Most students of economic
history are familiar with the Luddites of 19th Century Britain, destroying the automated looms and
logistics that improved production efficiency in the British textile industry, enriching owners but
impoverishing manual workers. Anyone concerned with quality learns the continuing improvement
processes of Deming and Ishikawa that led to better cars but employee reductions in the
automobile and other manufacturing sectors. The Internet has disintermediated almost every mid-
management activity. Disruption is a feature of advanced industrial societies. Digital disruption is
today’s new normal.
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Yet, “digital” has little effect on turnaround management. Throughout any type of disruption
turnaround managers maintain a consistent set of procedures, though styles differ greatly. As a
practitioner, I'll share my method for doing turnarounds, even those digitally disrupted or impacted
by Internet apps.

First, | introduce myself, then keep my mouth shut and ears open. In my experience within a week
or two of listening carefully, people at the wrong end of poor management will spill the beans and
start talking. They just can’t help it. That is true whether you are in Japan, Switzerland, China, or the
United Kingdom. You will quickly get a picture of what is happening.

In most countries you can believe what people tell you. The exception is Russia and the United
States, where people have somehow learned the art of lying to your face without embarrassment or
shame. So you need additional verification in those places. Once you know the core problem, and
who is lying or not, you have a basis for action. Hint: the problem is always, always - and let me be
clear about this — always, at the top.

Second, look for sloppiness. This means checking bills of material, expenses and any buying activity.
When management is disengaged, or spending too much time on other boards of directors, or
playing golf every Thursday morning, or insisting that young women employees stay in the
corporate apartment when management visits because hotels have become so expensive these
days, everything starts to fall apart. People sense the deterioration, even if they don’t know all the
details. So they start looking for new jobs, and hedging their commitment. The consequence is
encroaching sloppiness.

Third, recognize that people in a distressed organization end up in the wrong places. When CEOs
and general managers start to lose money they will listen to every promise. | once just started an
engagement where the spreadsheets were a mess and budgets incomprehensible. The recently
appointed finance director, a friend of the CEO who promised investment, told me she “just wasn’t
very good with zeroes.” That’s a problem for someone in finance. Stories like that are not unusual in
a full blown turnaround.

Fourth, take charge. his is really quite easy because most people try to avoid responsibility in a
crisis. Telecom reconstruction work in Iraq was easy for me, because everybody was in the wrong
place in Baghdad. | just quietly took charge of ICT reconstruction, got people into the right positions,
let them do their jobs, and the telecoms and Internet systems in Iraq are widely viewed today as a
reconstruction success.

In Shanghai | had to pull four Chinese partners together in a high tech, digital joint venture that was
going nowhere, set up manufacturing lines, establish supply chains, train sales teams, somehow fire
a corrupt sales manager who was selling contracts to other suppliers, etc. Then the company started
growing and eventually became part of Cisco. Sometimes, you just have to dig in and figure it out. |
had help from the young technocrats who wanted it to succeed, but no partner was straightforward
in negotiations. A certain ability to function when confusion, anger and angst are aimed your way is
a helpful quality in a turnaround.

The takeaway: none of this is dependent upon, or unique to, or a consequence of digital
disruption. Distractions and disruption are the standard operating environment of turnarounds.

So, is digital disruption just a marketing affectation? A scare tactic to sell consulting services?
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No, it's not simply an affectation. Digital disruption exists in the same way laptops and cloud
computing replaced local mainframes. No one can deny that Amazon has ripped the heart out of
department store retail sales. Digital can disrupt. And when it leads to a turnaround, the hard slog
needs to be done. And it's needed in the most digitally disrupted highly educated app intensive
enterprise, and the trash hauler that lost its contract with a change of local government and can’t
make the payments on their fleet of garbage trucks.

We all have to change, and we all have to deal with the distractions of digital disruption. For
example, | have a social networking and podcast presence on China’s WeChat , a sorry old
information only website in the USA that really needs updating, and | seem to be distracted by and
addicted to Facebook pages concerning anything about Steubenville, Ohio, where | grew up but
rarely visit. (They say that DiCarlo’s on Third Street really is great pizza. They have this
specialrecipe.......... oops. See what | mean?) Digital attraction is a powerful distraction. But so was
the telegraph, telephone, and television.

| keep updated with anything about turnaround management and other start up business
activities that include digital processes, but | try not to be overwhelmed by them. Turnaround
managers, above all, need to remain flexible and open minded. So, does digital disruption
change the nature of turnaround work?

No. Digital disruption does not change the nature of turnaround management.

Turnarounds are face to face, intensely human activities. Fixing a company, saving jobs and careers,
and returning a better operation to its owners continues along a very long time line of advanced
management development. For a good turnaround manager, digital disruption is just another
disruption, a distracting disruption, and disruption is what we fix.

Bob Fonow

Managing Director

Revenue Growth International Ltd.
Bobfonow@rgiltd.com

RGI Ltd. has offices in Beijing and Northern Virginia. Bob Fonow is a turnaround manager and
investor in education services in Beijing and Northern Virginia. He is a founding member of the Asia
Turnaround and Transformation Association (ATTA).

LehmanBrown has years of experience with working with turnaround professionals and companies in
distress or need of transformation and helping companies out of awkward business situations.
LehmanBrown is a Corporate Sponsor of ATTA and Russell Brown was a founding member of ATTA.
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About Us

Founded in 2001, LehmanBrown is a China-focused accounting, taxation and business advisory firm, operating in Beijing, Shanghai,
Hong Kong, Macau, Shenzhen, Guangzhou and Tianjin. Our firm also manages an extensive affiliate network, providing service
throughout China and reach across the globe.

Combining years of international expertise with practical Chinese experience and knowledge, LehmanBrown offers expert advice and
support to both local and international clients. Within the mid - tier, we are regarded as a market leader and our clients enjoy access
to a combination of senior and experienced counsellors from both China and abroad.

At LehmanBrown we recognise that you are unique, that you have unique requirements and we are committed to providing
individually tailored financial solutions. LehmanBrown is dedicated to providing personalised service by working closely with our
clients to understand your individual business needs. This enables us to offer the most up-to-date and expert advice.
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Professional Services

Audit & Assurance
External Audit

China Statutory Audit

US GAAP Audit

IFRS Audit

Hong Kong Statutory Audit

Internal Audit
Fraud Investigation

Forensic Accounting

Special Purpose Audit
Foreign Currency Audit
Royalty Audit

Capital Verification Audit

Valuation Services
Corporate Valuation
Damage Assessment Valuation
Intellectual Property Valuation
Asset Valuation

Special Purposes Valuation

Corporate Finance
Debt Restructuring

Acquisition, Disposal & Financing

Mergers & Acquisitions
Transaction Advisory
M&A Divesture

MB&A Integration

Financial Due Diligence

Business Services

Company Registration & Maintenance

Cash Flow Management

Chop Custodian Services

Market Entry Advisory

Updating Company Certificates

Annual Inspection & Reporting

Company Secretarial Services

Company Ownership Transferring/Corporate Restructuring
Background/Credit Checking

Company Deregistration & Bankruptcy

HR Support Services
China Visa Services for Expatriates

Social Welfare Structures

Outsourcing Services

Accounting & Bookkeeping
Budgeting & Forecasting
Financial Statement Preparation

Head Office Reporting

Financial Management
Interim Financial Management
Finance Manager Function

CFO Function

Treasury Management

Set-up of Bank Account

Payroll Services
Payroll Processing Setup
Expatriate Employees

Local Employees

Secondment & Temping Service

Taxation Services

Individual Tax Planning (IIT)

Tax Immigration & Investment Review

US & Overseas Personal Income Tax Planning & Filing

IIT Tax Payment Facilitation

Application for Individual Income Tax Refund

Expatriate Staff Individual Income Tax Staff Filing

Local Staff Individual Income Tax

Company Taxation (CIT)
Tax Consulting

Corporate Tax Planning
Business Restructuring

Value Chain Review

Onshore / Offshore Investment

Transfer Pricing

Tax Compliance

Tax Due Diligence

Tax Deregistration

Negotiation of Tax Penalties

Tax Refund Application

Tax Representatives for Tax Audit
VAT & Customs Duty Clearance
PRC Tax Receipt Verification

VAT Application

VAT & Sales Tax Filing

Corporate Income Tax Reporting

Specialist Accounting & Risk Management

Internal Controls
Systems
Risk Management

Sarbanes - Oxley (SOX 404)

GAAP, SEC & IFRS Compliance

US GAAP

US GAAP Financial Statement Preparation
US GAAP Conversion

Other GAAP
GAAP Conversion
Public Company Compliance

Financial Statement Preparation

IFRS
IFRS Accounting Repackaging
IFRS Financial Statement Preparation

IFRS Public Company Compliance

SEC
SEC Public Company Compliance

Legal Services

Legal Advisory

Labour Legal Advisory

Workforce Downsizing Advisory
Labour Tribunal Assistance & Advisory

Labour Law Review & Audits

Review & Preparation of Employment Contracts

Corporate Legal Advisory
Legal Due Diligence

Corporate Restructuring Advisory

Review & Preparation of Articles of Association (AoA)

Review & Preparation of JV Contracts

Review & Preparation of Repatriation Agreements

Other Legal Services

Dispute Mediation & Advisory
Trademark & Intellectual Property Advisory
Debt Collection Assistance

Litigation Support
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For further information about how we can add value and support your individual or business needs, please contact us.
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Beijing Ak 3¢

6/F, Dongwai Diplomatic Building, 23 Dongzhimenwai Dajie,
Beijing 100600, China

PIEACST TR X AR EITANRAT 23 5, RN A Kbk
602

Tel: +86 10 8532 1720

Fax: + 86 10 8532 2746

E-mail: beijing@lehmanbrown.com

Shanghai -7

Room 1501 & 1504, WanTai International Building, No. 480 North
Urumgi Road, Shanghai 200040, China

E B R X GG AT LR (EtEE) 480 5 1501 &
1504

Tel: +86 21 6249 0055

Fax: +86 21 6283 1636

E-mail: shanghai@lehmanbrown.com

Guangzhou |

Room 3317, China Shine Plaza, 9 Lin He Xi Road, Guangzhou
510610, China

FE TR 9 SRR 3317 &

Tel: + 86 20 2205 7883

Fax: +86 20 2205 7880

E-mail: guangzhou@lehmanbrown.com

Shenzhen 33|

Room 3206, News Building 2, Shennan Middle Road, Shenzhen
518027, China

P EERI TR g 2 S HE R 3206

Tel: +86 755 8209 1244

Fax: + 86 755 8209 0672

E-mail: shenzhen@lehmanbrown.com

Tianjin K

Unit 2901-04, The Exchange Tower 2 189 Nanjing Road, Heping
District Tianjin 300051, China

PE RTINS X P R 189 5 YL g 2 B 29 2 2901-
104 =

Tel: + 86 22 2318 5056

Fax: + 86 22 2318 5001

E-mail: tianjin@lehmanbrown.com

Hong Kong & its

Unit 1902, 19/F, Asia Orient Tower, 33 Lockhart Road,
Wanchai,HongKong

hE A AP IR TEIE 33 SR TIZICORIE 19 #1902 &
Tel: + 852 2426 6426

Fax: + 852 2426 6427

E-mail: hongkong@lehmanbrown.com

Macau ]

No. 367, Avenida da Praia Grande, “Keng Ou” Commercial
Building #16, A & B, Macau

TR TR R 367 S ARTMERE 16 £ AB R
Tel: + 853 2835 5015

Fax: +853 2837 1884

E-mail: macau@lehmanbrown.com

www.lehmanbrown.com
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