Steps for Company and Management LEHMANBROWN

E i3 B & =
TU rnarou nd tO Stay Aﬂoat International Accountants

www.lehmanbrown.com

This article was prepared by LehmanBrown International Accountants.
This article is intended for general information purposes only and is not intended to provide, and should not be used in lieu of professional advice. The publisher LehmanBrown assumes no liability
for readers’ use of the information herein and readers are encouraged to seek professional assistance with regard to specific matters. Any conclusions or opinions are based on the specific facts and

circumstances of a particular matter and therefore may not apply in all instances.



LEHMANBROWN

==
|1==]

H E B g &

International Accountants

Steps for Company and Management Turnaround to Stay Afloat

Exploring the reasons for Company and Management Turnaround and the steps to accomplish it

2020 has come and gone and now in 2021 businesses that are still operating and battered are
having to pick themselves up and keep going; however, the market has changed, and major company
weaknesses may have been exposed or made evident, and now is the time for a company to assess
itself and consider the possibility for a management turnaround. LehmanBrown and Trinity Bridge Asia
in this article provide a guide to companies in China and the rest of Asia through different phases of a
turnaround. Such phrases can often take between a few months and a few years, depending upon a
company’s situation and industry, and some might still not make it.

Company and Management Turnarounds are generally needed for a variety of reasons, which include:

1. Financial Hardships — Forecasts and cashflows show that the company will not be able to
operate for much longer, and thus action is needed to shore up cash reserves and save the
company.

2. Inexperienced Management — Times are changing, and management does not have the skills
to keep up; therefore, a total restructuring is needed to help management better cope with the
changes. Alternatively, the company has the skills to manage during good times but managing
a business’s turnaround requires different skills.

3. Lack of Scalability — Often a problem for Small and Medium Enterprises (SMEs) which might
have the opportunity to scale up but are not adequately structured.

4. Market Changes — The most common case where companies and management stick to
what they know, however, cannot adequately satisfy the market’s current needs or make the
changes needed to adapt.

5. Internal Malfunction — Internal company structures can cause internal reporting instruments
to fail when under abnormal stress, especially as the company grows or shrinks, resulting in
vital information not being received in time or the right understandable format, and significant
opportunities lost, or cliffs not seen that should have been.

Even though company and management turnarounds may look like a daunting and arduous journey, the
survival of a business is at stake, along with its jobs and the impact on other stakeholders. To help those
considering a turnaround this article outlines some steps of the process to save a company.

Analysis and Assessment

The first step for a company and management turnaround is to establish the cause of the problem.
Ideally, such an analysis would require an external agent to conduct a review to guarantee impartiality.
Internally, management is often too close to the situation to be impartial and accept the issues at hand.
The best option is to call an external auditor to conduct an audit looking at the company’s various
management elements, the company’s structure, internal check and balances, and finances. Once an
audit is complete, the company and management will receive a detailed outlook of the current company
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situation, the timescale of the situation, and practical suggestions and solutions for a successful
turnaround.

Strategy and Alignment

At this part of the company and management turnaround process, the company needs to establish
the best way to implement the independent review’s actions whilst establishing key measurements for
success. Here too best practice recommends the onboarding of external professionals or turnaround
specialists who have had success in the past to guide the company and managers.

Since working capital is king, the strategy will have to delve into how best to distribute it between the
various departments and to consider whether or not to cut costs. When cutting costs, it is essential to
focus on the big-ticket items, normally, staff, space and IT. However, local experts can also help navigate
local laws; for example, in China, the labour laws are very strict; therefore, companies and managers
must gradually consider terminating contracts to avoid complications. The strategy must provide the key
areas that will contribute to the turnaround process and help the process succeed.

Lastly, the strategy must reflect and align with the companies and management’s mission and objectives.
The most important part of a company and management turnaround strategy is management’s buy-
in, understanding, and commitment to the process. When communicating the strategy with the staff
and the customers, there must be a clear outline why there was a need for a turnaround and changes,
a roadmap for everyone to follow and know at what stage of the process they are in, and what is the
expected outcome which everyone should focus on and be excited for.

Step-by-step Action

Ultimately the final strategy will have to have a long-term strategy divided into three phases: 100-day
medial action phase; a six-month stabilisation phase and a two to three-year growth phase.

The strategy will need to have proper project management, or company and management turnaround
exerts and coaches to walk through the process and make sure everything is on track. Support also
included creating a communication plan to share both internally and externally, having frequent meetings
to look over the progress at various stages to provide advice, and remain in contact for any emergencies
that may arise.

Communication and Implementation

The implementation process will require consistent communication between the stakeholder and the
senior management, specifically the HR managers, creditors and CFO’s, and customers. Most important
of all are the creditors as management is often afraid of their reprisals; silence is the worst enemy,
leading to creditors taking legal action and possibly stopping the company from trading because of the
lack in China of something similar to Chapter 11. To avoid such an outcome, managers have to share
the vision of the company and management turnaround and make sure they are involved in the process.
Working closely will only strengthen the creditor’s trust in the company and will be the most rewarding
strategy in the long run.
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Measuring Success

As the stages of the company and management turnaround come to a close, it will become critical to
see if the objectives have been achieved looking at the pre-established measurements of success. Often
analysed information consists of financial factors like sales, debt coverage and leverage, and liquidity
ratio, and non-financial factors such as staff skills and turnovers. Another audit and forecasts of the
company are recommended to confirm the turnaround is working and provide evidence to creditors and
stakeholders.

Turnaround Roundup

A company and management turnaround is no walk in the park, and the larger the company is, the
harder it is to do so successfully, yet often creates unmeasurable success. Apple showed how successful
turnarounds could be when Steve Jobs returned to the company in 1997 after twelve years where Apple
sales were plummeting and gave it the right change of mindset and structure to make Apple into one of
the biggest tech companies in the world long after his death.

How Can We Help

For companies that have been hit by the current economic times, it is worth considering reviewing their
operations by external professionals who can provide an independent overview of the current situation
on the ground in China and Asia. LehmanBrown and Trinity Bridge have decades of experience taking
care of companies in China and Asia.

LehmanBrown International Accountants provides impartial and practical reviews and audits and
effective forecasting and talent acquisition while Trinity Bridge offers specialist advisors to review and
develop a strategy and a roadmap to turning around.

To enquire about your specific company, please contact us by sending an email to enquiries@
lehmanbrown.com

To reach Trinity Bridge Asia please contact david.newton@trinitybridge.asia or visit the website at https://
trinitybridge.asia




About Us

LehmanBrown is a licensed China-focused accounting, taxation and business advisory firm, operating dedicated offices in Beijing,

Tianjin, Shanghai, Shenzhen, Guangzhou, Hong Kong and Macau, and with an extensive affiliate network throughout China and

in over 100 countries worldwide.

LehmanBrown combines years of international expertise with practical China experience and knowledge, offering expert advice
and support to both local and international clients. We are committed to providing individually tailored financial and business
solutions for each of our clients, recognizing that each client is different. Through offering “whole of life” services, LehmanBrown
offers clients assistance throughout every step of their business life cycle, from pre-conception to afterlife. LehmanBrown is
registered with the PCAOB in the US and is able to conduct SEC work, as well as being accredited by accounting bodies in the UK

and Australia.
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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

M&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




LEHMANBROW

qFOE H

B & &

International Accountants
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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 dbit

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

AR AT X AR B TAMRA 23 5 AR AN I AR 602
Tel: + 86 10 8532 1720

Fax: + 86 10 8532 2746

Email: beijing@lehmanbrown.com

Shanghai &

Room 1501 & 1504, Wan Tai International Building,

480 North Urumgi Road, Shanghai 200040, China

HHE BT K G E R AL (FRILEE) 480 ST RERRA
i 1501 & 1504

Tel: + 86 21 6249 0055

Fax: + 86 21 6288 1636

Email: shanghai@lehmanbrown.com

Guangzhou J M

Room 3317, China Shine Plaza, 9 Lin He Xi Road, Guangzhou
510610, China
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Tel: + 86 20 2205 7883

Fax: + 86 20 2205 7880

Email: guangzhou@lehmanbrown.com

Shenzhen &

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

HERYI T R U 2 5T K 3206

Tel: + 86 755 8209 1244

Fax: + 86 755 8209 0672

Email: shenzhen@lehmanbrown.com

Tianjin K

Unit 2901-04, The Exchange Tower 2, 189 Nanjing Road, Heping
District Tianjin 300051, China
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Tel: + 86 22 2318 5056

Fax: + 8622 2318 5001

Email: tianjin@lehmanbrown.com

Hong Kong &

Suite 03, 16/F, Sino Plaza, 255-257 Gloucester Road, Causeway
Bay, Hong Kong, China
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Tel: + 852 2426 6426

Fax: + 852 2426 6427

Email: hongkong@lehmanbrown.com

Macau ¥ ]

Level 20, AIA Tower, 251A-301 Avenida Commercial De Macau,
China

PP TR 3K RS 251A-301 SRACHI B 20 #E

Tel: + 8538294 2434

Fax: + 853 8294 2399

Email: macau@lehmanbrown.com




