
 

 

 

 

 

 

 

“Accelerating sustainable performance” 

The recent recession has been like no other in living memory. To mitigate the depth of the recession 
there has been an unprecedented intervention by both governments and central banks through 
expansionist monetary policies .In addition considerable forbearance has been provided to the corporate 
sector which has distorted the historic decline and failure environment. It is from this environment that 
underperforming businesses need to escape. To do so they need to achieve economic escape velocity. 

The essence of achieving escape velocity is for the business to develop a strategy to enable it to rapidly 
generate cash and earnings, placing it on a growth trajectory such that in the medium-term it is able to 
earn an acceptable return on capital employed. It is acknowledged that not all companies will be 
successful in achieving this objective, however, the pursuit of generating cash and increasing earnings 
will in any event have a positive effect on enterprise value and, consequently, the position of 
stakeholders. 

The Environment  

To better understand how to achieve escape velocity it’s necessary to consider the environment     
Figure 1 is our representation of the distorted corporate decline and failure environment.  

 

Figure 1: Distorted corporate decline curve 
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What might be considered to be a normal decline curve has been distorted by the introduction of an 
elongated “flat line” phase; as companies have benefitted from forbearance. Where to coin a phrase 
stakeholders, particularly lenders, have kicked the can down the street in the hope that the environment 
will improve; which five or so years on, is the case. 

Given the particular characteristics of the last recession a number of companies have for some years 
been trapped in the flat lining segment of the graph. 

 PERFORMANCE: During this period the business has generally deteriorated, value has been 

lost; investment has been foregone and working capital has decreased as business activity has 

declined.  Stakeholder forbearance together with management action has enabled the business 

to continue, in some cases for many years, in the flat line segment. Although cash stability may 

have been achieved medium term viability may well be in doubt, particularly as the economic 

and competitive environments start to change. 

 VALUE: The equity value of such businesses has been eroded and often eliminated; the 

enterprise value breaking in the debt. In such circumstances lenders have little if any appetite to 

provide new money in order to support plans for growth and investment. The face value of 

debt can no longer be repaid as originally structured, if at all.  

 MANAGEMENT: The years spent in the flat line phase have served to further weaken the 
business. Historic equity incentives no longer have any value; management enthusiasm and 
energy has waned, they are tired and generally de- motivated if not alienated. 

As a result of the above factors, as the economy improves the environment may well become 
increasingly challenging for the “flat lined” business. 

The years of inertia has bought the lenders time. Provisions have been bolstered. Furthermore, as the 
economy improves the environment for the lenders to take action also improves particularly as business 
and debt sales become more attractive. Accordingly lenders may take the view that action should be 
taken to recover all or part of their underperforming debt. 

Competitors are investing and becoming stronger which could further erode the competitive position of 
a weakened business. In addition, management who previously had few options but to remain with the 
business may now see more lucrative opportunities elsewhere. Furthermore, growth will require new 
money access to which will be a challenge at best. 

Achieving Escape Velocity 

Against the background of this changing environment how is economic escape velocity achieved?   

 

 

 

 

 

 

 

 

 

 We believe the actions 
required by the business are 
necessarily holistic, 
demanding change across 
numerous dimensions 
simultaneously.  

With a strengthening 
competitor landscape, a 
“step change” in 
performance needs to take 
place at pace as the 
marketplace will not wait 
for the complacent. 

Figure 2 sets out the 
business dimensions in 
which invariably 
simultaneous actions need 
to take place. 

 

Figure 2: Business dynamic activity 

 



PERFORMANCE STEP CHANGE: Delivering a step change in the performance of the businesses is a 

wide ranging and complex activity. It is similar to the actions taken by successful PE houses when step 

changing the performance of an acquisition. McKinsey carried out research over 60 deals seeking to find 

common factors to address the question why some equity firms did better than others. A key finding of 

their research was that the main source of enhanced value in two thirds of the deals was outperformance, 

defined as “the generation of a risk-adjusted return twice that of the sectors growth”. Put more simply, a 

step change in performance. Key drivers of such outperformance were; 

 Deal partners seeking out expertise before committing themselves. 

 Substantial and focused management performance incentives. 

 Better value creation plans, management's plans were not simply accepted but built on by third 

parties (PE house and external expertise) to achieve greater value quicker. In addition 

significant effort was put into the effective implementation of such plans which were subject to 

nearly continual review and revision. An appropriate set of key performance indicators was 

developed to provide early warning of deviance from the plan.  

 Deal partners simply devoted more time to the initial stage of the deal, thereby increasing the 

business senior resources. 

 The use of external support to complement management’s capacity and capabilities. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

GROWTH 
• What  are the revenue and earnings growth 

opportunities  
• What is the basis of the business’ competitive 

advantage 
• What is the distribution of earnings across market 

segments and product/service groupings 

ALIGNMENT 
• Are there any mis-matches between customer 

requirements and the business’ offering; does the 
customer value proposition need amendment 

• How should the organisation be aligned to best 
capture the revenue opportunities 

• Does  management  have the capacity and capability 
to devise and deliver value 

• Is the management team appropriately incentivised? 

CAPITAL 
• What is the amount of new money needed  
• What investment is required to support growth 
• What is the capacity to borrow 

PLANNING 
• Is there a robust business plan including integrated 

financial projections 
• How wide is the corridor of deviation 
• Is there an effective implementation process that 

ensures close monitoring of key value levers  
• Do both internal and external stakeholders have a 

shared vision of success 

LESSONS LEARNED: Three basic lessons can 

be taken from this research by management of 

the “flat lined” company are that in order to 

step change performance: 

1. Additional capacity and capabilities 

are likely to be required in order to 

develop a plan and effectively 

implement it. 

2. Appropriate key performance 

indicators should be developed to 

monitor critical aspects of the 

business. This will enable an early 

warning of deviance from the plan 

and provide management with the 

opportunity to correct such deviance 

quickly 

3. A detailed route map which sets out 
the actions to be undertaken on a 
weekly basis to deliver the key value 
drivers of the plan should be put in 
place. 

ISSUES: A compelling business plan to build 
value together with a detailed route map and 
appropriate management implementation 
resources provides the best opportunity for 
the business to gain the support of existing or 
future stakeholders and providers of capital. 

 

 



 

Whether the new money comes from the existing lender, new lenders or equity the common factor is 

the need for the company to produce a compelling business plan and implementation route map to 

deliver the required step change in performance. 

As mentioned above the actions needed to step change a flat lined business are both wide ranging and 

complex. In the side bar we set out a number of questions management may wish to ask themselves as 

they try to rebuild their business’ performance. 
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