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1. Introduction - a few simple facts,
a few difficult questions

FACTS:

* Fact 1. most of enterprises - permanent financiablems:
=> high level of mutual indebtedness
=» domino-effect leads to insolvency of healthy entegs
=>» number of bankruptcies grows

e Fact 2: attributes of production of such enteg®sis
=>» competitive products
=> high-quality products
=» saleable products




1. Introduction...

FACTS (cont.)

* Fact 3: size of such enterprises - does not playea

=» range fromsmall ones (several tens of employees) ujpuge
ones (more than ten thousands employees)

« Fact 4: form of ownership of such enterprises -sdoet
play a role:
=» both joint-stock companies and LLCs etc




1. Introduction...

FACTS (cont.)

e Fact 5: most of such enterprises p
revitalization and were entirel
=>» but: their economic dying away has c




1. Introduction...

QUESTIONS:

* Question 1What is acause of such a state?

e Question 2Why measures like
- changes of management,

- funds spent in recovery, and
- application of financial analysis
do not help?




2. Analysis of a current state

Basisfor analysis:

Fundamental precondition for regular functioningaof/ enterprise -
a continuous capability of:

A) producingsaleable final product

B) generatingpr ofit from its commercial realization, ie
Increase of equity capital

C) ensuring goer manent payment ability




2. Analysis ...

Reality (based on analysis of Czech enter prises):

 most of enterprises capable of producsaeable andcompetitive
product

* minority of enterprises capable of generaipigfit from commercial
realization of product:

— part claims permanent loss-making
— part claims a symbolic profit, reluctance to paseta?
— minority claims a profit (of 8% of realized outputs

* most of enterprisesncapable of ensuring ger manent payment
ability!




2. Analysis ...

Consequences:

| nsolvency causes a paralysis of enterprises - leads to:

A) risein costs, restrictionsin basic inputsupply (eg material,
energy, personal costs)

B) risein costs of external resour ces (eg credits, loans, suppliers
requireimmediate payment)

C) incapability of renewal andservicing of plants andtechnologies
D) gradualoss of amarket position, outputs, drop of added value




3. Securing of a permanent payment abllity, ie
at an arbitrary moment t*

Definition of payment ability in terms ofr esour ce analysis:

 minimum amount of current liquid assets equals atotal of
liabilities to the payment term at anar bitrary moment

« justat the moment of payment of all liabilitiesto the payment term
the enterprise becanselvable

e overdue liabilities must beadded!




3. Securing of a permanent payment ability...

Basically - two ways of generating ci

A) from resour ces (own, external, others)
B) from collections obtained forrealized pr




3. Securing of a permanent payment ability...

A) Attributes ofcurrent liquid assets from resour ces:

« volumeof current liquid assets from resourcesis given by the
volume of resour ces andvolume of non-financial assets covered by
thatvolume of resour ces

e in case of esour ce sufficiency thevolume of resour ces exceeds
volume of non-financial assets, theirdifference gives thevolume of
current liquid assets generated fromesour ces




3. Securing of a permanent payment ability...

B) Attributes ofcurrent liquid assets from collections:

It consists of 3ndependent andstrictly purposely separated
components:

B1) - assigned tammediate payments of liabilitiesto the
payment term for basic inputs

current liguid assets from resources cannot be used for this
purposell!l




3. Securing of a permanent payment ability...

B) Attributes ofcurrent liquid assets from collections:

B2) - generated frorgructural changes of long-term
depreciated non-financial assets (depreciations -
just in case oprofitable production),

- total volume of resour ces does not change,
justchangesin structure of assets,

- current liquid assets generated from depreciations

IS generated frorourrent volume of resour ces available,
not from incr ease of resour ces




3. Securing of a permanent payment ability...

B) Attributes ofcurrent liquid assets from collections:

B3) - generated frorpositive modulus of profit potential
(personal costs and depreciations deducted from
positive added value)

- assigned t@overing of financial costs (interests, taxes)
- can serve as@unter balance of external resources
(eg reserves)

- Increment of resour ces - just from unexploited rest
of positive modulus of profit potential




3. Securing of a permanent payment ability...

B) Attributes ofcurrent liquid assets from collections
- consequences.

| =4

 in profitable economy: a small portion (up to 8%) of such current
liquid assets can be exploited fmvering activities with assets or

to substitutions of expensive exter nal sources

 Inlosing economy: current liquid assets from collectiomsst be
supplied by current liquid assets from resour ces immediately to
prevent originating ofconstrained resour ces (ie overdue
resources) !!!




3. Securing of a permanent payment ability...

B) Attributes ofcurrent liquid assets from collections
- consequences.

e misuse of current liquid assets from collectionsause of most
frequent errors

 if current liquid assets from collections used like the ones from
resour ces - immediate originating ofconstrained/disastrous
resources !

it is asole cause of payment disability !!




3. Securing of a permanent payment ability...

B) Attributes ofcurrent liquid assets from collections
- completelist of disastrous resour ces:

« Overdue liabilities for basic inputs — ZA,@/T 208

e External resources reduced by overdue liabilitieo&sic inputs -
CZR t<0

* EXxpensive external resources not overdue but vio&ime
exceeding capacity of an enterprise to absorb suonness—

- CZg past




3. Securing of a permanent payment ability...

B) Attributes ofcurrent liquid assets from collections
- completelist of disastrous resources (cont.):

« Other liabilities after their term of payment ompépability -
OSTR,,

« Negative equity capital — VK




3. Securing of a permanent payment ability...

B) Attributes ofcurrent liquid assets from collections
- conditions of payment ability:

* enterprisenot exploiting disastrous resources
|:I\/IZDROJ T |:I\/llNK = ZAVVST t:0+ CZR t:0+ C)STFt)=O

where: FMpro; - liquid assets from resources
FM - liquid assets from collections
ZAV ¢ -, - liabilities to the payment term
CZ, - external resources to the payment term

OSTR., - other liabilities to the payment term




3. Securing of a permanent payment ability...

B) Attributes ofcurrent liquid assets from collections
- conditions of payment ability:

« enterpriseexploiting disastrous resources
|:I\/IPOHL VK + |:I\/IZDROJ + |:I\/IINK =

> ZAV ys1 2o+ ZAV g1 19— (VK ) + CZg g+ CZg 1o +
+ CZg pastt OSTR, + OSTR

where: FMon. vk - liquid assets from claims on equity capital
ZAV,<r o -Overdue liabilities
CZ; - external overdue resources reduced
CZ; opst - €Xternal resources causing a “trap”
OSTR,, - other overdue liabilities

VK, - equity capital (negative)




3. Securing of a permanent payment ability...

B) Attributes ofcurrent liquid assets from collections
- additional conditions of payment ability:

o current liquid assets from resour ces must be available, not
bound

« payment ability will bekept under modified growth output
volumes andmarket conditions provided that esour ce
sufficiency will be ensured




4. Typical scenario of falling into problems

1.Initial position

profitable enterprise, saleable product
able to pay and solvent

large volumes of outputs and revenues and adeqddexl value cover
personal costs and depretiations

le positive modulus of profit potential sufficient for financial costs
andcreation of reserves, room for generating far ofit




4. Typical scenatrio...

2. Expansion

lar ge activities with (long-term)assets (purchase of machinery,
technologies, facilities, lands and buildings, finahmvestments)

mostly medium-ter m exter nal resour ces exploited (credits, bonds
Issued) withhigh interest rate

9




4. Typical scenatrio...

3. Resour cetightness

« cost of expensive external resour ces runs out thevhole positive
modulus of profit - disables generation opositive return necessary
for payment of principals

e additional costsfor investments arenot covered by esour ces -
current liquid assetsare used !!!

but: these assets should be exploseldly for covering liabilities for
basic inputs to the payment term !!!

=>» certain amount ofonstrained resour ces gener ated

=» increase of costs for basic inputs due toover due payments
(sanctions)




4. Typical scenatrio...

3. Resour ce tightness (cont.)

=» decrease of added value

=>» significantdecr ease of avolume of amodulus of profit potential due
to increase of depreciations (expansion in the sector of long-term
property)

=» avolume of amodulus of profit potential becomesnsufficient for
coveringcosts of expensive exter nal resour ces (interests)

=>» loss, drop of equity capital




4. Typical scenatrio...

3. Resour ce tightness (cont.)

=>» current liquid assets from collections exploited for covering of

Interest payment etcrepeatedly

=» further increase of volume of constrained r esour ces

bookkeeping: increasingss formally eliminated by liquidation of
reserves and correction items

such operations daot bring increase of current liquid assets'!




4. Typical scenatrio...

'a'l @
@; % 5
4. Limited payment ability

-

=>» payments of principals covered bycurrent liquid assets
from collections repeatedly
=» further increase of volume of constrained r esour ces

=>» problemswith fluency of supplies, sanction costsincrease, |0ss
deepens




4. Typical scenatrio...

5. Struggle for loss removal by discharging employees

=>» a part ofemployees discharged in order todecr ease personal costs
by a volume of lossremoval of loss assumed

=» in most casesloss of themarket position (drop of outputs)
=> significantdecr ease of added value

» theseeffects exceed savingsreached irpersonal costs
=> furtherincrease of loss




4. Typical scenatrio...

5. Struggle for loss removal by discharging employees
(cont.)

=» the whole cycle repeats

=>» current liquid assets from collections becomansufficient even for
coveringpayments for basic inputs

=» further increase of volume of constrained r esour ces

=» banksrefuse to provide creditstr op in expensive exter nal
I esour ces

=>» equity capital becomesegative, amount osupplies andclaims
drop




4. Typical scenatrio...

5. Struggle for loss removal by discharging employees
(cont.)

=>» sporadic andirregular supplies of basic inputslisable mass
production

=>» partial running of unprofitablepiece production due to frequent

closures
=2 TOTAL PAYMENT DISABILITY ! W f
85 §
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4. Typical scenatrio...

6. Struggle for revitalization combining
settlement and clearing of debts

=>» acourt approves a process ofsettlement”

=>» providersof supplieswill be given30% of theirclaims (ie suffer
70% loss), credits andbondsissued will becleared by theState
through theConsolidation Agency (ie paid bytax-payer)

=» process otapitalization follows

=>» anegative equity capital increasesto high positive values (increasec

by unsettled external resour ces), theState becomes aajor ity
owner, enterprise i€leared of debt

=>» process ofeeking andchoice of a “strategic investor” starts




4. Typical scenatrio...

7. New Owner - Signing on with the enter prise

e top andprestigious companies usuallynot interested in such
competitions

=>» winner of the competition:

e anindustrial enterprise or investment fund with no experience
of running an industriakenterprise, or

e unimportant domestic subject
(joint-stock company, LLC) suffering from
lack of adequate capital investment

TN 4




4. Typical scenatrio...

6. New Owner - Signing on with the enter prise (cont.)

=» an enterprise isleared of debts
=> but after some time - aenter prise falls into problems of subsistence

é“gj;g;




4. Typical scenatrio...

6. New Owner - Signing on with the enter prise (cont.)

« QUESTION: What wasvrong, what is acause of problems?

1,
-

)

= ANSWER:

RESOURCE INSUFFICCIENCY !l

for running any production or commer cial activity




4. Typical scenatrio...

6. New Owner - Signing on with the enter prise (cont.)

Reasons:

o providersof basic inputsequire the payment at the moment a=0,
le paymenbn delivery (often at the moment a0, ie payment in
advance)

e creditsand other expensive external resounoesvailable
=» resource adequaayecessary

=>» paymentsfor basic inputsover ed by subsequent collections
providedpr ofitability of production

 moreoverfacilities andtechnology usually inmiserable condition




5. Alert systems

building of particularalert systems - useless

any enterprise possess genenastruments capable oBerving as

alert systems;

A) if total of current liquid assets from resour ces and current liquid
assets froncollections does not cover payments of liabilities to

the payment term for basic inputsaabitrary moment =
aserious andimmediate alert on occurrence afesour ce

tightness indicated

B) if resource substitution or reduction of non-financial
assets not performedmmediately =» constrained/disastrous
resources generated




5. Alert systems (cont.)

C) any enterprise should keepiles of terms andvolumes of
payments of principalsfor external resour ces,

must ensur@dequate resour ces for resour ce substitution or
performreduction of non-financial assets equal to the
volume of payable principalsin advance

=> if keeping theserules any enterprise should be capable aflocation
of adequate volume of current liquid assets fronesour ces necessary
for payments of liabilitiesin advance

=>» exploitation of current liquid assets framollections for payments of
liabilities strictly prohibited !




6. Utilization of tools of resource analysis
for resource management using resource maps

» tasks stated above can be successfully salmbdby usingoutputs of
resour ce analysis

General requirements put on outputs:

e outputs must be specified iwerifiable, volumetric andmeasurable
entities -ratios etc must bexcluded

e outputs must bewell-arranged and capable afendering bothstate
andchanges of resour ces

e outputs must beapplicable to exact rendering of state of affairs

e changesduring some period of time musdflect eventuak esource
retrieval andresour ce corrections with accuracy

e outputs must beapplicable for planning, mustenable variable or
alter native approaches




6. Utilization of tools of resource analysis ...

Basic principles of resour ce analysis consist initemizing of current
volume of resour ces with respect to followingriteria:

e ownership (resourcesnternal, external, others)

« temporal aspect (temporally independent - internal, tempyprall
dependent - external and others)

« codt aspect (external resourcegensive andinexpensive)
« aspect oharmfulness (relevant resourcesglisastrous resources)




6. Utilization of tools of resource analysis ...

Next steps:

e itemizing of current volume of resour ces followed byassigning a
givenvolume of resources as alimit for purchase of non-financial
assets

o differencebetween arolume of resour ces and avolume of non-
financial assets marks up aelative volume of current liquid assets




6. Utilization of tools of resource analysis ...

Resour ce mapping:

e a system of esour ce mapping both ofstate of resources anchanges
of resour ces developed

* thesystem meetsall above mentionedriteria

e resource maps quantify exactly particulagroups
of non-financial assets (or selectedyroups
of non-financial assets) assigning to them
so calledresour ce bins (resource storages)

e particularresource bins limit a maximum volume of particularkinds
of non-financial assets




6. Utilization of tools of resource analysis ...

Resour ce bins - properties.

o difference between avolume of a resource bin concerned and ja
volume of non-financial assets marks up avolume of current liquid
assets of anyresource bin

e any resource bin is determined by a sum of partial volumes of
resour ce cells

« particular kinds of resources are arranged according to selected
criteria
* inreturnparticular resources aresplit into resour ce cells




6. Utilization of tools of resource analysis ...

Resour ce bins - properties (cont.):

e unambiguous correspondence betweenparticular resource bins
andparticular kinds of resourcesis set in this way throughesource
cells

* in the framework of such an arrangement eversastr ous r esour ces
may beidentified andquantified




6. Utilization of tools of resource analysis ...

Resour ce maps - properties:

 resource maps enable toreflect accurately not only particular
volumes at selected momentst"" but also theirchanges during
selected interval of time

 Dbesidesclear arrangement, verifiability and measurability of
processedentities a possibility toutilize partial resource transfers
from particular resource birte another ones suffering fronnesource
tightness or resour ce insufficiency

e resourcetransferscan be eithetemporary or per manent




NONFINANCIAL AND FINANCIAL ASSETS RESOURCE BINS GEZD:ERIC CLASSIFZIGCATION OF RZSOURCES ANZ VOLUMETRICZGALLOCATION ;0 INDIVIDUALstSOURCE CELLS
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GENERIC CLASSIFICATION OF RESOURCES AND VOLUMETRIC ALLOCATION TO INDIVIDUAL RESOURCE CELLS
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7. Conclusions

« all problemswith limited payment ability, payment tightness and
Insolvency - always connected witlresour ce tightness andr esour ce
Insufficiency

e disastrousresources - fundamental cause of problems

=» these resources must @@dicated andsubstituted by healthy
relevant resour ces

= dominant cause of malfunctioning of so called “revitalized”

enterprisesegardless their passing variouf®r ms of clearance and
capitalization

=>» most of suclenterprisestend towar ds a bankruptcy
repeatedly




/. Conclusions (cont.)

=> even arenterprise entirely cleared of debt ismalfunctioning if
remains in a zone aoksour ce insufficiency or in a zone of esour ce
tightness

=>» malpracticeslike delay/ reluctance in payment esult automatically
In generation of constrained and/ordisastrousresources =» leads
to collapse regar dless thesize andmarket position of an enterprise

=>» often amplified bymisexploitation of current liquid assets (namely
the ones froneollections) =»leads tadestruction of an enterprise




/. Conclusions (cont.)

Examples:

« 14 significant Czech enterprises passed diagnostics using resourg
analysis in 1999

* resultsandprognoses werepublished in the ‘EKONOM™” (Czech
economic weekly)

=>» all theseprognoses have beefulfilled completely !!

 moreoverapplicability of resource analysis verified in case of more
than450 (domestic) enter prises =» results and outputsinambiguous

e in our opinion: suclproblems arechar acteristic not only for the
Czech environment but they are&eommon for entrepreneurial
environment as such - eg see problems of companies like ENRON|
and PARMALAT




/. Conclusions (cont.)

e undoubtedly all problematic cases were treated usivlg of financial
analysis

=» obviouslyno methods based omelative quantities presented in the
form of indices, ratios etc incapable of localization of constrained
and/ordisastrous resour ces and oftheir volumetric guantification

=>» only outputs based omwolumetric andunambiguously verifiable
entities andtheir mutual causal relations enabletaking adequate
steps andmeasur es

e outputsbased omatios etc aresuitable mostly forstatistical
purpose, trend assessment etc

but: these outputs ameot applicable for realization ofr esource
changes




/. Conclusions (cont.)

Concluding remarks:

* inthissensearesource analysis supersedesa commonly used
financial analysis

e can easily be verified byymultaneous diagnostics of an arbitrary
enterprise applying bottesour ce andfinancial analyses using
Identical input data setsrelated to thesame time

=» in majority of cases conclusions resulting from both these approaches
differ dramatically




