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&7��#OULD�YOU�PROVIDE�A�GENERAL�
OVERVIEW�OF�THE�CURRENT�INSOLVENCY�MARKET��
7HAT�ARE�SOME�OF�THE�KEY�TRENDS�LEADING�
TO�CORPORATE�DISTRESS�FOR�SUPPLY�CHAIN�
COMPANIES�

4ILLEY��)NSOLVENCIES�IN�THE�5+�HAVE�BEEN�
VERY�LOW�SINCE�THE�LEVELS�EXPERIENCED�IN�THE�
POST
,EHMAN�"ROTHERS�CRISIS�IN�������"UT�
IN�THE�lRST�QUARTER�OF������A�SIGNIlCANT�
INCREASE�OVER�1�������WAS�RECORDED��ALBEIT�
FROM�HISTORICALLY�LOW�LEVELS��!DMINISTRATIONS�
WERE�UP�BY������PERCENT�YEAR�ON�YEAR�AND�
COMPANY�VOLUNTARY�ARRANGEMENTS��#6!S	�UP�
���PERCENT��THE�LATTER�REPRESENTING�THE�TREND�
TO�USE�THE�#6!�TOOL�IN�RETAIL�RESTRUCTURING�
TO�REDUCE�OR�EXIT�LEASEHOLD�OBLIGATIONS��
2ETAIL�AND�CASUAL�DINING�ARE�IN�THE�TOP�THREE�
SECTORS�EXPERIENCING�DISTRESS�ALONG�WITH�
CONSTRUCTION��WHICH�WAS�AFFECTED�BY�THE�
#ARILLION�LIQUIDATION�WHICH�HAD�A�TRICKLE

DOWN�EFFECT�THROUGH�MORE�THAN�ONE�TIER�OF�
THE�SUPPLY�CHAIN��"RITISH�3TEEL��ITSELF�PART�
OF�THE�SUPPLY�CHAIN�OF�MANY�MANUFACTURING�
AND�CONSTRUCTION�COMPANIES��IS�CURRENTLY�IN�
AN�UNCERTAIN�LIQUIDATION�PROCESS�THAT�WILL�
HAVE�AN�IMPACT�FURTHER�DOWN�ITS�OWN�SUPPLY�
CHAIN�IF�ALL�OR�PARTS�ARE�NOT�SOLD��AND�IT�
CEASES�OR�REDUCES�PRODUCTION�

&7��3PECIlCALLY��HOW�COMMON�IS�lNANCIAL�
DISTRESS�LINKED�TO�A�MAJOR�CUSTOMER�
INSOLVENCY��#OULD�YOU�PROVIDE�ANY�RECENT�
EXAMPLES�IN�THE�MARKET�

4ILLEY��)N�A�*UNE������REPORT��THE�
INSOLVENCY�PROFESSION�S�TRADE�ASSOCIATION�
2��REPORTED�THAT����PERCENT�OF�COMPANIES�

REPORTING�lNANCIAL�DISTRESS�DID�SO�FOLLOWING�
AN�INSOLVENCY�OF�A�MAJOR�CUSTOMER��4HIS�
NUMBER�WOULD�INCREASE�DOWN�THE�CHAIN�IN�
A�DOMINO�EFFECT��MAKING�CUSTOMER�DEFAULT�
ONE�OF�THE�MAJOR�CAUSES�OF�BUSINESS�RISK��
4HE�REPORT�SINGLED�OUT�MEDIUM
SIZED�
COMPANIES�IN�THE�CONSTRUCTION�INDUSTRY�
WHICH�WERE�AFFECTED�BY�THE�#ARILLION�
LIQUIDATION�IN�*ANUARY�������.OT�ONLY�DOES�
THE�BAD�DEBT�SERIOUSLY�AFFECT�CASH�mOW��BUT�
THE�DISRUPTION�BY�LOSS�OF�BUSINESS�VOLUMES��
EVEN�IF�TEMPORARY��CAN�HAVE�A�NEGATIVE�EFFECT�
ON�CASH�AND�PROlTS�AT�A�TIME�WHEN�MANY�
COMPANIES�ARE�ALREADY�OVERLEVERAGED�AND�
UNDERCAPITALISED�

&7��7HAT�STEPS�SHOULD�SUPPLY�CHAIN�
COMPANIES�TAKE�AHEAD�OF�A�POTENTIAL�DEFAULT�
TO�MINIMISE�RISK�

4ILLEY��3UPPLY�CHAIN�COMPANIES�SHOULD�
TAKE�ALL�THE�PRECAUTIONS�THAT�ANY�COMPANY�
SHOULD�TAKE�IN�GIVING�CREDIT��BUT�THEY�ARE�
HAMPERED�BY�BEING�REMOVED�FROM�THE�
END�CUSTOMER�WHOSE�DECISIONS�IMPACT�ON�
THEIR�OWN�FORTUNES��'OOD�CREDIT�CONTROL�
DISCIPLINES�SHOULD�ACCORDINGLY�BE�DIRECTED�
BEYOND�THE�IMMEDIATE�CUSTOMER�TO�THE�REAL�
DEMAND�DRIVER��)N�AUTOMOBILE�SUPPLIERS��THIS�
SHOULD�BE�ULTIMATELY�THE�ORIGINAL�EQUIPMENT�
MANUFACTURER��/%-	�AND�ITS�PLATFORM�
MODEL�LIFE�SPAN�AND�DEMAND��#ONSIDERATION�
SHOULD�BE�GIVEN�TO�BROADENING�THE�CUSTOMER�
BASE�TO�REDUCE�SINGLE�PRODUCT�EXPOSURE�AND�
SEEKING�CREDIT�INSURANCE�OR�NON
RECOURSE�
RECEIVABLES�lNANCING�TO�PASS�RISK�AT�A�SMALL�
PRICE�TO�ORGANISATIONS�WITH�BETTER�CREDIT�
APPRAISAL�ROUTINES��&OR�A�MANUFACTURING�

BUSINESS��RETENTION�OF�TITLE�TERMS�SHOULD�BE�
PART�OF�THE�ORDER�ACCEPTANCE��CONlRMATION�
AND�INVOICING�PROCESS�n�PARTICULARLY�WHERE�
GOODS�CAN�BE�EASILY�IDENTIlED�AND�RETRIEVED�
IN�AN�INSOLVENCY�

&7��"ASED�ON�YOUR�EXPERIENCE��WHAT�
STEPS�DO�SUPPLY�CHAIN�COMPANIES�NEED�TO�
TAKE�FOLLOWING�THE�INSOLVENCY�OF�A�MAJOR�
CUSTOMER��(OW�IMPORTANT�IS�EARLY�ACTION�TO�
MANAGE�THE�RISKS�

4ILLEY��)NSOLVENCIES�DO�NOT�OCCUR�WITHOUT�
SOME�WARNING�SIGNS��!T�THE�lRST�SIGN�OF�
DISTRESS��OVERDUE�RECEIVABLES�SHOULD�BE�
COLLECTED�BEFORE�FURTHER�SHIPMENT�AND�NO�
SHIPMENT�SHOULD�BE�MADE�THAT�INCREASES�
EXPOSURE��!NY�CONSIGNMENT�INVENTORY�
SHOULD�BE�RETRIEVED�OR�RING
FENCED�AND�
OWNERSHIP�ADEQUATELY�DOCUMENTED��-AKING�
FURTHER�SHIPMENTS�CONDITIONAL�ON�TOTAL�
RECEIVABLES�PAYMENT�WOULD�BE�AN�IDEAL�
SCENARIO��BUT�THIS�MAY�HASTEN�TRIGGERING�
AN�INSOLVENCY�EVENT�AT�THE�CUSTOMER�
AND�A�GREATER�LOSS��!�PLANNED�REDUCTION�
OF�EXPOSURE�WITH�THE�CUSTOMER�AS�PART�
OF�AN�OVERALL�TURNAROUND�PLAN�IS�MORE�
LIKELY�TO�MAXIMISE�ANY�RECOVERY�POTENTIAL�
WHILE�MAINTAINING�AN�ONGOING�CUSTOMER�
RELATIONSHIP�AND�POTENTIAL�SALES�VOLUME��
4OUGH�DECISIONS�NEED�TO�BE�ADHERED�TO�AND�
ANY�CUSTOMER�PRESSURE�TO�LOOSEN�RESOLVE�
AVOIDED�

&7��(OW�SHOULD�TROUBLED�SUPPLY�
CHAIN�DEBTORS�APPROACH�DISCUSSIONS�AND�
NEGOTIATIONS�WITH�STAKEHOLDERS�
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4ILLEY��!S�SOON�AS�AN�INSOLVENCY�OR�
#6!�HAS�BEEN�ANNOUNCED��ALL�DELIVERIES�
IN�PROCESS�SHOULD�BE�STOPPED��GOODS�
ON�RETENTION�OF�TITLE�OR�CONSIGNMENT�
RECLAIMED�AND�OUTSTANDING�CLAIMS�NOTIlED�
AND�DOCUMENTED��#OMMUNICATION�WITH�
THE�ADMINISTRATOR�SHOULD�COMMENCE�TO�
UNDERSTAND�THE�INTENTIONS��WHETHER�THAT�
BE�TO�CONTINUE�OPERATION�IN�ADMINISTRATION�
WHILE�SEEKING�A�SALE��RESTRUCTURING�OR�
RElNANCING��OR�LIQUIDATION��%XPOSURE�
WILL�BE�DIFFERENT�DEPENDING�ON�THE�FORM�
OF�THE�PROCESS��)N�AN�ADMINISTRATION��THE�
COMPANY�MAY�CONTINUE�FOR�A�SHORT�WHILE�
BEFORE�THE�OPERATING�BUSINESS�IS�SOLD�OR�SOLD�
IMMEDIATELY�IN�A�PREARRANGED�SALE�n�KNOWN�
AS�A�PRE
PACK�n�WHICH�IN�BOTH�CASES�WILL�
RESULT�IN�ALL�OR�MOST�OF�THE�RECEIVABLES�BEING�
LOST��)N�A�#6!�OR�SALE�OUT�OF�INSOLVENCY��NEW�
TERMS�WILL�NEED�TO�BE�NEGOTIATED�DEPENDING�
ON�LEVERAGE��BUT�ANY�AGREEMENT�TO�SUPPLY�
SHOULD�BE�UNDER�EXTREME�VIGILANCE�WITH�
NO�WORSENING�OF�EXPOSURE��7HATEVER�THE�
PROCESS��IT�WILL�BE�DICTATED�BY�LEGAL�AS�WELL�
AS�COMMERCIAL�ISSUES�AND�GOOD�LEGAL�ADVICE�
IS�NECESSARY�FROM�THE�OUTSET�

&7��7HAT�POTENTIAL�LIABILITIES�FACE�
DIRECTORS���OFlCERS��$�/S	�OF�SUPPLY�
CHAIN�COMPANIES�IN�THE�ZONE�OF�INSOLVENCY��
(OW�SHOULD�$�/S�MANAGE�THIS�RISK�

4ILLEY��$IRECTORS�HAVE�A�lDUCIARY�DUTY�OF�
CARE�TO�SHAREHOLDERS�WHILE�SOLVENT��BUT�AS�
A�COMPANY�ENTERS�THE�ZONE�OF�INSOLVENCY�
THIS�DUTY�PROGRESSIVELY�TRANSFERS�TO�A�DUTY�OF�
CARE�TO�CREDITORS��4HE�ZONE�OF�INSOLVENCY�IS�
A�@GREY�AREA���AND�ALTHOUGH�INSOLVENCY�HAS�
A�LEGAL�DElNITION�THERE�IS�NO�@BRIGHT
LINE��
lNANCIAL�EVENT�THAT�TRIGGERS�IT��$IRECTORS�
SHOULD�SEEK�LEGAL�ADVICE�AND�GUIDANCE�WHEN�
THEY�SEE�A�WORSENING�LIQUIDITY�POSITION��
&RAUD��MALFEASANCE��PREFERENCE�OF�PAYMENTS�
OR�NEGLIGENCE�WOULD�CERTAINLY�EXPOSE�A�
DIRECTOR�TO�RISK��#OMMERCIAL�DECISIONS�TAKEN�
HONESTLY�WITH�GOOD�PROFESSIONAL�ADVICE�
AND�DEMONSTRABLY�IN�THE�BEST�INTEREST�OF�ALL�

STAKEHOLDERS�TO�AVOID�INSOLVENCY�WOULD�HAVE�
A�@BUSINESS�DEFENCE���"USINESS�DECISIONS�
AND�REGULAR�MONITORING�OF�LIQUIDITY�AND�
APPRAISAL�OF�SURVIVAL�PROSPECTS�SHOULD�BE�
PROPERLY�DOCUMENTED�SHOULD�THEY�BE�NEEDED�
SUBSEQUENTLY�TO�JUSTIFY�ACTIONS�

&7��7HAT�BENElTS�CAN�EXTERNAL�ADVISERS�
BRING�TO�THE�TABLE�TO�HELP�SUPPLY�CHAIN�
COMPANIES�IN�THESE�TROUBLED�SITUATIONS�

4ILLEY��)N�MOST�INSOLVENCY�PROCESSES��
TRADE�CREDITORS�ARE�UNSECURED�AND�RANK�
BEHIND�SECURED�CREDITORS��WHICH�NORMALLY�
INCLUDES�BANKS�AND�ASSET
BASED�LENDERS��
2ECOVERY�RATES�FOR�UNSECUREDS�ARE�RARELY�
GREATER�THAN�A�FEW�PENCE�IN�THE�POUND��
/NCE�RECOGNISING�THE�OBVIOUS�SIGNS�OF�
DISTRESS��SUCH�AS�LATE�OR�PARTIAL�PAYMENTS��
IT�IS�USUALLY�TOO�LATE�TO�GET�CREDIT�INSURANCE�
OR�TOTALLY�WORK�DOWN�RECEIVABLES�EXPOSURE��
OR�TO�lND�ALTERNATIVE�CUSTOMERS�TO�lLL�
POSSIBLE�LOST�SALES�VOLUMES��"UT�PRIOR�
PLANNING�WITH�AN�ADVISER�POSSESSING�BOTH�
THE�COMMERCIAL�KNOWLEDGE�AND�EXPERIENCE�
TO�ASSESS�RISK�AND�TO�HELP�MINIMISE�
EXPOSURE�BY�MANAGING�RECEIVABLES�LEVELS�
AND�JUST
IN
TIME�INVENTORY�SUPPLY�WHILE�
BEING�SENSITIVE�TO�THE�CUSTOMERS��POTENTIAL�
TIPPING�POINT��AND�NEGOTIATING�RETENTION�
OF�TITLE�AND�CONSIGNMENT�INVENTORIES�TO�
KEEP�OWNERSHIP�AS�LATE�AS�POSSIBLE�IN�THE�
CUSTOMER�MANUFACTURING�PROCESS��CAN�LOWER�
ANY�POTENTIAL�LOSSES��,IKEWISE��SERVICE�
COMPANIES��INCLUDING�PROFESSIONAL�ADVISERS��
SHOULD�AVOID�TEMPTATION�TO�PROVIDE�ONGOING�
SUPPORT�WITHOUT�CLEAR�PAYMENT�VISIBILITY�AND�
COMMITMENT�

&7��(OW�WOULD�YOU�DESCRIBE�THE�OUTLOOK�
FOR�SUPPLY�CHAIN�COMPANIES�OVER�THE�
COMING�MONTHS��7HAT�PREPARATIONS�CAN�
THEY�MAKE�FOR�THE�POTENTIAL�INSOLVENCY�OF�A�
LARGE�CUSTOMER�

4ILLEY��7ITH�HIGH�LEVELS�OF�CORPORATE�
BORROWINGS�AND�GLOBAL�UNCERTAINTY��THE�

OUTLOOK�IS�A�CAUSE�FOR�CONCERN��4HE�IMPACT�
OF�53�#HINA�TRADE�WARS��"REXIT��THE�TREND�
TO�ELECTRIC�VEHICLES�AND�DIESEL�EMISSION�
PROBLEMS�ARE�CAUSING�CUTBACKS�AND�CHANGES�
IN�AUTO�PRODUCTION�THAT�WILL�IN�DUE�COURSE�
TRICKLE�DOWN�THROUGH�4IER���TO�4IER���AND�
4IER���SUPPLIERS��)N�THE�DOWNTURN�IN�������
AND�AGAIN�IN�������/%-�PRESSURE�ON�4IER�
��SUPPLIERS�CAUSED�SEVERAL�HIGH
PROlLE�53�
BANKRUPTCIES�THAT�AFFECTED�%UROPEAN�SUPPLY�
CHAINS��!EROSPACE�SUPPLY�CHAINS�ALSO�COULD�
BE�AFFECTED�BY�THE�"OEING�����-AX�PROBLEM�
AND�)4�COMPONENT�AND�SOFTWARE�SUPPLIES�
BY�POSSIBLE�(UAWEI�EMBARGOES��-ANY�4IER�
��SUPPLIERS�HAVE�HIGH�BREAKEVEN�POINTS�AND�
ARE�HIGHLY�LEVERAGED��AND�SO�VULNERABLE�TO�
VOLUME�CHANGE��6IGILANCE�NOT�JUST�WITH�THEIR�
IMMEDIATE�CUSTOMER�BUT�ALSO�UP�THE�SUPPLY�
CHAIN�IS�NEEDED��AND�CREDIT�RATINGS�MUST�
BE�TAKEN�REGULARLY��%FFORTS�SHOULD�BE�MADE�
TO�SPREAD�RISK�BY�SPREADING�THE�CUSTOMER�
BASE�AND�BY�TIGHTENING�CONTRACTS�AND�CREDIT�
LIMITS��+EEPING�A�CLOSE�EYE�ON�PAYMENT�
HABITS�WILL�PROVIDE�AN�EARLY�WARNING��4HE�
SOONER�THE�ACTION��THE�LOWER�THE�RISK��
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