Pogo’s famous observation, “I have
discovered the enemy and it is me,”
is whimsical but profound, and can
be fundamental to maximizing
recovery from troubled small and
middle market credits.

These workout processes usually
start the same way, badly. The ten-
sion and stress are incredible. The
parties secem totally at odds with
one another. Credibility and mean-
ingful communications are
routinely low. The situation is a
sure-fire recipe for disaster.
Nonetheless, there are many more
successful workouts and recoveries
than one would expect.

While each troubled credit situation
has its own unique twists and turns,
most successful recoveries share a
distinct group dynamic among the
stakeholders, with common charac-
teristics frequently brought about
by the presence of a turnaround
professional.

Early in the workout process, the
stakeholder group (with or without
a change agent-consultant) works to
restore credibility, with open com-
munication and reliable operating
and forecast data. Next, the individ-
ual members of the group maintain
their civility and objectivity even
though their respective positions,
g(mls and views may be dramatically
different. Third, honest assessments
are made of the businessi current
condition and future, reconciled to
the degree possible. Finally,
although the economic and legal
power base may rest with different
parties, and may shift during the
process, the use of such power is
not abused.

So what else is new? As in golf, a
simple game but not casy to play
well, the biggest enemy in workouts
is oftc,n. ..ourselves,

It’s easy to assume that the two
individuals who will be least effec-
tive in working on a troubled credit

are the banker who made the loan
and the manager who led the bor-
rower into financial difficulty. True,
they are not usually the best suited
to plan and lmpluncnt a successful
turnaround or maximize liquida-
tion. However, they are all-stars
compared to the Walter Mitty
dreamer who believes that only he,
despite his lack of experience or
education, can handle a critical role
in the workout process, or to the
power egomaniac who must always
be in control.

While the “Walter Mitty” or
“Control Freak” may not step for-
ward to take Lh*n‘gc it’s not unusual
to find an owner or manager who
believes he can be a great banker,
lawyer and turnaround pro, all
rolled into one. We see bankers who
believe they are great operators;
vendors who want to be Clarence
Darrow; lawyers who believe they
belong on Wall Street; and turn-
around professionals whose
perspectives become so distorted by
their own sense of importance that
they believe they can outperform
the other d:supllm specialists. In a
workout environment, that kind of
thinking and the behavior it stimu-
lates become simply one more
roadblock.

In a recent situation involving sev-
eral banks, the Walter Mitty
complex of some of the profession-
als was compounded by the need
for informal bankruptcy-type com-
mittees (bankers, management,
vendors, etc.). The overreach
impact of the committees was often
mitigated by the calming counsel of
their professional advisors.
However, during the workout
process (despite reasonable pur-
chase offers from third parties), the
banks became owners of a compli-
cated business which appeared to be
on the verge of recovery. The
banker committee believed itself
capable of making significant own-

ership and operating contributions.
Unfortunately, the bankers had no
real operating or ownership back-
grounds. The business has eroded
significantly since the takeover.

At the takeover juncture, we think
the bankers would have been better
served by separating their responsi-
bilities internally, or by selling the
business. Either action would have
maximized their contribution from
both the ownership and lender per-
spectives, besides leaving the
operating responsibility to more
qualified professionals. Wearing
multiple hats or being under- qualiv
fied for critical responsibility
substantially increases the risk of a
poor result.

Lack of objectivity and qualifica-
tions can surface and create
problems throughout the workout
process, as well as at the onset of a
recovery effort. We have all
attended meetings where the issues
get short shrift as personalities seek
to hold sway, or when time and
effort are devoted to theories that
wonit die even though they are crit-
ically terminal. However, when
each key participant recognizes
and deals with his own over-
reach, the opportunity to
maximize the workout result
grows dramatically.

This is where workout/turnaround
professionals hired by debtors can
help. They bring both objectivity
and specialized operating expertise.
Lenders assume they will fare better
by referring such professionals to
their borrowers where credibility,
quality information and direction
have become significant issues.

What’s not always clear, however, is
the lender’s expectation for the con-
tinuing turnaround assignment, if
any. Usuall\r turnaround pmfessmn-
als are not referred by lenders in
order to become cogent advocates
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