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The latest financial crisis seems to have affected our industry like no previous recession. Record numbers of printers have closed or consolidated. Staff, salary and work hour reductions have become common industry themes. On top of that is the changing graphic communications landscape with its shift to internet, web to print, mail, fulfillment, and other areas. It is a small wonder that today’s printers are struggling to find the right business model to cope with all these changes. 
 “Rightsizing” your organization is one crucial and timely way to move to a viable business model in today’s world. What is rightsizing? Very simply, it is changing your business model so that your expenses are in line with your revenue projections. Once you have decided what kind of a printer you are going to be (sheetfed, digital, mailing, web, marketing, etc.), there has to be enough cash flow out of your business configuration to support debt service.  If your sales are completely different than sales of recent years, take a glimpse at the Printing Industries of America Ratios Reports to find more realistic benchmarks.*
Rightsizing is more than just being profitable. By way of explanation, let’s look at an actual case study from one of our clients, whom we will call Zero Communications: 

	Zero Communications

	Annual Financial Plan

	
	
	
	Before (A):
	
	After (A):

	Sales/Value Added Forecast:
	
	
	
	

	
	Sales - Sheetfed
	
	$4,500,000 
	
	$4,500,000 

	
	Sales -Digital, Etc.
	
	$2,000,000 
	
	$2,000,000 

	
	
	
	$6,500,000 
	
	$6,500,000

	
	
	
	
	
	

	
	VA - Sheetfed 62%
	
	$2,790,000 
	
	$2,790,000 

	
	VA - Digital, etc. 75%
	
	$1,500,000 
	
	$1,500,000 

	
	Total Value Added:
	
	$4,290,000 
	
	$4,290,000 

	
	
	
	
	
	

	All Payroll, Overtime, Payroll Taxes and Benefits:
	
	$3,000,000 
	
	$2,750,000 

	
	Depreciation
	
	$600,000 
	
	$600,000 

	
	Overhead
	
	$1,000,000 
	
	$1,000,000 

	
	
	
	$4,600,000 
	
	$4,350,000 

	
	Loss
	
	($310,000)
	
	($60,000)

	
	Depreciation
	
	$600,000 
	
	$600,000 

	
	Debt Source
	
	($500,000)
	
	($500,000)

	
	Cash Flow (Negative)
	
	($210,000)
	
	($40,000)

	(A)  After rightsizing changes with Plan A, the only reduction in expenses was in payroll ($250,000)


Zero needed to downsize their operation to become cash positive. In preparation for the downsizing, we first had to project their sales and calculate value added from current data. With a conservative sales projection, based on the agreed upon model and with a breakdown between sheetfed and other sales (digital, mailing and fulfillment), we were able to calculate a more accurate value added.
With this information in hand, a two-tiered rightsizing plan was developed. Because Zero’s management strongly felt that a conservative approach was needed to maintain staff morale during the transition, Plan A was developed to achieve the desired results with the least amount of change possible. It thus had three fairly conservative parts: 

· A staff reduction from 47 to 44 people

· A 5% reduction in the wages of salaried staff 
· A workweek reduction for hourly employees from 40 to 32 hours per week. 
The results were as follows:


3 Terminations


$150,000


Salary Cuts


$  65,000


Workweek Reduction

$  35,000


TOTAL SAVINGS:

$250,000 per year
As you can see, the Plan A results produced a marginal cash flow improvement for Zero.  When expected sales did not materialize, further rightsizing was needed, so we moved on to “Plan B”. 
Plan B included two additional terminations and the implementation of a 10% pay cut. These additional changes resulted in a further reduction in expenses of $100,000 from the terminations and $65,000 from the pay cuts. The combined Plan A and Plan B rightsizing changes moved Zero back into a positive cash position.  
Thoughtful planning and timely implementation of the rightsizing measures are critical to the success of any rightsizing plan. As with Zero Communications, a plan like “Plan A” should be targeted so that, at a very minimum, your business has sufficient cash flow to cover your debt service. Each printer’s situation is unique, and where those cuts can most effectively be made vary with each company. For that reason, we strongly encourage you to work closely with a financial advisor knowledgeable about the industry in formulating your rightsizing plans.  If you don’t have one, call us.  As we saw with Zero Communications, “Plan A” alone may not achieve the desired results, so “Plan B” also needs to be fully formulated and ready to implement if needed. “Plan B” builds on what you started with in Plan A, adding additional cost-cutting measures to get you where you need to be to both survive and thrive. And remember - timing is key as well. Things are changing rapidly in today’s economy, so once you have your rightsizing plans formulated, don’t wait too long to implement them. 
Rightsizing is always a challenge, and making layoff and/or salary reduction decisions certainly isn’t fun, particularly if your staff is comprised of long time, loyal, and/or skilled personnel.  We’ve heard printers justifiably concerned about the “human factor” of such decisions. Others are concerned about losing skills that may be important to ongoing or future business endeavors. No one wants to be the “bad guy”, but look at rightsizing for what it is – a sound business decision in a challenging economy. And tough though the decisions may be, rightsizing  -- right now -- is critical to the survival of your business.  
If you need help, reach out.  Start by joining us for our monthly A Cup O Joe Teleconference** for candid discussions on this and other pertinent topics of concern.
(**) “A Cup O’ Joe is a complimentary teleconference series for printers offered by MargolisBecker on timely topics for the graphic communications industry.  Details and registration forms for upcoming sessions are available at www.margolisbecker.com under the “Events” tab. Questions may be directed to Bonnie Pfaff at 888.577.1717 or bpfaff@margolsbecker.com 


 

About MargolisBecker
MargolisBecker has long been recognized as the financial expert for the printing and allied graphic communications industry, assisting thousands of companies with strategic and financial management, valuation, mergers/acquisitions, accounting, audit and tax services.  The firm is noted for its expertise in enabling printing companies to optimize profits.  Proudly, it is the purveyor of the industry’s Cash is King, and Value-Added Principles of Management, and compiles the annual Printing Industries of America Ratios, the industry’s premier financial benchmarking tool.  

About the Printing Industries of America Ratios Reports (*)
The Ratios Reports presented each year by the Printing Industries of America provide a detailed and comprehensive picture of the financial status of the major segments of the graphic arts industries in the U.S. and Canada. The studies allow individual firms to compare their annual performance with that of many other similar firms, including those that earn above-average profits.  This annual publication is prepared by MargolisBecker, LLC for the Printing Industries of America.

Stu’s View is contributed by Stuart Margolis, CPA and Partner of MargolisBecker LLC to provide information that helps firms operate profitably.  More information can be found at �HYPERLINK "http://www.margolisbecker.com"�www.margolisbecker.com�.
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