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President’s Report
Dan DeMarco, Hahn Loeser & Parks LLP

The year 2019 is shaping up to be an historic one for our chapter. For one thing, the 2019 Annual 
Meeting of the Turnaround Management Association, its premier national event, is coming to 
Cleveland.  We hope to see everyone on the North Coast! Please mark your calendars and save the 
dates, September 25-27, to attend this industry-leading event. More news on the TMA Annual below.  
But first, a word about tariffs: Our membership carefully follows the economy, and there continues 
to be considerable uncertainty around certain elements of the economy in the spring of 2019. One of 
those areas of uncertainty is tariffs, and our April program will zero in exactly on those issues. Our 
January meeting featured a presentation by professionals from Bernstein, who offered the macro 
view that while the U.S. will remain at the center of potential trade disputes, the U.S. economy is less 
dependent upon trade than most of our trading partners, including China. In other words, the U.S. 
is better positioned to weather a storm. Which is not to say some businesses have not already been 
affected – positively or negatively – by the tariffs the U.S. and China have imposed on one another.  
Here is what we know: in 2018, President Trump imposed new tariffs on $250 billion of Chinese 
imports, seeking to bring pressure to advance the U.S. trade agenda on a host of issues, including 
intellectual property and technology transfers. China responded with tariffs on certain U.S. products, 
which have had a particularly significant impact on U.S. farm products. Both the U.S. and China 
have threatened to escalate tariffs – both higher rates and more products. Still, trade talks continue. 
On March 31, China announced it would continue its suspension on the imposition of new tariffs on 
U.S. automobiles and auto parts.  
Here is what we do not know: will the suspensions hold, on either side? If the suspensions hold, but 
the tariffs imposed by both the U.S. and China in 2018 continue into 2019, what businesses will be 
stressed? Are any industries likely to become distressed? What strategies are open to those facing 
such distress?
Our April 25th breakfast meeting will feature a panel that will tackle important questions like these, 
and more, bringing the perspective of a work-out banker (Glenn Bartley), an attorney (Scott Opincar) 
and an economist (Dr. Vasilios Kosteas, Chair of the Economics Department at Cleveland State 
University). Look for the event details below, and plan to join us!
Upcoming Events: Back by popular demand in 2019 is our full slate of outstanding late spring and 
early summer events. If you missed any of them last year, you missed a lot. The good news is there is 
plenty of time to make sure they are on your calendars this time around.   

The TMA National is coming to Cleveland in September. 
Hear what TMA CEO Scott Stuart has to say about it 
here: 
https://soundcloud.com/user-306043427/190329-ceo-
speaks-podcast-audio 
in his weekly podcast. 

continued on page 2
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■  The TMA Great Lakes Conference – May 23rd and 24th. Once again, we will convene at The 
Avalon Inn & Resort, and, like last year, the centerpiece will be golf on the Pete Dye-designed 
Avalon Lakes course. The golf is only the beginning: we begin the evening festivities with 
a networking cocktail reception and welcoming dinner. If you suspect cigars and libations 
will follow the evening’s “formal” program, then you must have attended prior Great Lakes 
Conferences and know what great networking opportunities continue throughout the evening. 
Friday will feature keynote speakers and panels. MJ Hilker and her fellow planning committee 
members assure me the Cash Raffle Drawing will be back to top off the events mid-day Friday.

■  The Annual TMA/ACG Shoreby Event – June 11th. The unique elegance of the Shoreby Club in 
Bratenahl has become a fixture for this annual event. The evening will present the opportunity not 
only to connect with your TMA colleagues, but also to expand your networking opportunities to 
include our colleagues from the Association for Corporate Growth. All accompanied by great food 
and beverages on the scenic north lawn of the property. The views are spectacular, the networking 
unmatched and the evening is routinely a highlight. Not to be missed!

■  Our 23rd Annual Golf Classic – July 15th. We will make our way back to the Mayfield Country 
Club for this premier golf event. As usual, the networking continues throughout the day, from the 
fairways to the clubhouse, over cocktails, dinner and throughout an evening of generous prizes 
and surprises.  

NexGen Events: Our NexGen leadership has had a busy start to 2019. Maria Carr and Amanda 
Baker have organized both networking and lunch-and-learn events in February and March. Reaching 
out to include the CFA, a joint networking event was particularly well-attended. More events are in 
the pipeline. Watch for news about the April event and more events throughout the year.    
The 2019 Annual: Planning is well underway for the 2019 Annual. We are thrilled that our own Sally 
Barton has been named one of the Annual’s Co-chairs! Sally will be leading a committee drawing 
from TMA members across the country. A full schedule has been set. Check out the TMA website at 
https://annual.turnaround.org/. While you are there, set it as a favorite on your browser, and keep up 
with the news about the TMA Annual. More details will be rolling out soon. Cleveland will rock the 
2019 All Star Game for Major League Baseball in July, and then welcome the TMA “Big Tent” in 
September for the 2019 TMA Annual. We will see you there!
In the meantime, we look forward to seeing each of you at as many of these events as your schedule 
permits. More details in the next newsletter!

President's Report continued

April 25
Tariffs and their impact on business
May 23-24
TMA Great Lakes Conference, Avalon Inn
June 11
TMA/ACG Summer Event at Shoreby Club
July 15
TMA Golf Classic at Mayfield Country Club
August 29
Annual TMA/CFA Shuffleboard Event

September 25-27
TMA Annual Meeting in Cleveland
October 24
TMA/CMBA Education event*
November 19
Improving productivity in medicine*
December 12
Holiday Event
Please note: * These two events might switch 
depending on timing coordination with CMBA

2019 EVENTS CALENDAR

General note: The dates and subjects listed on this 2019 event calendar are subject to change to 
accommodate: speakers and venue availability, verification by other organizations in the case of 
joint events, and current events that might pre-empt the initial schedule. As always, each program 
announcement will have the definitive word on the specifics of each event.

Welcome New Members
Henry Laurent
Fairmount International 
LLC

Jerry Krieg
First Commonwealth Bank

Jim Gagan, CPA 
Trimingham Inc
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In our recent TMA Ohio chapter board of directors meetings, much attention has been given to the 
continued drop in TMA membership, nationally and locally. Other chapters of comparable size have 
experienced similar declines. In 2009, at the height of the financial crisis, our chapter’s membership 
peaked with 236 members and remained steady in the early 2000s, through 2012. In every year since 
2012, however, TMA, including our chapter, has experienced decreases in membership, as has every 
major organization with a focus on turnarounds, insolvency or bankruptcy.
A significant reason for these membership declines is the reduction in bankruptcy, restructuring and 
related cases. In recent years, when a borrower was asked to exit their lending relationship, they 
often had little difficulty in finding financing at a competing national or community bank, or with an 
asset-based lender, thus negating the need for restructuring. In response to the associated decrease 
in demand for restructuring professionals, law and consulting firms significantly reduced the 
number of professionals working in these areas. With fewer professionals active in the space, fewer 
professionals renewed their TMA memberships.  
Zombie Companies: the Key to Increasing TMA Membership?
What is a “zombie company”? An article authored by Jim Edwards and published by Business 
Insider on October 28, 2018, stated the following: 
■  A company has become a zombie when it is at least ten years old, and the interest payments on its 

debt barely exceed its Earnings Before Interest and Taxes (EBIT), if at all.
■  12% of all companies globally are now “zombie firms,” and in the U.S. the situation is even 

worse, with the zombie rate climbing above 16%, according to the Bank of International 
Settlements.

■  “When a company cannot make enough money to cover even the interest on its loans (let alone 
the underlying principal) it is close to bankruptcy. However, companies can stagger along for 
years – like zombies” as long as lenders continue to extend them credit.

Focusing specifically on struggling private sector companies, it is not clear that such a zombie 
company today could so easily refinance if asked to do so by its current lender. It certainly looks as 
though zombie companies, when exposed, will lead to additional need for TMA-related services!
A Hypothetical Zombie
Let’s examine the hypothetical Acme Molding Company. Acme has been in the molding business 
since 1948. They are family-owned, and the third generation is set to take control of the company. 
They have steady annual sales of $9 million. They are located in Northeastern Ohio and have been at 
the same facility for over 25 years. They have a line of credit (LOC) of $2.5 million and a long-term 
note of $900,000 that is collateralized by the equipment and building. To their customers, suppliers, 

TMA Membership and Zombie Companies:
Is the Apocalypse Coming?
By Steve Skutch and Josh Arlow

The Skutch Arlow Group, Ltd. provides financial advisory services for restructur-
ing situations in the small and middle market environments. We focus on assisting 
lenders with troubled credits and working with distressed borrowers to implement 
exit strategies, whether serving as receiver, guiding and managing wind-downs or 
helping borrowers find alternative financing. We also work within the bankruptcy 
process by providing financial advisory services to borrowers and creditors’ committees. Steve 
Skutch and Josh Arlow have over 45 years of combined experience exclusively in the field of 
financial and management consulting for distressed businesses. In every engagement, we strive 
to maximize value for stakeholders.

Featured Sponsor

continued on page 4
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and employees, the status quo looks entirely sustainable.  Let’s 
examine why they are in actuality a zombie company.
For the past several years, while Acme has not lost any major 
customers, sales volumes have stagnated.  
■  Cost of goods sold increased to 40% of sales, $3.6 million, as 

primary suppliers have raised rates every few years to keep up 
with inflation and their increasing costs.  

■  Through customary annual increases, payroll has now hit 33% of 
sales, or $3 million.

■  Selling, General and Administrative expenses (SG&A), although 
under control, has crept up to 24% of sales, or $2.2 million.

■  EBIT is $200,000. 
With interest rates of 5.75% on the LOC and 4.5% on the term loan, 
Acme has found itself with $184,250 in interest payments, leaving 
only $15,750 in net profit (excluding taxes) – a zombie company.
What Happens to Acme?—Small Challenges Become 
Magnified
All companies may be facing the following challenges in the current 
economic environment. As we shall see, zombie companies are ill-
equipped to deal with these challenges. Some include:
■  Labor cost increases - A tightening job market means competition 

for labor, and rising pay rates to attract new employees or keep 
current ones. Increased demand for workers means some of the 
best employees may leave for better wages and/or benefits. Can a 
zombie afford to retain or replace their best people? 

■  Aging equipment - Capital-intensive businesses require capital 
expenditures to maintain, repair and replace the machines at the 
heart of a company’s business. Does the zombie have the cash 
flow to service this need?

■  SG&A costs - All industries and companies experience a steady 
increase in the cost of items like insurance, shipping and utilities. 
Can a zombie company keep up with these increases?

■  Trade tariffs - The current political environment has created 
uncertainty surrounding the international trade and tariff system. 

Can the zombie company pass on the sudden imposition of tariffs 
to their customers?

■  Customer resistance to price increases - Depending upon the 
industry, the nature of the business, or customer relationships, 
price increases may be a tough sell to customers. The company 
may get the customer to agree to a direct material price increase. 
Not many customers are willing to accept overhead cost 
increases.

■  Interest rate increase - LIBOR and Prime interest rates have been 
rising steadily since 2014. Default rates may kick in when a 
debtor is out of formula. What effect would a rate increase have 
on a zombie’s debt service?

Let’s see what would happen if Acme Molding Company 
experienced any one of these challenges. The following table shows 
how a small increase to a particular item results in problematic 
changes to net income and interest coverage ratio. 

 % Increase 
Resulting Net 
Income

Interest
Coverage
Ratio

Current Situation  NA  $15,750 1.09
COGS 1.0%  $(20,250) 0.89
Labor 2.0%  $(44,250) 0.76
SG&A 1.5%  $(17,250) 0.91
Interest on LOC 100 basis pts.  $(9,250) 0.96

As the table indicates, small changes in any one of these items result 
in the interest payments exceeding the EBIT. Such a situation for 
the zombie company is unsustainable over the long haul.
Will these economic factors finally reveal how widespread the 
zombies are? Only time will tell.  However, they are out there, and 
so are future TMA members.

Feature Story continued


