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This year continues to be a strong one for AEG, as the need for a true combination of
financial, process, and operational expertise for stressed and distressed companies is
always present in the market. While the news has been full of the problems in building
related industries, retail and real estate, we have seen increased stress in more traditionally
stable industries such as food manufacturing and broadcasting media.

In this issue, we look at pricing strategies, share with you some recent client engagements
and highlight AEG in the news.

Best regards.
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Pricing Strategies for Distressed Businesses

By Daniel P. Bender, AEG Partners LLC

CEO: “As you all know, we've been hit hard by increasing commaodity prices. We need to

institute a price increase.”

Sales: “No can do. We just took a price increase last year. And none of our competitors are
increasing their prices.”

CEO: “But surely they are feeling the same cost pressures?”

Sales: “Listen, if we increase prices across the board, | guarantee we'll lose business. We
can't risk upsetting our largest customers; they account for 80% of our business, and if we
push too hard they'll switch their business, and we can't afford to lose that volume.”

CEO: “Most of those customers aren't accepting our fuel charge...do we even make money
today on all of that volume?”

Sales: “Every customer we have is profitable.”



CFO: “Actually, we don't really know who is truly profitable since our systems aren't set up
that way.”

Does the above dialogue sound familiar? Discussions like this take place in meeting rooms
and board rooms every day. For distressed businesses pursuing a business turnaround, a
dialogue like this means certain failure. A successful turnaround plan requires a company
to, among other things, address its pricing issues. As restructuring professionals, we watch
our clients struggle with pricing decisions. In this article, we explore three common pricing
mistakes made by companies in distress.

1. Absorbing input cost increases

Rising commodity prices, record high oil prices and increases in the minimum wage have
driven up the raw material costs for nearly every business. For many companies, costs
started rising in late 2006, providing management teaméa!™s ample time to react. So why
have so many organizations waited until a financial crisis to deal with pricing? First, many
companies lack adequate monitoring systems that measure increases in costs. Monthly
financial statements provide insufficient detail to separate increases in input costs from
other drivers of financial performance, like changes in mix, waste, or other inefficiencies.
Second, management teams often convince themselves that these input cost increases are
temporary, and the period of higher costs can be managed with changes in product and or
process. Third, companies are often slow to recognize the implication of rising costs.
Despite months of newspaper and TV news reports of higher oil prices, many of our clients
are shocked to discover their fuel surcharges no longer adequately cover their
transportation costs. We have found many clients who have watched margins erode for
months, or even years, before considering a price increase. By delaying a price increases
in response to rising costs, management teams throw the business into crisis.

2. Fearing large customers

Companies find it easy to pass along price increases to smaller, seemingly less powerful
customers. The lower perceived risk of losing these customers and the small overall sales
mitigate any concerns of losing the customer. dlceThey wona!™t leave and even if they
do, theya!™re smalla! !lis the sentiment expressed by the company. In contrast,
management teams are reluctant to pass along even the smallest price increase or
surcharge to larger customers. The Vice President of Sales at one AEG customer was so
afraid to communicate a price increase that he claimed the company had a contract with
the customer obligating continued service. Subsequent investigation by AEG determined
there was no contract in place. Faced with the real possibility of losing a large customer,
many management teams avoid increasing prices, even when the customer is clearly
unprofitable. Companies rationalize keeping these customers with thoughts such as, &
lo,ewe canal™t afford to lose thema! ! or &lcewe can get them to be profitable over time.a
I I'This kind of thinking traps management into delayed price increases to larger customers.
In reality, distressed companies do not have sufficient financial resources to support these
customers and, in failing to take action, management destroys the business.

3. Failing to act decisively

Once a company decides on a price increase, too few have the courage to fully commit to
the decision. In our work with distressed companies, we see this play out on two fronts.
The first is timing. Many distressed clients have difficulty setting a definitive date for
implementation of a price increase; or worse, intentionally delay the announcement of a
price increase hoping to avoid unpleasant conversations with customers. Decisive
companies implement a price increase as soon as it is realistically feasible. Second, many
companies fail to exercise any negotiating leverage and simply allow a customer to skip the
price increase. This is particularly true of fees and surcharges (handling fees, fuel
surcharges, delivery fees, etc.). Many customers refuse to pay these fees, deducting the
charge from the paid invoice amount. When management fails to respond and after a few
billing cycles of non-payment, the customer concludes (correctly) that they are not being
penalized, they continue to deduct the amounts from future invoices.

Getting the most from a price increase requires decisive action, passing along input costs
as quickly as they become visible and effectively using their power a supplier to enforce
their pricing policies.



In our next news letter, we discuss the mindset senior managers must adopted to affect a
successful business recovery.

IN THE NEWS

Craig Dean, a Principal of AEG Partners, was recently quoted in The Economist and High
Yield Report discussing newly struggling industry sectors and the new rules governing
Chapter 11 of American's bankruptcy code.

“Companies that prepare and package food for grocery stores...are likely to face financial
stress and find refinancing to be difficult ... Food prices have already adversely affected the
restaurant segment, which is also being hurt by its dependency on discretionary consumer
spending. ...Another sector affected by the downturn in consumer spending and likely to
see further distress is the advertising and media sector.”

“Banks Ready for March (Bankruptcy) Madness.” High Yield Report. March 17, 2008: Vol.
19, No. 11.

“As defaults rise, the new rules governing Chapter 11 of America' bankruptcy code will face
their first test. ...One result may be that firms will try to restructure without going into

Chapter 11, or at least do much more preparation before they enter it ...”
— Waiting for Armageddon, The Economist, March 27, 2008

Larry Adelman, a Principal of AEG Partners, recently participated on a panel for Working
with Private Equity Groups, which was held at the Graduate School of Business of the
University of Chicago on February 16, 2008. The panel focused on purchasing business
from a Private Equity perspective. His specific topic was buying a distressed business.

Craig Dean, a Principal of AEG Partners, will be a panelist at the MasterClass on P.E.
Investing in Food and Beverage Companies on Wednesday, June 18, 2008. Craig will be
speaking on a panel called “Twists & Turns- Advice About Adjusting to the Recessionary
Economy From Four Leading Professional Service Providers.”
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