




Warning Signs 
Of A Distressed 
Foodservice 
Distributors
�8�F���B�S�F���M�J�W�J�O�H���J�O���B���W�F�S�Z���E�J�ï�����D�V�M�U���F�O�W�J�S�P�O�N�F�O�U��
for foodservice operators and for distributors. 
�0�W�F�S���U�I�F���Q�B�T�U���Z�F�B�S�
���X�F���I�B�W�F���C�F�F�O���D�P�O�U�B�D�U�F�E��
by an increasing number of owners who � nd 
their companies in various levels of � nancial 
distress. � ey range from those who need to 
make modest adjustments to those who are 
�F�Y�Q�F�S�J�F�O�D�J�O�H���F�Y�U�S�F�N�F���ë���O�B�O�D�J�B�M���E�J�T�U�S�F�T�T�����h�� �F�S�F��
are typically three outcomes:

�� �t�����4�P�N�F���N�B�L�F���U�I�F���I�B�S�E���D�I�P�J�D�F�T���B�O�E���U�I�F
necessary adjustments and get back on track.

�� �t�����4�P�N�F���E�F�D�J�E�F���U�I�F�Z���I�B�W�F���I�B�E���F�O�P�V�H�I���B�O�E��
quietly close their doors.

�� �t���4�P�N�F���B�T�L���V�T���U�P���I�F�M�Q���U�I�F�N���ë���O�E���B���C�V�Z�F�S����

� ose in severe � nancial distress have often 
failed to properly assess their situation early 
�F�O�P�V�H�I�
���X�I�J�M�F���P�U�I�F�S�T���G�F�M�U���U�I�F�Z���D�P�V�M�E���K�V�T�U���i�I�P�M�E��
on” and things would work themselves out. 
�6�O�G�P�S�U�V�O�B�U�F�M�Z�
���I�P�M�E�J�O�H���P�O���U�P���B���E�F�D�M�J�O�J�O�H��
operation too long can sometimes result in 
losing nearly all of the value created in the 
�C�V�T�J�O�F�T�T�����*�O���P�O�F���F�Y�U�S�F�N�F���T�J�U�V�B�U�J�P�O�
���B���E�J�T�U�S�J�C�V�U�P�S��
�M�P�T�U�����������P�G���I�J�T���D�V�T�U�P�N�F�S���C�B�T�F���J�O���K�V�T�U���������E�B�Z�T����

� e key to preserving value is to recognize 
the warning signs and take immediate 
�B�D�U�J�P�O�����)�F�S�F���B�S�F���T�P�N�F���P�G���U�I�F���T�J�U�V�B�U�J�P�O�T���X�F��
most often see:

Warning Signs – From � e Banks

�� �t�����-�F�O�E�F�S�T���H�F�U���N�P�S�F���J�O�W�P�M�W�F�E���B�O�E���C�F�H�J�O��
�U�B�L�J�O�H���E�F�ë���O�J�U�J�W�F���B�D�U�J�P�O�T�
���J�O�D�M�V�E�J�O�H��
�S�F�E�V�D�J�O�H���U�I�F���B�W�B�J�M�B�C�M�F���M�J�O�F���P�G���D�S�F�E�J�U�
��
requiring additional collateral or personal 
�H�V�B�S�B�O�U�F�F�T�
���S�F�G�V�T�J�O�H���U�P���D�P�W�F�S���P�W�F�S�E�S�B�G�U�T�
��
�F�O�G�P�S�D�J�O�H���D�P�W�F�O�B�O�U�T�
���B�O�E���D�I�B�S�H�J�O�H���G�F�F�T���G�P�S��

situations they previously ignored. 
�� �t�����h�� �F�Z���C�F�D�P�N�F���D�P�O�D�F�S�O�F�E���B�C�P�V�U���U�I�F���B�C�T�F�O�D�F��

of timely � nancial reporting on customer 
�B�D�U�J�W�J�U�Z�
���J�O�W�F�O�U�P�S�Z���M�F�W�F�M�T�
���D�B�T�I���B�W�B�J�M�B�C�J�M�J�U�Z����
�J�O���T�I�P�S�U�
���U�I�F���C�B�O�L���F�Y�Q�S�F�T�T�F�T���D�P�O�D�F�S�O�T���U�I�B�U��
management does not have a “real time” 
�Q�J�D�U�V�S�F���P�G���X�I�B�U���T���I�B�Q�Q�F�O�J�O�H���J�O���U�I�F���C�V�T�J�O�F�T�T��
and why.

�� �t�����-�F�O�E�F�S�T���C�F�D�P�N�F���B�M�B�S�N�F�E���U�I�B�U���"�3��
collections have slowed and/or that bad 
�E�F�C�U���X�S�J�U�F���P�ê���T���B�S�F���X�F�M�M���J�O���F�Y�D�F�T�T���P�G���Q�B�T�U��
�F�Y�Q�F�S�J�F�O�D�F�T���B�O�E���F�Y�J�T�U�J�O�H���S�F�T�F�S�W�F�T��

Warning Signs – From � e Vendors

�� �t�����7�F�O�E�P�S�T���U�J�H�I�U�F�O���V�Q���Q�B�Z�N�F�O�U���U�F�S�N�T���C�Z��
�E�F�N�B�O�E�J�O�H���M�F�U�U�F�S�T���P�G���D�S�F�E�J�U�
���Q�M�B�D�J�O�H��
�U�I�F���E�J�T�U�S�J�C�V�U�P�S���P�O���$�0�%�
���S�F�R�V�J�S�J�O�H��
prepayment on deliveries or reducing 
�F�Y�J�T�U�J�O�H���D�S�F�E�J�U���M�J�O�F�T��

�� �t�����h�� �F���E�J�T�U�S�J�C�V�U�P�S���E�F�W�F�M�P�Q�T���B�O���J�O�D�S�F�B�T�F�E��
�S�F�M�J�B�O�D�F���P�O���S�F���E�J�T�U�S�J�C�V�U�P�S�T��

�� �t�����8�S�J�U�J�O�H���D�I�F�D�L�T���U�P���W�F�O�E�P�S�T���B�O�E���I�P�M�E�J�O�H��
them “in the drawer” until customer 
payments are in.

�� �t�����0�S���F�W�F�O���X�P�S�T�F�
���T�F�O�E�J�O�H���W�F�O�E�P�S���Q�B�Z�N�F�O�U�T��
and “riding the � oat” against anticipated 
revenues.

Warning Signs – From � e Customers

�� �t�����h�� �F���M�P�T�T���P�G���P�O�F���P�S���N�P�S�F���M�B�S�H�F���D�V�T�U�P�N�F�S�T��
without taking immediate steps to reduce 
operating and personnel costs.

�� �t�����$�I�B�J�O���D�V�T�U�P�N�F�S�T���U�I�B�U���S�F�R�V�J�S�F���M�P�O�H��
routes with declining cases coupled with 
increasing transportation costs. 

�� �t�����3�F�M�J�B�O�D�F���P�O���B���T�N�B�M�M���O�V�N�C�F�S���P�G���M�B�S�H�F��
�D�V�T�U�P�N�F�S�T�
���P�S���B���M�B�S�H�F���H�S�P�V�Q���P�G���C�J�E���C�B�T�F�E��
customers.

�� �t�����"�O���P�O�H�P�J�O�H���U�S�F�O�E���P�G���E�F�D�M�J�O�J�O�H���H�S�P�T�T��
�N�B�S�H�J�O���Q�F�S�D�F�O�U�B�H�F�
���P�S�E�F�S���T�J�[�F�
���B�O�E���U�P�U�B�M��
gross pro� t dollars.

Warning Signs – Inside � e Operation

�� �t�����*�O�T�V�ï�����D�J�F�O�U���J�O�W�F�O�U�P�S�Z���U�I�B�U���S�F�T�V�M�U�T���J�O���P�V�U���P�G��
stocks of key items for key customers.

�� �t�����%�4�3�T���B�O�E���P�U�I�F�S���L�F�Z���F�N�Q�M�P�Z�F�F�T���H�F�U���O�F�S�W�P�V�T��

about job security and are targeted by 
competitors.

�� �t�����.�B�O�B�H�F�N�F�O�U���H�P�F�T���J�O�U�P���i�E�F�O�J�B�M�w���B�C�P�V�U���U�I�F��
size or scope of the problems and fails to 
develop viable plans and take decisive action. 

�� �t�����"���D�P�O�U�J�O�V�J�O�H���E�F�D�M�J�O�F���J�O���H�S�P�T�T���N�B�S�H�J�O��
�E�P�M�M�B�S�T���X�J�U�I�P�V�U���U�I�F���B�Q�Q�S�P�Q�S�J�B�U�F�
���B�O�E���U�J�N�F�M�Z�
��
�F�Y�Q�F�O�T�F���S�F�E�V�D�U�J�P�O�T����

Taking Action

� ere are solutions available to distributors. 
�*�O���T�F�S�J�P�V�T���T�J�U�V�B�U�J�P�O�T�
���B���R�V�B�M�J�ë���F�E���B�E�W�J�T�P�S���P�S��
�B�D�D�P�V�O�U�B�O�U���T�I�P�V�M�E���C�F���T�P�V�H�I�U�����1�M�F�B�T�F���O�P�U�F�
���O�P�U��
all of the scenarios below are available to all 
distributors and some could actually increase 
�B�O���P�X�O�F�S���T���Q�F�S�T�P�O�B�M���F�Y�Q�P�T�V�S�F�����&�B�D�I���N�V�T�U��
be evaluated carefully with respect to your 
speci� c situation:
 
�� �t�����h�� �F���D�V�S�S�F�O�U���M�F�O�E�F�S���N�B�Z���C�F���X�J�M�M�J�O�H���U�P��

�S�F�T�U�S�V�D�U�V�S�F���M�P�O�H���U�F�S�N���E�F�C�U���P�S���M�J�O�F�T���P�G���D�S�F�E�J�U��
(or both) to free up working capital. � is 
may require additional collateral and/or 
personal guarantees.

�� �t�����8�J�U�I���B�T�T�F�U���C�B�T�F�E���M�F�O�E�F�S�T�
���J�U���N�B�Z���C�F��
possible to negotiate higher advance rates 
�P�O���"���3���B�O�E���J�O�W�F�O�U�P�S�Z�
���U�I�F�S�F�C�Z���G�S�F�F�J�O�H���V�Q��
availability on the line. 

�� �t�����0�X�O�F�S�T���D�B�O���M�P�P�L���G�P�S���X�B�Z�T���U�P���S�F�D�B�Q�J�U�B�M�J�[�F��
the business with an outside source of 
�D�B�Q�J�U�B�M�����I�P�X�F�W�F�S�
���ë���O�E�J�O�H���T�V�D�I���T�P�V�S�D�F�T��
�D�B�O���C�F���E�J�ï�����D�V�M�U���H�J�W�F�O���P�V�S���J�O�E�V�T�U�S�Z���B�O�E���J�U�T��
margins. 

�� �t�����*�O���D�F�S�U�B�J�O���J�O�T�U�B�O�D�F�T�
���X�I�F�O���U�I�F�S�F���J�T���T�V�ï�����D�J�F�O�U��
equity in real estate and the lender is 
�B�H�S�F�F�B�C�M�F�
���B�O���P�X�O�F�S���N�B�Z���C�F���B�C�M�F���U�P���U�B�Q���J�O�U�P��
that source through a re� nancing program.

�� �t�����/�F�H�P�U�J�B�U�F���U�I�F���T�B�M�F���P�G���U�I�F���D�P�N�Q�B�O�Z���P�O���U�I�F��
best terms available. 

�� �t�����$�P�O�E�V�D�U���B���D�V�T�U�P�N�F�S���B�O�E���S�P�V�U�F���Q�S�P�ë���U�B�C�J�M�J�U�Z��
�B�T�T�F�T�T�N�F�O�U�����E�P�O���U���T�I�Z���B�X�B�Z���G�S�P�N���N�B�L�J�O�H��
hard decisions.

�� �t�����"�D�R�V�J�S�F���B���D�P�N�Q�B�O�Z���U�P���J�O�D�S�F�B�T�F���U�I�F���W�P�M�V�N�F��
and scale of your business. 

�� �t�����3�F�U�B�J�O���B�O���F�Y�Q�F�S�J�F�O�D�F�E���B�E�W�J�T�P�S���U�P���I�F�M�Q��
develop an action plan and set timetables 
using strategies and tactics for our industry. 

We all acknowledge we are in the midst 
�P�G���B���E�J�ï�����D�V�M�U���B�O�E���V�O�Q�S�F�D�F�E�F�O�U�F�E���Q�F�S�J�P�E����
�)�P�X�F�W�F�S�
���C�Z���L�O�P�X�J�O�H���U�I�F���X�B�S�O�J�O�H���T�J�H�O�T���B�O�E��
�S�F�B�D�U�J�O�H���R�V�J�D�L�M�Z�
���P�X�O�F�S�T���I�B�W�F���B���G�B�S���C�F�U�U�F�S��
chance of preserving the value they have 
built in the business.



About Keiter 
Stephens Advisors
Keiter Stephens Advisors is the only 
� nancial advisory and consulting � rm 
dedicated to the foodservice distribution 
industry. KSA is recognized as the national 
leader in assisting owners to:

 •  Buy or sell foodservice distribution and 
meat processing companies

 •  Examine the profi tability of their business 
and develop viable improvement programs

 •  Renegotiate existing fi nancing 
arrangements and secure new lenders

 •  Plan and execute transition strategies, 
including family and partner buy out 
initiatives

KSA has helped over 85 foodservice distributors 
resolve their most challenging business issues. 

Foodservice Finance Specialists
4401 Dominion Boulevard, Suite 200
Glen Allen, VA 23060
(804) 565-6018 
www.ksadvisorsllc.com

As distributors 
and American 
businesses cope 
with a struggling 
economy, there has 
been a great deal of 
discussion regarding 
what government 

should do. On one side the Tea Party 
activists push for cutting spending and 
the defi cit, while on the other liberals urge 
even more government spending. From 
a purely business perspective, however, 
the most critical role that government 
can play is to provide certainty regarding 
future policy and the costs it imposes on 
companies. Yet as we look at the regulatory 
landscape, it is clear that rather than 
providing greater confi dence, government 
is actually adding to the uncertainty. 

In two areas that are critical to 
distributors, transportation and labor, 
there has been considerable activity which 
will bring signi� cant changes in the 
coming years. � e � rst major regulation 
is the new hours of service rules for truck 
drivers that are expected in October. 
Over the last seven years since the current 
rules were enacted, distributors have 
made signi� cant logistics decisions based 
on these regulations. If major changes 
are required, companies could be forced 
to add new trucks and drivers to their 
operations, relocate satellite facilities and 
reconsider their distribution networks, 
all at considerable cost. With crashes and 
fatalities at all-time lows, IFDA has urged 
the government to retain the rule in its 
current form.

On the labor side, the Obama 
Administration continues their e� ort 
to enact many of the provisions of the 
Employee Free Choice Act through the 

regulatory process. � e National Labor 
Relations Board has proposed a rule to 
reduce the lead time for a union organizing 
election to as short at 10 days. In addition, 
the Department of Labor is proposing to 
increase reporting requirements for law 
� rms and others that provide counsel 
regarding union activity which will make 
it harder for companies to � nd legal 
counsel. Together these rules would make 
it far easier for unions to prevail in election 
campaigns by depriving employees of the 
opportunity to hear both sides and make 
an informed decision. Companies will 
now face additional costs in order to be 
prepared quickly to counter union e� orts. 
� ese costs will only further increase if 
organized labor succeeds in using these 
tools to grow their numbers. IFDA 
recently � led comments with both agencies 
pressing them to withdraw their proposals.

Providing stability, especially in times of 
tremendous change, is a critical function 
of government. Yet with these rules, not 
to mention the looming implementation 
of the new healthcare law, government 
is adding to uncertainty rather than 
reducing it. For businesses this means 
less ability to gain a true understanding 
of future obligations and adding to the 
reluctance to hire additional employees or 
invest additional resources. Unfortunately 
this is the only prudent response to the 
heightened uncertainty that has been 
created by the government. 

To learn more about this article, or about 
how IFDA supports our industry on 
Capitol Hill, contact:

Jon Eisen
703.532.9400 ext: 9939
Jeisen@ifdaonline.org

IFDA REPORT Upcoming Events
2011 Distribution Solutions 
Conference
October 24-26, 2011
Fort Worth Convention Center
Fort Worth, TX

IFMA/IFDA Presidents Conference
November 6-9, 2011
Th e Phoenician
Phoenix, AZ

IFDA Partners Executive Forum
January 29 – February 1, 2012
Red Rock Casino, Resort & Spa
Las Vegas, NV

The information provided in this newsletter is designed to provide accurate information regarding the subject matter covered. However, before completing 
any signifi cant transactions based on the information contained herein, please contact us for advice on how the information applies in your specifi c situation. 
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