|
The Siburg Company, LL.C

Finance and Operations
Business Development
Mergers and Acquisitions

6347 E. Windstone Trail
Cave Creek, A7 85331
(480) 502-2800

(480) 502-2804 fax

Taking Care of Business

A Publisher’'s Cash Management Plan
Part 5 - Risk Management

©2009 by Daniel R. Siburg, CPA, CVA & Howard W. Fisher

This is the final installment of the Publisher’s Cash Management Plan series that began in
October 2002 with “Managing Your Cash Flow” and continued in succeeding months with
“Managing Your Accounts Receivable,” “Bridging the Cash Gap with Asset-Based Lending,”
and “Managing Your Inventory.”

Publishers, like many other businesses, need to manage various forms of risk, including the basic
business model, financial operations, contingency planning, insurance coverage, and succession
planning. When you manage your company’s risk, you are managing for its future. Managing
risk is always a question of balance.

Business Model

Reviewing your basic business model involves scanning the environment to identify and quantify
the markets and niches you are in, evaluating how they are changing in terms of current and
future needs, and then assessing your company’s mission to see if it needs to be revised. Prepare
a financial model with operating percentages and rules of thumb, and compare your figures
against industry norms such as the Huenefeld survey. Will your current financial model work?
What risks do you face with regard to revenues and expenses? Does your model work under
adverse circumstances?

An annual business plan and/or strategic planning session based on your answers to these
questions will help mitigate overall business risk and keep you pointed in the right direction.

Financial Operations
To manage financial risk, review your income statement and balance sheet along with contingent
liabilities and contracts.

Income Statement.

Managing risk here relates to making informed decisions about revenue generation and costs, as
publishers do daily when they decide what books to publish, authors to work with, advances to
pay, inventory purchase levels to maintain, and so on.



Risk Management

Use your review of the income statement to:

e Ensure that your pricing strategy maximizes total margins

e Develop a variety of income sources

e Develop multiple channels of distribution

e Develop multiple customers to reduce sales and A/R concentrations
Keep royalties in balance (know your limits)
Keep expenses in balance (compare your company against benchmarks)
e Outsource when possible to leverage both capital and human resources.

An adequate ongoing profit, which implies that diverse areas of the company are under control
and in balance, is the best way to lower risk.

Balance Sheet
To manage risks related to assets and liabilities, review your balance sheet with a view toward:
e Maintaining adequate cash reserves and working capital
e Managing accounts receivable on a daily basis
e Maintaining inventory levels
e Managing fixed assets

Off Balance Sheet

Managing risks related to contingent liabilities and contracts requires documenting all your
business relationships—intellectual property agreements, distribution agreements, sales
agreements, and employment agreements.

Contingency Planning

Even good managers often overlook the fact that contingency planning and good risk
management must include managing for “worst case” scenarios. Companies think of computer
failure in terms of hard drives crashing and recovery through good system back-ups. But does
your company take your systems back-ups off-site, copy to an Internet backup service, or simply
leave them in a drawer? Are they in a fire safe? When it comes to contingency planning, think
big. What can you do now to increase the likelihood of recovery from fire, flood, theft, and “acts
of God?”

Insurance Coverage
To manage downside risk through insurance, focus on:
e Life insurance for the key executive(s) with the company as beneficiary
Disability insurance
Insurance covering employee dishonesty, fraud, and forgery
Business interruption insurance
General liability insurance
Insurance against publisher errors, omissions, and liability

The Siburg Company, LLC 2



Risk Management

Key Person Insurance

Two of the best tools for helping a smaller, independent company survive are a written
succession plan and Key Executive insurance with the company as beneficiary. For a relatively
small cost, you can purchase $500,000 to $1 million of Key Executive coverage. In the event of a
catastrophic accident, the payout could be used to hire professional management to see the
company through transitional times.

Disability Insurance

Perhaps more valuable than health or life coverage, disability insurance can pay a large portion
of an employee’s (or owner’s) salary for many years, and it costs very little more to cover all
employees instead of just one individual (typically the owner).

Employee Dishonesty, Fraud, and Forgery Insurance

Too many smaller companies discover trusted employees have defrauded them, usually in the
accounting area, where they have access to funds and computer systems. To prevent or identify
this problem, ensure adequate separation of duties for banking, accounts payable and accounts
receivable; schedule internal control reviews by your accountant; and get audited financial
statements as soon as you can afford them. Also, put fraud protection in place for at least the
highest amount of money you have in your cash accounts at any given point in time.

Succession Planning

Any company’s future depends on management’s ability to move it to the next generation or
owner. This area of risk management calls for planning well in advance of a need to implement
succession strategies. Publishers must devise exit strategies for themselves, and for employees
who count on the company to provide their salary, health insurance and other benefits.

Balancing Risk

Publishing is a risk. Taking any action is a risk. Not taking action is often a greater risk.
Understanding your overall risks will help you make better management decisions. Experienced
executives manage their businesses by knowing their risks and keeping them in balance.

The Siburg Company, LLC is a boutique consulting firm specializing in the areas of financial
and operation consulting, business development and mergers and acquisitions.

Daniel R. Siburg, CPA, CVA
Managing Director

Dan is the Managing Director of The Siburg Company, LLC and has experience as both a
President and Chief Financial Officer. He has helped companies to improve operational
functions and organization to manage costs and increase revenue streams, while implementing
strategic policies and procedures that focus companies on profitability.
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Howard W. Fisher
Associate

Howard has had success operating four publishing companies. He has founded, built and sold
two successful trade book publishing companies, one to a major newspaper chain and one to a
major New York publisher. Howard now is a consultant for The Siburg Company, LLC in the
areas of business development and mergers and acquisitions.

We invite you to contact us.

The Siburg Company, LLC
6347 E. Windstone Trail

Cave Creek, AZ 85331

Phone 480.502.2800

Fax 480.502.2804

www. TheSiburgCompany.com
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