Post-Acquisition Receivables Blues

Caught up in the hype of a merger or acquisition, senior executives often gloss over the challenges inherent in merging A/R portfolios. But problems with receivables can eat into the cash flow — and future revenues — of a newly formed company. 

You can't pick up a newspaper these days without running across an announcement of another merger or acquisition. These stories usually highlight the companies' anticipated gains in market share, manufacturing efficiencies and cost savings. But they don't mention the internal problems corporations face when they try to integrate one receivables portfolio into another. 

According to John Salek, revenue management practice manager with the Parson Group LLC, an accounting and finance consultancy in Stamford, Conn., "These problems can be like a torpedo beneath the water line." Even if they don't sink the ship, the damages can take a long time to repair. Salek suggests that a bad merger can easily cost 10 percent of the acquired receivables portfolio. And that loss of cash flow can seriously reduce future growth and profits. Figure in the intangibles, such as customer satisfaction, and the problem grows exponentially. 

These difficulties arise because no two portfolios of trade receivables are identical. The work processes and information systems that generated the billings differ, as do the cultures and collection philosophies of the credit departments that have managed the receivables. Moreover, most sales include complex interactions among multiple people on both sides of the transaction. The longer the time lapse from the order's fulfillment, the harder it becomes to document what really happened. Within only a couple of months, an acquired receivables portfolio can shift from an asset to an almost indecipherable burden. 

Out of Sight, out of Mind

The prime reason companies get caught in this trap is that during the course of the acquisition or merger, the integration of the two receivables portfolios is not perceived as a high priority. "When company A acquires company B, the president of company A will stand up in front of Wall Street to explain how this gives them more capacity, greater market access, new technology — all those things that the CEO and most senior management focus on. The other side of the coin is cost savings. Plant closings and layoffs are pretty high-profile items, so they assign high-level people to those tasks," says Salek. 

But when it comes to consolidating back-office operations, he observes, a midlevel manager is typically told, "Starting 90 days from now, all orders for the combined company are going to come in to this center that you are going to set up. If you need to hire a few temps, go ahead." Salek adds, "The consolidation of the back office is not considered by senior management to be a high priority, so they don't resource it properly, either with people or with money, or with IT resources. Then all these nuts-and-bolts things — product numbers, customer numbers, compatible systems, phones, all kinds of logistical things — don't get done right." 

Other problems are directly related to the personnel who manage the acquired receivables. In many cases, once a merger or acquisition is finalized, the incumbent credit staff handles the acquired A/R portfolio for a transitional period that precedes full integration of the two companies' receivables. Without significant incentives, they soon begin acting like lame ducks. Compounding the problem, the best of these employees tend to find new jobs, leaving behind the 'B team' supplemented with temporary hires. 

Because those left behind have no sense of ownership toward the receivables, they often avoid the hard jobs and fail to respond effectively to customer complaints. Collection soon falls off, and work becomes haphazard. When the new company decides to close the transitional office, the supporting documentation is thrown in a box and sent to the new company's consolidated credit group. 

Not surprisingly, remaining staff members run into a plethora of customer complaints when they begin to work these receivables. In one common scenario, according to Salek, customers claim to have already paid their bills when new collectors start making calls, but the collectors are unable to find documentation of the payments. They ask the customers to send a copy of their checks — at which point the customers explode because they have already sent multiple copies, to no avail. With disgruntled customers and missing documentation, the permanent collection employees face a daunting task. And they generally don't develop a sense of ownership over the problem receivables that take them away from their normal responsibilities. 
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