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Geneva, November 27 2002

Subject: Emergency Matters for  Board/Shareholder Attention and Decision by 5 December 2002
Dear Colleagues,

On 16 September you charged me as CEO to lead a three month “Transition Project” at RFID Holding.  The goal of this assignment was to develop adequate knowledge and insight in order to put you in a position to take best decisions about the Holding and its two daughter companies before the end of this year.  A side condition of the assignment was that I should endeavor to accomplish this, if possible, without deteriorating the bottom line numbers overly.  
I was hired to lead a thorough-going internal restructuring effort to prepare one or both of the companies for a more productive and profitable future -- while at the same time to examine, prepare as possible and report back to you before the end of the year on a range of next step options that span all the way from controlled bankruptcy to major investments for a new and reinvigorated company. All this has started to take shape very quickly and I am now able to make my firm recommendation, i.e.,  we have a dire situation here which calls for decision and action now.  Let me explain.

1. Overview of Financial Situation and Projects
See attached GSA Nov. Management Dashboard.  For projections, income is forecast on what I believe to be a conservative/realistic basis.  For expenses, the payments shown are those that are required in order to maintain employee, supplier cooperation, bank etc. confidence.   
2. Debt and Impact on Production Efficiency and Profitability
The RFID group as a whole continues to have debts on the order of CHF 4 million.  We were aware when we started this task that that we were never going to be able to do more than perhaps reduce this slightly over the three month Transition Period, but the fact is that this dead weight is there and now has to be dealt with aggressively. While we have done a fine job with our reorganization and are far stronger than at any time in the past as far as our potential for production is concerned, there is more dead weight than any sane business should want to be obliged to carry. We have in fact developed the  structure of a program for strategic debt reduction, but if GSA is to be a healthy, well managed, profitable  company, significant additional working capital is going to be required.
2. Transition Accomplishments

We have accomplished a great deal in our restructuring effort over these first nine weeks.  At Tagtronic we cut back the cash requirements to a trickle, while at the same time transforming it into an effective instument for marketing and selling GSA machines.  Within GSA our colleagues have worked hard and smart, and done a splendid job of preparing the company in all resepcts for a productive and profitable future.  There is still more work to be done, but if you check out Annex B to this letter you will see the manner in which this is being approached. We are going to have our first real sales between now and the end of the year, but those revenues become available to us only in stages and at each stage we have production expenses.  So while they help, they do not in themselves resolve our problem. 

3. Past Management Practices and Patterns

There can be no back-sliding. As pointed out abundantly in the Due Diligences prepared for the Board last summer, past practices of crisis management were unsustainable. I could go into great detail on this here, but we have already covered that ground so there is no reason to repeat these harsh realities here.  The fact is that we have now instituted our meticulous and far-reaching reorganization and (still in process) changes, and GSA will never go back to its old ways. GSA now means Guaranteed Swiss. I say this both as your CEO and also as a  significant shareholder.

4. Article 725 
In this context,  I would remind you of the need for immediate consideration, decision and action on the matter of Article 725 on both groups.  This means that either we have the funds to deal with these problems, or we start filing immediately and initiate this process (which is hardly a signal of health to our customers, suppliers and the rest of the world).

5. Working Capital Requirements

I can now report to you definitively on the financial requirements that must be met without delay if GSA is to survive and prosper.   I am confident about a certain level of sales, but between delays in payment, the fact that each new sale brings with it considerable expenses, and our heavy debt burden, we need further operating capital in one form or another.  

It is thus my considered view that we now require immediately at least an additional CHF 1.5  million for working capital.  This is the order of magnitude that is needed to turn the company around and make it ready for efficient scaled up operations in this next stage that begins on 1 January 2003.

Here are some of the most pressing reasons for this in addition to what you see here.  We must have the full confidence and serene and energetic cooperation of (a) our clients, (b) our employees, and (c) our suppliers as we entire this next stage of production, without which we cannot produce efficiently, make good levels of profits, and create value for our shareholders.  It is hard for them to be confident if they see us operating without a firm financial framework and the good management practices that go with it.  Moreover it is very costly for us if we are not able to manage, for example, purchases in a properly strategic manner.  We have been paying anywhere from 10-20% higher for our supplies than necessary, simply because we are not in a position to aggressively manage the order process. Likewise, I am presently carrying out a search for a second in command here with strong industrial background to complement our team.  But to attract a highly qualified candidate, I must be able to show something other than a debt ridden, lying, tawdry survival operation.

6.  Conclusion and Recommendation 

I move that this call for increased working capital be put on our agenda for the 5th – and not only for presentation and discussion, but for decision at that time.  As your advisor and manager for the turnaround effort that is now in full swing, I can report to you with confidence that this emergency decision needs to be taken and implemented without delay. I would that you will come to the Board meeting prepared to do just that.  We now need positive proposals and firm action Board and shareholders alike, and not simply more discussion and hesitation.
*     *     *

Some background on work in progress follows as an attachment to this note.  I invite your attention to it, since I think it should help you in making up your mind and taking firm action on this in the coming days, in the hope that the 5 December meeting will be not only discussion but also a decision forum.  The time has come.

Sincerely, 
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CEO and Managing Director
Attachments: (A) GSA Nov. Management Dashboard, (B) Financial Trouble Spots, (C) Interim Summary Progress Report, (4) Supplier letter of this date. 
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