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The basics
Forecast cashflow
A business’s survival depends on its ability to manage its cash position. Having a strong
profitability and asset position is clearly important but the business is only as good as its
ability to meet its obligations.
Considering your cash needs after a detailed review of fixed and variable costs is a
critical part of business planning.
Banks and other funders will want to see a focus on accurate projections of your sales
for the year ahead and beyond, including the timing of actual revenues. Detailed
seasonal sales forecasting will show peaks and troughs in the cash position for which
you will need to take specific action to boost liquidity or finance deficits.
They will also be vital in securing concessions from the likes of HMRC.
Crisis Tip:
Establish a separate charge code in your cost accounting system where all COVID-19associated costs/losses will be captured. This will be the tracking mechanism used to
evaluate all such costs across your business. Calculate your business’s operating
“baseline”, which means conducting a two to three-year review to compare your
business’s performance before and during the pandemic.

Cash forecasting
In response to the crisis, rapidly develop or revise a 13-week cash forecast including
sensitivity analysis.
Raise awareness of the importance of cash - right across your business.

Stress test
The new cash forecast should be stress-tested to explore likely scenarios, including
worst-case scenarios.
Stress testing forecasts for different impact scenarios will give an honest indication of the
likely ask of financial stakeholders.

Model working capital
Certain types of debt facilities are more-quickly impacted by downturns in trading. This is
especially the case for asset-based facilities where available funding is driven by debtor and
stock levels.
Careful modelling of the impact of trading on headroom levels is critical.

Optimise your stock
In challenging times it’s important to make an objective and unemotional assessment of your
stock position.
With stock tying up more cash than any other part of the business, you need to be realistic
about the trading position. Whilst it may be tempting to hold out in the hope of an early return
to normal trading, consider whether liquidating stock – even at significant discount – maybe the
answer to serious liquidity challenges.

Lease, don’t buy
Unless your business is highly cash-generative in a normal trading environment, financing
options are a clear way of boosting liquidity. Whilst you obviously need to consider the costs
associated with the financing of stock, supplies or equipment, the nature of finance repayments
will undoubtedly ease the cashflow burden within the business.
In addition of course, lease payments are a business expense, and typically can be written off.

Constantly review your financial statements
The tendency in the good times is to focus exclusively ‘on the P&L’. To spot potential problems
before they arise it’s really important to review all three financial statements constantly – to get
to the root of any issues.
That includes: income statement, balance sheet, and cashflow statement.

Ensure growth is sustainable
It goes without saying that all businesses want to grow. But taking on new customers will put
extra strains on your cashflow – the delay between the time you incur the additional costs of
enabling this growth, and when you book the sales revenues. It may be some time before you
recoup the cost of investment in plant, machinery and staff.
Business growth must be sustainable. It’s crucial that you understand how growth will impact
your costs and whether your cashflow is sufficiently robust to meet this challenge. The solution
maybe a conversation about payment terms with the customer or with your bank about a
funding solution – or saying no to the business.

Always carry out customer credit checks
It’s often so tempting in challenging times to give the benefit of the doubt. A growing debtors
list is a serious burden on a small business so if a customer doesn’t want to pay you in cash,
then be sure to conduct a credit check.
If there has been a history of adverse credit, chances are that granting credit terms will hurt
your business’s cashflow.

Consider being part of a buying cooperative
Small or newly established businesses rarely get the supplier price-lists and discounts enjoyed
by the larger customers.
Consider taking advantage of group buying power by finding other like-minded businesses
willing to pool their cash in order to negotiate lower prices with suppliers through bulk-buying
or larger orders.

Use electronic payments
It’s important to maximise payment time to optimise cashflow. By paying electronically, you can
usually wait until the morning of the day a bill is due, to make payment.
Generally make it very convenient for customers to pay - offer additional methods of payment,
such as credit card or mobile and all electronic payment options.

Plan for the unexpected
Practical cashflow management builds in an element of contingency - you need a buffer in
case of an unexpected shock. You may be able to fund such cashflow challenges from other
resources within the business e.g. from retained profits not distributed to shareholders.
Alternatively you may need to have working capital facilities in place with your bank.

Negotiate with creditors
Where businesses are facing significant financial consequences, the temptation might be to
try and avoid contact with your creditors. Reach out to proactively talk to all your creditors to
attempt to negotiate deferments or concessions.
Discuss with your bank and other lenders a potential loan repayment holiday to assist with
cashflow. Ask them to consider granting a deferment on any borrowing or agree a short
extension to your facility or overdraft.
If your existing bank is not prepared to help, consider whether an alternative lender might be
able to do so by refinancing existing facilities.
Reach out to landlords to propose that they consider either a rent payment holiday or a
reduced rent for the period of disruption caused by the virus.
Do also talk with your utility providers about possible deferment of bills.

Negotiate with Suppliers
Talk to your suppliers about payment leniency and extended payment terms on outstanding
invoices - but remember that many of them are facing the same issues as you. Be open and
honest with your creditors and suppliers - although some might be unwilling to help, in these
times suppliers you have been loyal to are likely to be flexible and willing to work with you.

Explore your borrowing options
Where you have reached maximum lending limits but have available equity or security, consider
obtaining additional credit facilities to improve liquidity via asset finance, invoice finance, short
term loans, a second mortgage or a business loan.
Clearly, before you take on additional debt, be sure you understand the full obligations and
interest charges and that you have considered all other options. Avoid making a decision that
will simply ‘kick the can down the road’ – to potentially create perhaps a bigger problem in the
future.
You should ensure that your existing financing remains viable. In the current climate, don’t
assume that the financing options you previously had available to you will continue to be
available.
Undertake scenario planning to gauge the extent and period of your cashflow needs.
Proactively engage with your financiers to confirm that your existing lines of credit remain
available, and to explore new or additional options should you require them.

Reduce your variable costs
You will need to be especially critical of spending during a cashflow crisis and prioritise your
business’s expenses.
Eliminate all unnecessary expenditure and only spend on the costs that keep your business
operational and generate revenue.
Drastic cost-cutting measures could potentially do more harm than good by damaging
employee morale and unsettling your suppliers and customers, but it is still worthwhile to fully
review expenditure.
Reducing your variable costs is often a quicker way to immediately reduce your cash outflows
than focusing on your fixed costs.

Urge staff to take available leave to reduce liabilities on the balance sheet. If necessary, consider
offering voluntary, or even involuntary, leave without pay to preserve cash.
If the cashflow crisis is deep and prolonged it is inevitable that you will have to look at payroll,
as the biggest expense for most businesses. You may have to lose personnel who are not
critical to the delivery of your products and services or the essential running of the business. If
you want to avoid making redundancies, temporarily shortening the working week, converting
staff to part-time and reviewing employee benefits might be viable alternatives.
Other key areas to consider in a review of workforce costs:
Ô Reduced hours
Ô Executive pay salary reduction/incentive deferral
Ô Staff salary review
Ô Cancel salary increases
Ô Reduce allowances and expenses
Ô Review and rationalise organisational structure
Ô Freeze overtime
Suspend recruitment and eliminate discretionary spending such as entertainment, training and
cancel non-essential subscriptions.
Even after the lockdown is lifted, consider reducing the amount of business travel, instead
utilising video conferencing technology.
Cash preservation is key so embargo further material expenditure, challenge all uncommitted
spend and review all delegated authority levels.
Consider moving from daily to weekly payment run.

Offer debtor discounts
Take every opportunity to maximize cash inflow by offering reductions to customers and
suppliers who pay you more promptly. Offering meaningful discounts of the invoice value if
payments are made on receipt of the invoice can be an effective way to improve your cashflow.

Maintain contact
Establish and maintain frequent and healthy channels of communication with your stakeholders
and customers. Don’t appear to go to ground. Be proactive and call creditors, customers,
suppliers, partners, advisors, investors and anyone else critical to your business, and share with
them your plans for sustaining the business.

Reduce pension costs
Investigate the possibility of deferring pension contributions and/or preventing the
crystallisation of asset losses.

Reduce employee tax liabilities
Remember to engage with HMRC who have indicated that they are prepared to be flexible and
understanding in these circumstances.

Maximise VAT efficiency
Similarly, HMRC have promised understanding where businesses are looking to hasten the Relief
and Recovery procedure.

Ask customers for a partial-payment upfront
Rather than waiting until you have supplied a product or service before requesting payment,
boost your cashflow by asking for a proportion of the invoice to be paid up front. Talk to
partners and suppliers about ‘advance payments’ of anticipated future cashflow.

Send out invoices more promptly
Many businesses leave invoicing until a certain day of the week or month, which leads to
unnecessary delays in payment. If so, adjust your processes so that you send invoices out as
soon as a product or service has been delivered - the sooner you invoice, the more quickly
you’ll get paid.
Where services are phased, send invoices more frequently – at intervals and not upon full
completion.

Focus personally on your larger overdue accounts
Debtor list review and action is a priority aspect of any business. In this climate, scrutinise your
accounts receivable for past due customers and start making phone calls. Consider partial
payments.

Raise investor capital
Another means of increasing your business’s working capital is to sell equity.
However, conceding part ownership is a fundamental decision so be sure not to let the
pressure of a short term cashflow crisis lead you to make a decision that you might later
regret.
You should aim to prioritise existing shareholders. Whilst new funds could be raised from third
parties, it will potentially be both an expensive and protracted process. Typically, existing
shareholders and lenders to your business should be your priority.

Sell non-critical assets
Similarly, if your cashflow crisis is severe and alternative options have been exhausted,
offloading non-essential business assets, such as equipment, vehicles or stock, could be an
effective way of generating the cash you need.
Clearly this is another critical business decision so you must ensure that the sale of the asset
will not impact your core operations.
Aim to convert fixed costs to variable costs, where possible. Another option is to sell assets
and then lease them back as a means of generating emergency cash.
It is vital to focus on stock management at this time. Businesses will be experiencing supply
chain disruptions due to shortages in raw material and component parts, caused by
curtailment of movement.
Whilst there are clear challenges to the physical disposal of stock, in the event of your
cashflow position becoming critical, you might look to liquidate excess or unnecessary stock
as a last resort – even at heavy discount post the lockdown.
Needless to say, whilst that may generate cash in the short term you need to be extremely
mindful of the downside risks of that strategy: crystallising losses in the business; potentially
selling a vehicle for less than it might be worth a few months from now once the market starts
to recover. Speak to your accountant in the first instance.

Improve your collections process
Implement a new collections process to ensure you start chasing debtors for payments
immediately they become due. Payment reminders can be issued even before the payment is
due. Phone calls, late payment charges and the involvement of debt collectors can all help to
reduce the rate of late and non-payment.

Document impacts and actions
With one eye on potential long term consequences for the business, it is important as the
situation worsens, to document all impacts and losses related to the coronavirus in a clear and
coherent way.
Detailed effective record-keeping of this nature can, for example, improve your chances of
getting reimbursed punctually for business insurance claims and any concessions requested of
government agencies.

Adjust your business plan to improve profit margins
A cashflow crisis should lead you to thoroughly review your business plan, processes,
operations and expenses.
This might entail an adjustment to your sales or purchasing strategy - and marketing methods
- to focus on products and services that generate optimal gross profit. This might also involve
sacrificing unprofitable customers and channels, and identifying areas of waste within your
operations.

Turn orders into cash
You should undertake a review of existing customer orders and identify those that can be
converted to cash in the quickest timeframe, prioritising those with the highest value or where
material deposits have been paid.

Take professional advice
Whilst tips like these might be helpful, they are no substitute for professional advice from
technical specialists.
Engage with accountants and solicitors to discuss the specific needs of your business.

Revisit capital investment plans
With cashflow being an immediate priority, consider what’s really necessary for the near term.
Consider what capital investments can be postponed until the situation improves, or indeed
abandoned.
Remember to consider what capital investments are required to position for the rebound, and
for the reopening of markets.

Understand your business interruption insurance
Whilst some insurers have previously specifically excluded losses arising from pandemics,
businesses should understand existing business insurance policies and the coverage they offer
in the event of a significant business disruption.

Draw down existing lines of credit
It is difficult to predict how long things will take to recover at this point, so if you have
established lines of credit in place, strongly consider drawing them down at this time so you
have cash on hand to face immediate challenges.

Consider alternative or non-traditional revenue streams
If your scenario planning shows unyielding pressure on revenue streams, consider ways you
could temporarily or even permanently replace that revenue.

Make sure you stay compliant
Given the importance of existing credit facilities, it is vital that you remain faithful to the
obligations of those facilities.
Review your compliance with the covenants and obligations in your various credit facilities
and agreements, including the representations that have to be made on any drawdowns.
Breaches can have grave consequences.

Identify key customers
Carry out a review of your customers. Consider whether they are financially vulnerable to the
current crisis, and the consequences of their failure.
Consider the extent to which you can support those customers.
Where suppliers, partners or customers go into an insolvency process, seek advice as to
your rights, continuation of supply, and potential outcomes from the process, to consider the
financial impact on your own business.

Increase supplier knowledge
Establish detailed knowledge of your Tier 1 suppliers. Understand what they are contractually
obliged to provide, the ongoing delivery channels to you, the risks they are exposed to and the
exposure of their own supply chains.

Explore your business rescue options
In a worst case scenario, your business will be unable to pay its bills when they become due and
the business becomes technically insolvent.
If you think your business is insolvent, you should seek professional assistance from a licensed
insolvency practitioner immediately.
You will be given access to a number of insolvency procedures that include:
Ô Company Voluntary Arrangement (CVA) – if you cannot pay your debts a CVA allows
you to renegotiate with your creditors to make payments in monthly instalments over a
period of up to five years
Ô Time to Pay Arrangement (TTP) – if you have Tax or National Insurance arrears that you
are unable to settle, an insolvency practitioner can negotiate with HMRC on your behalf
to allow more time to pay. TTP arrangements typically give businesses between three to
six months to repay the money they owe. Tax return filing and payment must be up to
date.
If your business is served with non-payment notices such as CCJs, statutory demands or a
winding-up petition, you should seek free advice from a licensed insolvency practitioner. These
formal notices are typically a precursor to liquidation and so time is of the essence.

Create a business continuity plan
A business continuity plan can help your business survive and continue running during and after
a major disruption.
The plan should include all operational aspects of your business including key people, clients,
processes, funding, resources, suppliers, key data, equipment, location and documentation.
It should reflect scenario and contingency planning and is an important means of reassurance
to creditors and suppliers at critical times, potentially preventing pro-active action

These tips are intended to help you and your dealership during these uncertain times. If you are currently experiencing
financial difficulties, you should consider seeking professional advice.
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