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A RETURN TO THE FUNDAMENTALS OF
GOOD BUSINESS PRACTICES IS KEY TO
RIDING OUT A DOWNTURN.

BY GAVAN ORD
.

he current global economic downturn will have an analysis and comparing actual results against
ongoing and profound effect on the way business is budgeted results are essential to the proper man-
transacted. The effects of this unprecedented set of agement of a business. The information these
events have reverberated around the globe, leaving processes provide will put the business in a far
no part of the business world untouched, with most better position to manage its cash resources and
businesses either already in tough times or headed profitability.

for them.

The current downturn will affect the cash flow and profitability of _

many businesses. These issues are fundamental to business surviv-
@ Even profitable

al and success. Not undertaking normal business processes, such as

preparing cash flow forecasts or chasing up late payments of debt, h i
businesses may experience

problems if they do not

increases the likelihood of the cash position or profitability becom-
manage their cash flow

ing worse.
effectively @

In the current economic climate especially, business owners and
managers don’t want to be caught short by not knowing what is
going on in their business. Rather than looking for complex solu-
tions, it is the application of relatively simple processes in order to
manage finances that will help a business know what’s going on. For Gavan Ord, business policy adviser, CPA Australia
instance, keeping your books up-to-date, preparing regular cash

flow forecasts, subjecting the business to sensitivity (or “what if”) _
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It goes without saying that cash is fundamental
to the operation of a business. Even profitable
businesses may experience problems if they do not
manage their cash flow effectively. For example,
if the time it takes a business to collect cash from
sales goes past the time when it has to pay its sup-
pliers. Businesses cannot automatically expect
that they will be able to cover any shortfalls in
cash with short-term finance. This means that
many businesses will need to look at unlocking
hidden cash in their business by increasing effi-
ciency to improve the cash position rather than
relying on external sources of finance. The key
tool to finding such hidden cash (and giving busi-
nesses an early indication of when they may need
it) is updated financial records.

Regardless of the causes, businesses need to
take action when the going gets tough. Although
there is no single cure-all there are many steps a
business can take. Our top tips are:

Take stock

The first step is to take stock and adopt
a risk management mindset.

To take stock, you should:

Seek to understand why customers buy your products or
services and why they may be decreasing their purchases now.
Take more time to review and consider your financial statements.
Financial statements will reveal a wealth of information that will
tell you how your business is performing - this could be as simple
as tracking the value of daily sales, or the cash balance, the debt-
ors balance or the quantity of a key stock item you purchase each
day, week or month.

Review current operations. Don't just do what you've always done.
What you are doing now may be contributing to your problems.
You may need to engage an external professional to help with
such a review.

In taking stock as a business owner or manager you should not
be blind to any new opportunities that may emerge as there may
be many.

The importance of financial
management cannot bhe
over-emphasised, especially
when business conditions
become difficult

While profits may be a measure of success, it is cash that
determines business survival. if you are having cash flow

difficulties, you may consider undertaking some of the
following steps:
® Prepare regular cash flow statements, daily if necessary.

® Skew your marketing activities towards promotions that can
help sell products or services that can be turned into cash
quickly - hut don’t just go for any sale; you must still seek
to make a profit.
® Measure and reward the right behaviour in staff.
For example, pay commission to your sales force
only when you receive payment from the client.
@ Make full use of your terms of trade as this
amounts to an interest-free loan — but don’t pay
suppliers late. If you are seen as a dependable
customer, you are more likely to be able to

negotiate better terms if you need them,

© Don’t hide problems from your bank:

Demenstrate that you are on top of the business,
understand the cash position and if you are in trouble,
have a sensihle strategy to get out of trouble, >
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Improve your cash position and
profitability
You can improve your cash position and profitability by:
® Controlling costs. It is important not to cut costs unnec-
essarily, particularly from areas essential for you to
make money, such as marketing. However, in relation to marketing,
you may wish to change the focus of your spending on campaigns
where you can actually measure success.
@ Getting debtors to pay and pay on time. You would be surprised how
many businesses don’t chase up late payers.
@ Controlling stock. Keep stock levels low by reducing or removing
slow-moving, low-margin and obsolete stock. However, it is also
important to carry sufficient stock in order to maintain sales
momentum.
@ Improving sales, Don’t chase just any sale. Chase sales that have
high margins and those that will bring in cash quicker.

TOUGH TIMES THROW up a range of other commercial considera-
tions for businesses. Some of these will ultimately impact on the
cash flow and profitability of a business. Here are a few important
commercial factors that may arise in a downturn.

Trading terms
® You should review your trading terms with both

customers and suppliers, with the objective of
lengthening trading terms with suppliers and
reducing trading terms with customers. It may be

Keep stock levels low

by reducing or removing
slow-moving, low-margin
and obsolete stock.

that for different customers you have different terms depending

on the risk such customers pose.
o Review trading terms and other contracts to determine what

rights you have if customers haven't paid, for example, the right

to recover goods.
® Examine asking certain customers to provide security hefore

giving them terms.

Banking issues

@ Ensure you are fully aware of the terms of your bank-

ing facilities.

® Are you aware of what your debt covenants are? It

may be important to review debt covenants to discover
if there is a breach or likely breach of such covenants. If this is the
case, contact your bank to discuss the situation.
® Be aware of any personal guarantees you have given to secure .
financing or refinancing. What other security has your business
provided to secure a loan and is the value of that security still suf-
ficient to cover the loan amount? And, if you have provided a
guarantee, what rights do you have to recover against the defaulting

party?
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Determine whether your interest as a
tenant is recognised if the landlord
defaults and the mortgagee exercises
its power of sale.

Asset protection

As a business owner or director you

are likelyto have strategies in place to

protect personal assets in the event

of business failure or other matters.
Given that the law in this area is continually evolv-
ing, it is wise to speak to your lawyer to review
strategies and ensure they are still effective.

Employment

You may be considering reducing the size of
your workforce. Other alternatives should also
be examined, such as reducing hours. Seek
atlvice on how to hest achieve either outcome.

BUSINESSES THAT ARE run well use these ideas
during the good times and the bad in order to
maximise their profits and minimise risk. Using
them can help your business emerge in a much
improved condition, which will likely lead to
long-term growth. m

CPA Australia’s Managing in Times of Financial Difficufty checklist
includes tips on how to improve business cash flow and profitability
during tough times. The report can be viewed at: www.cpaaustralia.com.
au/986_30063

Read how one man put these tips into action to
create a multi-million dollar business from his

backyard, page 40
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