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Employment Bulletin




Seven Steps to Surviving the Slowdown 

A tough long-term market outlook

Even before the financial meltdown, small owner-managed and medium sized businesses had difficulty in obtaining funding to support their day to day and expansion activities.
Now, it seems the same rules apply for large and small businesses alike. Despite the efforts of the government to re-capitalise the banks, bring the LIBOR/Base Rate disparity under control and encourage banks to lend to one another, reduced sales and output, more refined lending criteria and greater scrutiny of any business proposition are having increasingly detrimental effects on business.

Many businesses are finding that their current model simply will not cope with the change in conditions. Actions need to be taken to avoid the withdrawal of financial support, particularly where bank facilities are due for renewal, asset valuations have fallen, meaning that banking covenants may be breached or the business operates in a sector that is no longer attractive to funders; the property sector being a noteworthy example.

Get in Better Shape

In a recessionary market where the cushion of funding support may not be readily available, understanding the cashflow requirements of all parts of your business, is critical for survival. Financial projections and information must be prepared, reviewed and updated on a regular basis.

Most of you will have encountered increased costs, whether they apply to finance, energy, materials or transport. Each aspect of your business will have a direct effect on the cash position of an organisation at different times throughout the month, quarter and financial year. Whether the increased costs are fixed or variable, every aspect of your business should be considered independently, and every viable opportunity taken to change that aspect of your business to aid cashflow.

Key Considerations – The 3 C’s
There are three key considerations for any business struggling in the current climate:

· Cash – efficient and effective cash management is crucial to survival 

· Communication – maintain clear and open discussion between businesses and suppliers 

· Consultation – work with tax advisors, bankers or lawyers to help avoid business failure

Where To Start

The following seven steps are a non-exhaustive list of measures that could help your business to survive. Some measures are those that you may already carry out, and some are simple, yet effective, steps that some might take for granted.
1.   Reduce Costs

· Employees 

Changes in Employment Terms - in uncertain times, there may be the opportunity to adapt employment terms. Reduced salaries, share options instead of pay rises and shorter working weeks have all been used recently to help avoid job losses.

Review the costs of employee benefits and source alternative suppliers where this will generate cost reductions.

Sometimes, only a cut in the staff numbers can help avoid business failure. Where this is the only answer, action should be taken sooner rather than later.

· Premises

A large part of the outgoings of a business are often rental liabilities. In recent years, commercial landlords have held the upper hand in relation to their tenants. However, in the current climate, landlords are now encountering tenant insolvency and facing the reality of loss of rental incomes, as well as experiencing occupational voids as the demand for business premises declines. As a result, there has steadily been a shift in the balance of power and it is far more common for a landlord to agree to arrangements such as re-negotiation of lease terms, rent-free periods or monthly rent payments with their tenants. This enables the landlord to potentially maintain a rental income stream and occupancy levels, whilst helping the tenant manage and possibly reduce their business outgoings. 

2.
Identify Credit Risks

· Debt Control

Simple steps such as dealing with debtors earlier and enforcing unpaid debts sooner can ease cash-flow problems.

Although available and a useful tool in managing cashflow, invoice financing and stock financing can be costly.

· Managing Cashflow

Managing the relationship with your customers and suppliers may be key to the survival of your business. Coming to an agreement for your customers to pay early (possibly agreeing a small discount for early payment) and persuading your key suppliers to accept payment a little later will help your business survive.

Pay important bills first to ensure that the business can still operate.

3. 
Restructuring

· Identify parts of the business that do not perform and may be a drain on more profitable areas. If the disposal of a particular division will help the rest to survive, then the best option might be to dispose of or wind down that area.
· Purchasing assets of a complementary business can help strengthen your offering. In a market where your competitors might also be struggling, there may be the opportunity to purchase assets at reduced costs. Also consider merging with a competitor or entering into joint-working arrangements to make savings through cost-cutting measures and increased efficiency. 

We are aware of the position the banks are taking in relation to additional lending, but are in regular contact with funders offering facilities to enable businesses to restructure and strengthen their position.

4. 
Improve Business Operation

· Ensure supplies required to service key customers or clients of the business are always available. Often the majority of turnover will come from a small number of key suppliers.
· Keep a close eye on credit limits extended to customers and clients. Obtain credit references for any new customer or supplier. 

· Ensure your commercial terms are robust and include appropriate all monies retention of title clause where appropriate.
· Look out for changes in payment patterns from customers as this may indicate potential defaults.  

· As has been mentioned, business information should show significant declines in sales or increased pressure on running costs, increasing overdraft and negative cashflow/working capital.  

5. 
Taxation, Claims & Available Reliefs

· Tax compliance and the timing of investments should be given detailed consideration. Tax reliefs and claims may be made and businesses should, where possible, make use of the Business Payments Support Service announced in last year’s pre-budget report. This service allows businesses that are struggling to meet their tax liabilities to defer payment of VAT, corporation tax, national insurance, excise duty and business income tax without facing penalty charges.  
· Businesses using the Business Payment Support Service can arrange manageable payment timetables, with interest accruing at the current rate around 3.5%. Although these arrangements are tailored to individual circumstances, the Revenue has been prepared to give as long as 12 months to companies to allow them to pay. It should also be noted, that lower values for property assets may offer an opportunity for such assets to be transferred to the owner of the business with low tax costs.  

· Any claims for research and development work carried out by the business should be maximised.
· Consider simple measures such as paying VAT electronically by bank transfer.
We have close links with local tax professionals, as well as in-house tax advisers who can help identify opportunities to help the business survive.

6. 
Turnaround Planning and Implementation 

Many accountancy firms and specialist turnaround professionals can help companies to deliver operational restructuring plans which aims to ensure the benefits reach the bottom line. Such professionals will produce turnaround plans which identify weak areas of the business, including management, that need to be removed to increase profitability.

We have excellent links with turnaround professionals, and can point in you the right direction where external professional advice is appropriate.

7. 
Business Rescue 

Where the pressures on the business are too much to allow it to continue in its current form, there are times where the only way to save any part of the business is to appoint an insolvency practitioner such as an administrator. They will take day to day control of the business and will allow it to take the benefit of a moratorium against proceedings of creditors seeking to enforce against the company. Once appointed, the administrator or liquidator of the company can enter into arrangements to sell some or all parts of the business to a potential buyer which can be the former management or a third party.   

We work closely with insolvency practitioners and providers of funding across the North West in putting together an appropriate team to manage business rescue transactions.
Essential Do’s and Don’ts for directors facing financial difficulty
Directors of companies that may be on the brink of insolvency need to do all they can to avoid the risk of liability for wrongful trading under Section 214 of the Insolvency Act 1986:
Do

· Obtain professional advice in relation to any major decision taken by the company. It is also good practice to document any advice given and keep a record
· Hold regular board meetings to discuss the position of the company. Board minutes should be detailed and a record of all decisions kept
· Do consider all possible sources of alternative or additional funding for the company
· Do draw up a timetable by when financial milestones such as new funding should be achieved
Don’t

· Let the company incur any new substantial liabilities until further funding has been secured. Where a business is struggling, incurring further liability (and thereby possible loss to creditors) can be evidence of wrongful trading by directors.
· Wait for winding up petitions to alert you to financial problems. However, when petitions are filed, to avoid the petition being advertised the directors must be sure that payment is made in the appropriate time frame. If not, the company’s facilities may be frozen.
· Ignore events such as creditors putting pressure on the company, late filing of company accounts or judgements being entered against the company. These could be evidence in insolvency, which a reasonable director should have known about.
· Delay in raising problems with the rest of the board. Directors should share any information regarding the affairs of the company with all of the directors so that they are aware and can make appropriate decisions and take appropriate steps.
· Resign to avoid the problem. Directors must take every step to minimise potential loss to creditors and if the company cannot continue to trade they should properly implement one of the insolvency procedures rather than walking away from the company.
How Brabners Chaffe Street Can Help

Our Insolvency and Restructuring Team draws on the experience of solicitors in all departments of the firm rather than them having generalist insolvency lawyers. The Team draws in expertise from the Corporate (including dedicated Corporate Finance accountants), Litigation, Debt Recovery, Property and Employment Teams within the firm to provide expert advice to businesses suffering financial difficulty. The Team endeavours to help businesses identify specific actions and implement procedures that are required to reduce the cost of the business and, where appropriate, restructure the business to make it more profitable, improve management processes and recover debts owed to the business.

We are aware of the pressures businesses are currently facing, and believe that communication and consultation are key elements for business to survive in a difficult market. With this in mind, we are offering our clients (and potential clients) an opportunity to come in and discuss the difficulties their business may be facing at no cost.

To arrange a meeting, or speak to one of our insolvency and recovery professionals, please call Adam Ryan on 0151 600 3000.
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