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Access to flnance — A puzzling experience
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Some quotes from UK businesses

“There is plenty of credit available but people do not have enough confidence to
borrow. They think prices might fall further so they hold off making any decision
unless they are desperate,” businessman in the automotive sector. — West
Midlands.

Main problem across all clients is lack of availability of credit. Property clients
seeing very large fall in business and expressions of interest.”
Portfolio company director, London

“The problem for the banks is that there is just no demand (for loans) out there at
the moment.” — West Midlands

Banks appear not to be reacting to what the government is trying to do and are
reluctant to lend. This results in companies which have been stable either being
very cautious or even failing because their sources of finance have been
withdrawn. That, in turn, adversely affects the suppliers of those companies. East
Anglia



The negative impact of the downturn

Generally unpredictable demand

In certain sectors demand significantly reduced e.g. housing, motor
car industry, M & A activity, etc

Businesses cutting costs particularly laying off staff

High unemployment and threat of more redundancies making
consumers save more.

Significant impairment charges because of lower asset values,
reduced income and bad debts

Credit insurance increased cost/ reduced cover

Difficulty accessing finance. Pressure from banks to reduce facilities.
Increased costs of finance

Focus on cash flow. Making working capital work harder. Reducing
capital expenditure



Positives/ opportunities of the downturn

* Potentially low inflation rates

e Low interest rates

 Weakened competitors

* Increased availability of skilled staff

* Opportunities to make acquisitions at lower prices



How have well managed businesses
responded?

« (Getting back to basics

e Making sure they focus on their customers and providing
them a quality service.

« Fighting for every sale

* Having attention to detail, and

* Retaining a tight control on costs

* Being totally focused on cashflow and access to finance.



Manage your relationship with your bank

« The relationship with your finance provider is the key to
surviving and prospering.

* Risks of lending have increased in the downturn

e Basel 11 Accord being more vigorously applied.



How to get the best from your bank /
finance provider

* Proactively promote your business, its potential and its ability to
weather the recession

« Speak to the bank contact often

 Have a strong management team in place

« Ensure you have tight financial controls and prepare sensible financial
forecasts as well as timely historical data.

* Model your financial requirements carefully and avoid building too
much “headroom”

« Aim to achieve stronger control of day to day cash flow

« Take extra steps to tighten credit control and avoid bad debts —these
frighten banks

* Be prepared to offer security



If these steps don’t get you the finance
you want

* Be prepared to “go up the line” in your current finance

provider
e Have contacts with other finance providers which you can

call to get in front of quickly if necessary.



ICAEW help:

Website - www.icaew.com

Where you will find:
8 Strategies for Surviving the Downturn
Website — www.icaew.com/instituteinaccountancy

Where you will find: Articles from the ICAEW Accountancy
journal



