
lining up new financing prospects; assess
the risks and benefits of each. Be sure to
investigate financing sources other than
banks, including commercial finance
companies, institutional lenders, even
suppliers and customers who may pro-
vide alternative sources of working capi-
tal. Keep the lines of communication
open with several lenders and get com-
mitments in writing.

Review the terms and conditions of
covenants and ensure they allow a buffer
(about 10%) in case you experience a ma-
jor financial downturn. Where possible,
consider longer-term agreements. 

Be alert to significant developments
within the company and keep lenders in-
formed; a lender who is kept in the dark
can’t be your partner in finding a solution.

Stay close to customers and suppliers
When the marketplace is volatile, solidi-
fying customer and supplier relationships
is a wise strategy. Assess both the prof-
itability and vulnerability of your cus-
tomer base and direct revenue sources
away from niches that may be especially
sensitive to a weakening economy. 

Expand and strengthen your best cus-
tomer relationships; make your company
important to the success of these cus-
tomers. Ask about their goals and plans
and then add value where possible with-
out adding fixed costs. Consider estab-
lishing alliances and co-operative ven-
tures.

At the same time, assess your vulnera-
bility with respect to your supplier rela-
tionships, ensuring that you aren’t de-
pendent on too few suppliers and that you
have back-up supply options available. 

Look out for financial red flags 
Recognize the signs of an impending fi-
nancial crisis and know what options are
available. In many cases, problems that
could ultimately cause the insolvency of a
business can be detected—and resolved—
well before a crisis hits. Some of the red
flags to look for include the following: 

• A sudden inventory build-up or de-
cline in inventory turnover rate.

• A sharp downturn in accounts receiv-
able turnover rate.

• A rapid rise in debt-to-equity ratio.
• Your lender refuses your loan request,

reduces or eliminates your operating line
or has started to return cheques.

• Several suppliers change their terms
with you to COD.

• Your accounting records are not up-to-
date or you are not able to satisfy your
lender’s financial information requests. 

• Creditors are sending warning letters,
statements of claim or are obtaining judg-
ments.

• You are stretching payables to pre-
serve cash.

• You are regularly late in filing tax re-
mittances (employee source deductions,
GST/HST, provincial sales tax).

• There is high employee turnover in
the accounting department.

If your operation is showing any of
these warning signs, you need to quickly
implement corrective action. 

Know your options should serious financial
problems arise
Seeking the help of a professional in times
of financial troubles is too often dismissed
by management as an unaffordable cost—
yet it is often the best investment man-
agement can make to bring a business
back to financial success.

If the core business proves to be sound,
it may be possible to refinance the com-
pany and restructure operations. This may
involve factoring accounts receivable, sell-

ing non-essential assets, resolving disputes
with lenders, seeking additional sources of
debt or equity capital and implementing
cost-cutting measures.

If your company needs time to reor-
ganize debt or restructure operations, an
informal or formal proposal to creditors
may be possible. A proposal extends an
offer to creditors asking them to accept
less than the amount owed to them or to
extend deadlines to repay debts. This ne-
gotiated compromise often enables com-
panies to restructure and continue oper-
ating.

If a company was never profitable, has
no chance of becoming profitable in the
near future or there is no strong manage-
rial will to continue, closing the business
is likely the only alternative. This would
involve selling the assets—either through a
self-liquidation or a bankruptcy—and dis-

tributing the proceeds among creditors. 
But with the right cash management

contingency plan, these latter options may
never be necessary. Be sure to document
your plan, outlining the specific action
you intend to take should the economy
stumble and impact your operations. 

With a comprehensive cash manage-
ment plan in place, you can worry less
about the possibility of your business run-
ning out of cash and instead use the
downturn as an opportunity to reposition
and strengthen your company for the fu-
ture.

Brian Pritchard is a senior vice-president and
Matthew Lem is a vice-president of Toronto-
based accounting firm BDO Dunwoody Ltd.
(www.bdo.ca). Contact Pritchard at (905)
576-3430 or bpritchard@bdo.ca; and Lew at
(416) 865-0200 or mlem@bdo.ca.
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Davis Controls Ltd. provides a comprehensive
range of products for the manufacturing
community including:
• Automotive and related industries
• Packaging machinery
• Food & beverage equipment
• Boiler controls
Best of all they’re all under one roof.

Committed to technology based products,
Davis delivers dependable and cost effective
Automation solutions to the factory floor and
value to every level of your business. Discover
how Davis’ Differentiated Services can shorten
your lead times and save your business money
on inventory.  Our experienced representatives
will be pleased to answer any of your
automation questions.

Leading the way in automation solutions

2200 Bristol Circle, Oakville, Ontario  L6H 5R3  •  905-829-2000  •  www.daviscontrols.com

A Breed Above the Rest

Davis puts it all together
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