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SURVIVING
THE

CCONOMIC

STORM

I'imes are tough for local businesses. Many were built on the
assumptions of continued strong growth in the local market and
accessibility to capital. When those favorable conditions no longer
apply, businesses either have to adapt quickly or face extinction.

he problems facing small businesses may seem over- employees may need their personal printers while others are sufficient-
whelming at times, and sometimes the urgency of ly served by using a shared printer. Some equipment, especially those
the day-to-day problems detract owners from taking with high maintenance costs, may be more economical if leased
the necessary steps to keep their businesses firmly instead of purchased. Leasing also frees up precious capital for more
afloat during this downturn. Three issues have been  critical uses.
identified as critical in business survival: cost con- Shopping around never hurts, and this applies to benefits packages
trol, financing, and marketing. also. The mere fact of shopping may convince your current insurance
carriers to make better offers.

Cost control is a key element of any successful business, and the eco-

nomic downturn makes it a necessity more than ever. The key is trim-  Evaluating the efficiency of operations is difficult and may require

ming the excess fat but not the meat needed for critical operations. some investment, but the benefits are long-term and significant.
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Instead, this would be a good time to use government funds to upgrade
their skills, or train potential replacement workers if the current ones
are near retirement age.

Overcome the credit crunch

The severe and sudden credit crunch was the result of the financial
market meltdown of late 2008. Small businesses tend to have less cap-
ital reserves and thus are more dependent on financial institutions for
short-term financing.

Many businesses complain about the difficulties they face in getting
financing. Financing is available, but the bars have been raised
because money is tight. Financiers want to reduce their risk exposure
and will evaluate their applicants with that in mind. According to fin-
anciers, there are a few major issues they see in most rejected applica-
tions. First on the list are poorly prepared or unrealistic business plans
and financial projections. Some business plans do not detail how one
may change certain business strategies should the original plan
encounter unexpected problems. A major issue for start-ups is the lack
of historical cash flow that helps show one's ability to repay the loan.
Credit score is another risk indicator that's easy for the financier to use
to address any credit problems as much as possible beforehand.

Most small businesses fail because of cash shortfalls. Therefore finan-
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ciers like to see sufficient cash reserves. Show that you'll have a reserve
to handle a period of hard times, and that you are willing to pledge col-
lateral such as your house or other assets. The use of collateral both
reduces the risk to the financiers and shows your commitment to the ven-
ture. Also, know how much you can afford to borrow, so you are getting
the maximum amount available.

If you need to borrow from friends or family or another business partner,
make sure there's an agreement in place. Ruined relationships are diffi-
cult to rebuild.

There are also other financing options sometimes ignored by small busi-
nesses. SBA 504 loans help small and mid-sized businesses acquire com-
mercial properties so they can own the facilities they need. Southern
California Reinvestment CDFI is banker’s loan consortium offering direct
loans to existing business who may not qualify for SBA financing. SBA
Microloans provided by local non-profit organizations provide loans up
to $35,000.

Some vendors may be willing to extend the terms of accounts payable. You
won't know until you ask. In some cases, one can sell its accounts receiv-
able to a third party at a small discount in exchange for immediate cash
injection. Accounts receivable financing can provide valuable short-term
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operational cash when a bank loan is not viable. Also, accounts receivable
financing focuses on the creditworthiness of the buyer, not the business
selling the receivables. A similar arrangement is invoice discounting in
which the business borrows money using the receivable as collateral.

Turn your dead weight into cash by selling unproductive assets or
inventory to willing buyers. The key to survival in times like these may
be the overall cash flow instead of the profitability of particular items.

In short, there are many ways to raise the needed cash. The key is to
know which one to choose based on your own unique situation, recog-
nize how to prepare for such arrangements, and identify all the risks
involved.

Marketing is essential

Marketing is the lifeblood of any business and the driving force behind
sales. Since a local business generally gets a very small portion of the
market anyway, the key is to get a larger share of the smaller pie.

Marketing involves understanding one's customers and developing a
flexible plan to reach into their pockets. Today, the American con-
sumer is more frugal and less impulsive. A successful retailer will have
to either overcome or capitalize on those trends. For instance, instead
of stressing the attractiveness of the new car or equipment, focus on
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energy and associated cost savings. With consumers more value-con-
scious, advertise in channels associated with savings, such as coupon
books. Monitor the efficacy of different marketing venues carefully and
focus on those that work.

Keeping an existing customer is much cheaper and easier than acquir-
ing a new one. Focus on customer service and invest in the mainte-
nance of a customer list. A smile is free, but a loyal customer equates
cash in the pocket.

Local government can help

Your local counties’ and cities’ economic development authorities,
Workforce Investment Boards, and their private-sector partners have
many programs and services that can help you survive the storm.
There are also incentive zones with financial assistance programs. The
key is to contact them and see what services are best suited to your
needs.

This editorial is sponsored by the San Bernardino County Economic
Development Agency and the San Bernardino County Workforce
Investment Board. Special thanks to Michelle Skiljan of Inland Empire
Women's Business Center, Stacey Sanchez of CDC Small Business
Finance, and Paul Hynek of EZ Numbers for their insights.
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