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Managing a business following a disaster
Businesses may be affected by disasters directly or indirectly. Even if your business is
not directly impacted by a disaster (either natural, economic or man-made), a resultant
decline in sales will impact your business. In both cases, the ability to resume
operations and recover quickly is critical to your business survival.

Business recovery after a disaster
Getting back to business
Following a disaster, it is anything but ‘business as usual’ for you, your employees and
customers. The faster you can return your business to some level of normal operations,
the quicker you can restore your income, jobs, and the goods and services you supply
to your customers. However, research shows that up to 40% of businesses affected by
a disaster may never reopen.
The time it takes for a business to return to something like normal operating levels
depends on a number of key issues:
* Overall damage assessment - can you operate from your existing location and what
inventory, supplies, equipment and other key assets are recoverable
* Your insurance coverage and how quickly your claim can be processed
* Any government assistance you can access
* Communication with employees, customers, suppliers, and creditors/investors
* An assessment of the business’s financial position
* Developing a plan to reopen your business
Evaluating your financial position
Businesses affected by a disaster should take the time to evaluate their financial
position before making decisions on whether to reopen their business and if so, how
they should operate in the new environment. Evaluation of the financial position of your
business is important for these reasons:
* Your business may have substantial costs associated with reopening. As a result, you
need to know how you are going to pay for such expenses and if you can afford them.
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* There may be a significant period of time before you can reopen. You may have to
rely on existing sources of cash and other assistance until that time.
* Knowing your financial position can assist you in making claims with your insurance
company (i.e., business interruption insurance)
* The assessment will help you decide which direction you want to take the business
The first step in evaluating your financial position is to reconstruct your financial records
(see Reconstructing financial records after a disaster on page 13). The initial focus
of reconstructing accounts is to determine the cash position of the business including
cash in the bank plus any receivables (from existing debtors that are recoverable),
insurance payouts, government assistance and other sources less any cash payables
such as payments to suppliers or loan repayments.
Recovery planning
Once you have established the financial position of your business, you are in a better
place to reopen. The next step in reopening your business is to develop a recovery
plan.
A recovery plan should state what the business needs to reopen, such as processes or
resources that are critical to reopening along with your recovery objectives, including
actions to achieve those objectives and the person(s) responsible for those actions. A
recovery plan template is included in this toolkit. (see Recovery Plan Template on
page 19)
Such a plan, together with cash flow forecasts and profit & loss forecasts will help you
determine whether it is viable to reopen and how the business will finance the
reopening.
In developing such a plan, it may be very difficult to make assumptions in a post
disaster environment, past experiences may no longer be relevant and the market may
have changed significantly, at least in the short term. Therefore, it is important to
analyze your market again.
If it is difficult to finance the planned reopening, the plan may have to be modified or you
may have to consider exiting the business.
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Steps To Getting Back To Business
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Checklist for re-opening your business after a disaster
Following a disaster, the immediate reaction of many business owners is to reopen their
business as soon as possible. However, a post disaster environment is anything but ‘business
as usual’ for you, your employees, key suppliers and customers. It may therefore be prudent to
reflect on your options before considering reopening.
To know what options are available to you, you should determine the financial health of your
business. Knowing the financial position of your business will give the information you need to
determine whether:
• you can afford to reopen your business the way it was before the disaster and how quickly
you can reopen your business, or
• whether you can or should expand, shrink or even close your business.
The period before reopening should also be seen as an opportunity to consider how your
business operated before the disaster and to identify areas you would like improved, changed,
or eliminated. You may also want to consider opportunities that you have always wanted to
explore but have yet to attempt.
This checklist leads you through these critical issues and highlights many other issues you may
need to consider before and after reopening your business.

Preliminary Assessment

Yes/No

Should you reopen your business?
• Were you happy running the business before the disaster?
• Were you making the profit you wanted?
• Do you prefer being your own boss?
• Have you considered other opportunities?
• Are you prepared for the potential extra demands that recovering your
business will place on you, both personally and financially?
Have you done an assessment of the damage?
• Is your facility operational?
• Can you reopen from your current location without significant repairs?
• Are your inventory, supplies and equipment recoverable?
• Have any of your staff been affected by the disaster?
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What are your chances for future success?
Have you analyzed the potential demand for your product or services postdisaster?
Have any of your key customers and/or suppliers been affected by the
disaster, and if so, how will this impact your business?
Has the disaster lead to other businesses in your area closing, and if so,
have you determined how this may impact your business?
Preliminary Actions
Have you contacted your insurance company?
Have you given your insurance company your preliminary damage
assessment?
Has your insurance company been able to tell you what your insurance
payout is likely to be, when it will be made, and whether it will be in the form
of cash or asset replacement or a mix of both?
Have you contacted your staff and other key stakeholders (including
government and local agencies for support)
Are you keeping staff and stakeholders, including key customers, suppliers
and lenders/investors informed of what you are doing?
Do you need to layoff staff for the time being?
Do you need to postpone purchasing supplies/inventory?
Can you cancel orders that you have made?
If customer orders have been lost or damaged or you simply cannot supply
them on time, have you informed those customers?
Do you qualify for financial assistance from the government and if so, have
you applied for it?
Have you restored your computer data backups and other necessary
information?
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Financial Position of the business

Yes/No

What is the current financial position of your business?
Have you reconstructed the financial records of your business?
If you cannot fully reconstruct your accounts, do you have access to
historical financial statements or industry benchmarks?
Have you determined how much cash your business has currently available
by creating a cash flow statement?
Have you created a balance sheet and a profit and loss statement from the
beginning of the current financial year to the time of the disaster?
Have you used your information in the cash flow statement, profit and loss
statement and balance sheet to analyze the financial health of your
business at the current point in time?
Recovery Plan
Questions to consider in creating your recovery plan include:
Have you developed your recovery objectives, actions and priorities?
Have you established a recovery team with clear responsibilities from the
recovery plan?
Can you support such team members working off-site?
Are you aware of all the requirements to reopen your business? For
example, do you need to arrange for the short-term lease of equipment until
yours can be repaired/replaced?
Do you have adequate resources (staff, finances, etc.) to bring the business
up to normal operating levels or to a level that reflects the current market
conditions?
Do you know what it will cost to execute your recovery plan?
Can you afford such a plan?
Do you have a marketing strategy in place to promote that you are open for
business?
Have you incorporated lessons from running your business prior to the
disaster into your recovery plan?
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Have you incorporated your analysis of the market conditions post-disaster
into your recovery plan?
Does the recovery plan reflect your financial goals you want to achieve (net
profit margin, ROI, etc.)?
Have you considered the following with respect to your recovery plan?
Addition of new product lines or removal of existing product lines?
Addition of new services or a reduction of services?
Reducing operating costs?
Adoption of new technologies and processes?
Relocation?
Funding the reopening of your business
Can you afford to reopen your business?
Have you completed cash flow and profit and loss forecasts?
Have you used these forecasts to run ‘what if’ scenarios to measure how
your cash flows will be impacted by unexpected events?
Do you intend to fund the reopening of your business from existing business
sources, your own resources, other investors, banks, lenders, or a mix?
Do the forecasts and your financial statements show whether the business
can afford to use internal or external sources of financing to fund the
reopening?
If not, can you adjust your recovery plan so that it is affordable?
If you cannot afford your recovery plan, have you considered exiting the
business?
Where the business has existing debt financing arrangements, have these
been reviewed to ensure that the finance facility and structure fits the new
needs of the business?
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Sources of finance
Even if you can fund the reopening of the business from existing sources,
have you analyzed whether it is better to use external sources of finance?
If you are seeking debt financing, have you spoken to your bank about your
recovery plan and your funding needs?
What existing lines of credit does the business have access to and can
these lines of credit be accessed to fund the reopening of the business?
If you do seek debt financing, what collateral do you have available to offer?
If you are seeking debt financing, have you determined for what reason you
are seeking the money for (i.e., to replace inventory or buy equipment), the
length of the loan term and how much you will need?
Have you considered financing the reopening of your business from your
own resources or from other investors?
Physical requirements
Location
Given the potential change in market conditions, is your business in the
right location?
Are there any plans by local government or others that may impact the
viability of the location of your business, such as changes that may restrict
access?
Have other businesses reopened or plan to reopen in your area?
Is the size of your office/facility too large or small given the future potential
of the business?
Major equipment
Do you have the plant and equipment that your business needs to reopen?
If not, will you receive such equipment from your insurance company or will
you have to purchase this equipment?
If you have to purchase the equipment, have you analyzed whether it is
better to purchase or lease?
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Is the purchase of the equipment (including maintenance costs and
insurance) justified given the possible change in market conditions?
Is the necessary expertise readily available to install the equipment?
Inventory
If inventory or supplies are to be replaced, have you reviewed historical
information to see what is slow-moving?
For inventory identified as slow-moving, have you considered removing
from your product lineup?
Have you made an assessment of whether the changed market conditions
will impact upon the buying patterns of your customers?
Marketing
How do you intend to advertise that your business has re-opened?
Is there any promotion of your local area by government or others?
Pricing
Have you undertaken a break/even analysis to determine whether the
prices you charge are making the profit you want to achieve?
Have you compared your pricing to your competitors?
Lessons learned
Have you documented lessons learned from your business recovery?
Have you considered putting in place a business continuity plan to help you
in case you go through another disaster?
Have you reviewed your insurance coverage to see whether it is adequate
and whether there are any gaps in your coverage?
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Other
Business Licenses
If you lost copies of your business licenses, permits or other official
documents necessary to operate your business, have you approached the
appropriate agency to get them replaced?
Record keeping
Have you considered what accounting system you are going to use or
continue to use to keep your financial records up to date?
Are there any improvements you can make to your record keeping system,
such as offsite backups?
Meeting statutory obligations
Has your ability to file and pay such returns/forms/obligations been
delayed?
Has your reconstructed financial records given you the necessary
information and evidence to be able to complete such returns?
Thank everyone
Have you thanked everyone involved in assisting you?
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Reconstructing financial records after a disaster
One of the first business steps you should take after a disaster is to attempt to
reconstruct your financial accounts. These records will give you much of the
information you need to make decisions on the future of your business.
If you have not been able to salvage your financial records, your first step is to seek
evidence of past financial transactions. Such evidence will provide the base upon which
you and/or your accountant can begin reconstructing your financial records. The main
source of such evidence will be from the business’s own records. Where such
documents no longer exist or are incomplete, examples of other sources of such
evidence include the following:
Checklist of potential sources of information
IRS
1-800-829-4933

Form 4506 - Request for copies of tax returns
http://www.irs.gov/pub/irs-pdf/f4506.pdf

County Clerk

Your local county clerk will have copies of property deeds

Bank or Financial
Institution

Past bank statements provide a great resource. For
example, businesses may remember or make a good
guess at many of the transactions on a bank statement,
even if the primary receipt of the transaction is gone.

Secretary of State
(502)-564-3490

Records pertaining to your business (articles of
incorporation, annual reports, certificate of assumed
names, etc.) will be available from the Secretary of State

Accountant or other
Financial Advisor

Your accountant / financial advisor may have copies of
financial statements and tax returns for your business

Surviving Files

See if any files, including electronic files, can be recovered
from the disaster. For electronic files, even though the
hard drive may look bad, experts may be able to recover
the data. Whether this should be undertaken is dependent
on how valuable the data is and if it can be found
elsewhere.

Staff

Ask staff if they have records off-site, for example, emails
and other documents on their computer, flash drive or
other storage devices.

Customers and
Suppliers

Customers and suppliers may have invoices, purchase
orders, receipts that they may share
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Checklist of potential sources of information
Off Site Sources

Are any files kept off-site, for example, where activities are
outsourced e.g., IT, payroll, etc. In such situations, the
provider may have information on file.

Insurance Company

Speak to your insurance representative, as they may have
a list of assets owned by the business (if you originally
provided them with one)

Other government
agencies

If the business has received government funding/grants,
the awarding agency may have records.

Accreditation or
certification bodies

If the business is subject to any other form of audit,
certification or accreditation, these organizations may have
records that could be used.

Attorney

They may have copies of contracts that the business has
entered into in addition to articles of incorporation/
organization or other founding documents, etc.

Email correspondence

The business, the business’s ISP or staff may have copies
of emails and documents forwarded to clients, suppliers
and other relevant parties.

When it is not possible to fully reconstruct financial records, the information you have
been able to find combined with your knowledge of your business and industry should
give you a fairly comprehensive approximation of the financial position of your business.
If that is not successful, a potential solution is to apply industry benchmarks to the
information that you have been able to reconstruct. Such benchmarks are available
from your local Kentucky Small Business Development Center.
In addition to the reconstruction of records, and if not already considered, it may be
worth putting in place temporary measures for the recovery phase such as recording of
current activities and transaction, managing cash flows and working with key clients,
suppliers and the government.
Following the reconstruction of financial records, businesses will be in a position to
evaluate their financial position and from there, consider how to re-establish their
business and what may be their financing requirements.
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Analyzing the financial health of a business after a disaster
Introduction
As part of the planning process you should take before you reopen your business after
a disaster, it is recommended that you analyze the financial health of your business.
Such analysis will assist you in determining if it is financially viable for you to reopen
your business, to find areas where the business can be improved and where your
business was doing well before the disaster.
Financial ratio analysis is a common method used to analyze the financial health of a
business and in normal circumstances predicting the potential for success or failure,
and progress of a business. However, due to the changed circumstances after a
disaster, such analysis may not be effective in predicting future trends.
Such analysis will also enable you to spot any trends that were emerging in your
business prior to the disaster and to compare how your business performed against
similar businesses in the same industry. Such information will be useful in determining
how you want your business to operate after you reopen it.
Financial Ratios
There are many financial ratios a business can use to assess its financial health. The
main ratios (which are grouped into broad areas) are:
Liquidity Ratios
Liquidity ratios assess your business’s ability to meet its obligations as they fall due. In
general, it is better to have a high ratio in this category as an indication of sound
business activities and an ability to withstand tight cash flow periods (which is likely
following a disaster):
Current Ratio = Total Current Assets / Total Current Liabilities
The Current Ratio measures whether the business has enough current assets (cash in
the bank, debtors, inventory and other assets that can be turned into cash quickly) to
meet its debts (debts that are due in the next 12 months). A generally acceptable
current ratio is 2 to 1, however, this depends on the nature of the business.
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Quick Ratio = (Current Assets - Inventory) / Current Liabilities
The Quick Ratio (also known as the Acid Test) helps answer a fundamental question for
businesses affected by a disaster - If the business does not have any sales income,
could it meet its current obligations (without having to sell inventory at below market
prices)? The higher the ratio, the better position for your company.
Solvency Ratios
These ratios indicate the extent to which the business is able to meet all debt
obligations from sources other than cash flow. Commonly used solvency ratios are:
Leverage ratio = Total Liabilities / Equity
The Leverage Ratio indicates the extent to which the business is reliant on debt
financing versus owner’s equity. Generally speaking, the higher the ratio, the more
difficult it will be to obtain additional credit.
Debt to Assets = Total Liabilities / Total Assets
This ratio measures the percentage of assets being financed by liabilities. Generally
speaking, this ratio should be less than 1, indicating that there are enough total assets
to meet all debt obligations.
Profitability Ratios
These ratios measure your business performance and ultimately indicate the level of
success of your operations. You can use these ratios to assist you in determining
whether the pricing of your products and services before the disaster were adequate to
achieve a profit, meet the profit you wanted to achieve, in addition to comparing your
results to industry averages. These ratios can guide you in your pricing policy upon
reopening.
Gross Profit Margin = Gross Profit / Net Sales
The Gross Margin Ratio measures the percentage of sales dollars available to pay the
overhead expenses of the business, after purchasing or manufacturing the inventory
sold.
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Net Margin Ratio = Net Profit / Net Sales
The Net Margin Ratio measures the percentage of sales dollars left after all expenses
(including stock), except income taxes. This ratio will provide an opportunity to compare
your business’s ‘return on sales’ with the performance of other businesses in your
industry.
Management Ratios
If you are assessing your financial health before the disaster, management ratios
monitor how effectively you were managing your working capital. For example, if the
days you were taking to collect your receivables is longer than the days you were taking
to pay your payables, then there was a cash flow issue as you were paying money out
before you were receiving money for goods or services. This indicates that upon
reopening your business, you should seek longer terms of credit from suppliers and also
try to reduce the time it takes to collect your receivables.
Days Debtors = (Debtors / Net Sales) x 365
Days Creditors = (Creditors / Inventory) x 365
Balance Sheet Ratios
These ratios indicate how efficiently your business is using assets and equity to make a
profit.
Return on Assets = (Net Profit Before Tax / Total Assets) x 100
This ratio measures how efficiently profits are being generated from the assets
employed in the business. This ratio will only have meaning when compared to other
businesses. A low ratio in comparison with industry averages indicates an inefficient
use of business assets and something to be watched upon reopening your business.
Return on Investment = (Net Profit Before Tax / Net Worth) x 100
The ROI is perhaps the most important ratio of all as it tells the owner whether or not all
the effort put into the business has been worthwhile. If the ROI is less than the rate of
return on an alternative, low risk investment such as a bank savings account, the owner
may consider that option rather than funding the reopening of the business.
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Comparing performance to other businesses
To compare the ratios of your business prior to the disaster to other similar businesses
in your industry, you need to access your industry benchmarks. Such benchmarks may
be available from your accountant, industry association or your local small business
development center. See the sample report below for more details on what this
financial comparison would look like.
Company Benchmark Information

Company Count

All

Small Company

2944

2498

Income Statement and Balance Sheet
Gross Margin

29.3%

34.8%

Operating Expenses

26.8%

32.3%

Operating Income

2.4%

2.5%

Net Income

1.1%

0.9%

Cash

9.2%

9.9%

Accounts Receivable

13.9%

9.8%

Inventory

8.4%

7.8%

Accounts Payable

11.9%

10.6%

Financial Ratios
Quick Ratio

0.98

0.74

Current Ratio

1.44

1.16

Current Liabilities to Net
Worth

52.5%

77%

Current Liabilities to
Inventory

x3.08

x3.61

Total Debt to Net Worth

x1.03

x1.75

Days Accounts Receivable

25

16

Inventory Turnover

x17.03

x18.96
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Recovery Plan Template
Critical
Business
Activity

Recovery Action

Production
Services
Halted

- reassess financial
position of business
including cash flows due
to loss of revenue
- review expenses and
develop a plan of action
to reduce fixed and
variable overhead
- negotiate with suppliers to
prevent build-up of
materials and reduce
costs
- source alternate
production site
- diversify product range
and services offered

Resource
Requirements/
Outcomes

- put aside cash
reserves to cover
costs
- reduce costs
where possible
- research new
products and
services
- identify alternate
production site

Recovery
Time
Objective

2 weeks

Who?

Owner

The above recovery plan template is designed to guide you through the process of
identifying critical business activities that have been impacted by the disaster, the
actions necessary to restore those activities and the identified costs, requirements,
timeframe and personnel responsible for these activities.
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Checklist for Managing in Times of Financial Difficulty
Introduction
This checklist is designed to give guidance to businesses on how they can manage
through difficult times. Difficulties can be caused by external factors such as a natural,
economic or man-made disaster, a decrease in consumer confidence, rising fuel prices,
increased competition, difficulty accessing finances and/or increasing interest rates; or
they could be caused by internal factors such as poor risk management, failure to
manage cash flow properly or because of low profit margins.
Regardless of the causes, small businesses need to take action when the going gets
tough. While there is no single cure-all, there are many steps a business owner can
take to manage through the difficult times and position the business for future growth.
This checklist provides some tips and suggestions.
Taking stock of your business
Adopting a risk management mindset is the key. The first step is to take stock.
Business owners need to identify and manage any weaknesses in their business or
their industry’s performance, while not being blinded to any new opportunities that might
emerge.
To take stock of your business, you should:
Understand your customers
Any business begins and ends with the requirements and behaviors of the customer. If
your customers aren’t satisfied, the rest does not matter. It is therefore fundamental to
understand your customers, including their paying habits. You need to understand why
your customers buy your product or service. Is it a luxury or is it a discretionary
product? Do you deal in mature products or staple items? Are your customers fickle
and price sensitive or are they long-standing and faithful?
Measure, measure, measure
There are a number of key indicators which will quickly tell you how your business is
tracking. They could be as simple as the value of daily sales, or your cash balance or
your receivable’s balance, or the value of orders and invoices you owe to suppliers. Or
they could be an activity indicator such as total billable hours, an occupancy or usage
factor, the value of sales booked for next week or an average sales value. Create a
graph showing these indicators and update it daily or at least weekly. It will quickly
show your an adverse trends as they emerge.
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Checklist for Managing in Times of Financial Difficulty

Take action with a purpose and for the right reasons
Develop strategies that aim to boost your cash position and/or profitability (you can be
making a profit but still go out of business because you lack sufficient cash), without
starving the business of the essential investment in inventory or marketing. Keep
looking for underlying improvements in the business; don’t just cut costs. In this way,
your corrective actions will also put your firm on a better footing for longer-term success.
Change your attitude
Don’t just do what you’ve always done. Remember, that what you did last week may
well have contributed to the unsatisfactory situation you find yourself in today. Consider
new angles on old problems. Work on the parts of the business you can influence.
Learn from others in the industry and be prepared to be flexible. Prepare financial
statements and benchmark the information that emerges from them against industry
averages. Get someone else to have a look at your business, either your CPA or a
trusted business consultant.
Review your current position. Identify your problem areas and your strengths before
trying to trade your way out of difficulty.
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Checklist for Managing in Times of Financial Difficulty

Tips for improving the financial position of your business
The importance of financial management cannot be overemphasized, especially when
business conditions become difficult.
Ideas to improve the cash position of your business
While profits may be the measure of success, it is cash that determines business
survival. It is very important for the viability of your business to convert your customers’
outstanding debt into cash.
•

prepare regular cash flow forecasts. If your business is having cash flow
difficulties, you should be preparing such forecasts on a regular basis. They will
show the likely extent of any crisis, and how long it might last.

•

keep an eye on your entire cash cycle. If you are in a difficult cash position, skew
promotions towards those services or products which consume less resources or
which can be turned into cash more quickly. In other words, generate cash through
sales but don’t undersell your products or services. You must make a profit.

•

measure and reward the right behavior in your staff. For example, sales
commissions should only be paid on receipt of payment, not necessarily when a sale
is made. This will encourage sales staff to focus on making sales to customers who
are most likely to pay.

•

make full use of your terms of credit as this amounts to an interest-free loan.
Don’t pay your suppliers too early or outside of your agreed credit terms. Be seen
as a solid, dependable customer. Having a good reputation will give you better
scope for negotiating deals and favorable credit terms.

•

don’t let personal draws get out of hand. Ideally, the owners should take a
modest but regular wage and leave the remaining cash in the business. Keep fringe
benefits or withdrawals of stock to a minimum.

•

don’t hide your problems from the bank. Keep the line of communication open.
Demonstrate that you are on top of your business and understand your cash flow.
Show you can provide financial information if you need to ask for temporary relief on
loans.
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Checklist for Managing in Times of Financial Difficulty
Ideas to improve the profitability of your business
A profitable business is generally a successful business and your margin is a measure
of that success.
•

prepare financial statements on a regular basis. These will give you information
you need to determine your overall profit margin and where costs can be saved.
They can also be used to determine the margin on individual products and to
compare how your business is performing against industry averages.

•

focus on boosting profit. Retained profits is an important source of cash to meet
your obligations and it can also be used for investments. To maximize profit, you
need to focus on sales that give you the highest margin, not just “sales”. The only
exception to this rule is when you deliberately set out to achieve another aim such
as liquidating inventory to make room for profitable products.

•

if possible, don’t discount prices on lower margin products or services. Use
an alternative strategy, such as bundling in support services for a higher price. This
is an especially valuable strategy with slow moving lines as it justifies the investment
in them.

•

understand the profit contributions of each of your products, and your main
customers. This will show you where to best focus your efforts and identify
opportunities for improvement.

•

don’t discount unless you can achieve the same or better gross profit margin.
It may require large increases in sales to generate the same amount in gross profit.
While some price discounting may be required to get shoppers’ attention, a much
better approach is to deliver the discount through, for example, an add-on product.
This should deliver more dollars of gross profit to the business. See the effect of
discounting on gross profit below.
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The effect of discounting
Present Gross Profit
Margin

10%

15%

20%

25%

30%

35%

40%

If you cut your price by:

to achieve the same gross profit margin, you will need to increase
sales by:

5%

100%

50.0%

33.3%

25.0%

20.0%

16.7%

14.3%

6%

150%

66.7%

42.9%

31.6%

25.0%

20.7%

17.6%

8%

400%

114.3%

66.7%

47.1%

36.0%

29.6%

25.0%

10%

200.0%

100.0%

66.7%

50.0%

40.0%

33.3%

12%

400.0%

150.0%

92.3%

66.0%

52.2%

42.9%

300.0%

150.0%

100.0%

75.0%

60.0%

400.0%

200.0%

133.3%

100.0%

15%
20%
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Controlling costs
Costs need to be controlled to a level consistent with your business’ needs. Don’t just
cut costs. Longer-term and recurring savings are better than short-term wins. Once the
easy savings are made, focus on improving sales and gross profit, as that will have a
larger impact on the future success of your firm.
•

identify the expenses that keep you in business. For example, building
maintenance costs, advertising, staff training skills. Keep them at sustainable levels.
Remember the old saying, “Penny wise, pound foolish.”

•

look at costs carefully, but don’t criticize every individual transaction. Often a
review of the business’s processes can eliminate the need for certain costs
completely. For example, total interest costs might be reduced by changing credit
cards, by negotiating a lower rate with your bank or by reducing the amount of debt
being used.

•

measure the success of each promotional activity or campaign. For example,
direct mail advertising is considered more cost effective than advertisements in
papers, magazines as well as being more measurable. This does not necessarily
mean cutting your promotional/advertising spending, it just means increasing its
efficiency.

•

be flexible in your staffing arrangements. Review staff availability against
customer customer demands. For example, a core of full time, permanent staff
supplemented by a group of seasonal part-time workers may help you through busy
periods. However, make sure you are familiar with appropriate legal requirements.

•

don’t forget that your staff are a key resource. Replacing staff can be very costly.
Correct motivation and incentives are key to creating an environment where people
want to stay and succeed.
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Reduce the time needed to collect your accounts receivables
Keep in regular contact with customers about unpaid invoices. You would be surprised
how many businesses don’t followup with late payers.
•

keep in touch with your customers by asking questions such as:
• were you happy with the product/service?
• did we provide you with the right paperwork?
• when might we expect to be paid?

This is particularly important if you are discounting sales, as you have less gross profit
margin to generate the cash you need to run your business.
•

negotiate periodic payments if that helps your customer clear overdue
amounts. But make sure they stick to their side of the deal. For example, you
might accept 90% of the old balance if it’s paid by a certain time.

•

perform credit checks and establish and agree on proper commercial terms
for future dealings with customers, including realistic credit limits. Some
customers may not be worth the effort if they continue to pay late and cause extra
administration costs.

•

make sure your invoicing and accounts receivable processes are well
managed. Don’t let poor or sloppy processes, such as not preparing accounts
receivable aging reports, contribute to customers’ delayed payments.

•

encourage your customers to pay immediately with discounts for cash sales, for
example.
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Control inventory
The essential principle is to have the right level of inventory to satisfy the needs of your
customers and to have room for new items.
•

keeping inventory levels low reduces the amount of money you have tied up,
thereby freeing cash for other uses. It also helps to keep your storage and
merchandising costs down and reduces your risk of carrying “unsaleable” stock.

•

get rid of slow-moving and obsolete inventory. Either put it all in a clearance bin
so you can convert it to cash or write it off and destroy it to clear storage space.
Carrying too much inventory means you are tying up cash. Removing it will help you
focus on the inventory that generates the cash and margins that keep you in
business.

•

maintain necessary inventory in order to maintain sales momentum and ensure
customers are never disappointed over the products that you offer

•

tighten the purchasing of inventory. Knowing your historical sales by product will
help you buy the right amount. Carrying not enough inventory may discourage
customers as you may not be immediately able to satisfy their needs and carrying
too much means that you are tying up cash that could be put to better use.

•

negotiate deals with suppliers but avoid volume-based discounts. When
money is tight, there is no point investing in next month’s inventory without good
reason. Instead of volume discounts, try to negotiate discounts for prompt
settlement (unless your cash position is poor) or negotiate for smaller and more
frequent deliveries from your suppliers to smooth out your cash flow.

•

don’t let discount prices drive your inventory buying decision. Buy inventory
you can sell at a profit in a reasonable time frame.
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Improve sales
Focus on the additional profit from sales. Don’t think that more discounted sales are the
measure of success.
•

don’t chase just any sale; chase profitable sales. The only exception to this rule
should be when you deliberately set out to achieve another aim such as getting rid of
dead stock or building market share.

•

create added value with your offers. For example, provide a gift or bonus with
certain purchases or a discount on a second item. This tactic is especially effective
if you can bundle slow moving or dead stock at a discount together with a full price
item. You are delivering customer value while making a sale of an item you might
now have otherwise sold.

•

encourage companion selling and up-selling by your sales personnel

•

use in-store signs to highlight the product of the week, or today’s special. This
is a very low cost way of generating traffic and interest in a retail environment. It
might get customers into the habit of coming back tomorrow for the special of the
day.

The best run businesses use these ideas during the good times as well as the bad in
order to maximize their profits and minimize risk. Using them can help your business to
emerge in a much improved market condition which will likely lead to long-term growth.
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To improve the cash position of your business
prepare regular cash flow forecasts
generate cash through sales but do not undersell your products or
services
only pay sales commission when payment is received
negotiate extended terms of credit with suppliers
take modest personal draws and wages
don’t hide problems from the bank. Tell your bank early if you need
money to overcome a cash flow problem.
To improve the profitability of your business
prepare financial statements on a regular basis and use them to analyze
performance and benchmark your business against industry averages
understand the profit you generate on each item of product or service you
sell
concentrate on improving sales of your most profitable products and
services
don’t discount prices on lower margin products and services
don’t discount on your most profitable products or services unless the
discount encourages increased sales that lead to at least the same profit
To control costs
identify the expenditures that are essential to keep your business running.
Don’t cut these costs.
look at costs carefully, but don’t criticize every transaction.
conduct a review of business processes to see whether some expenses
can be eliminated completely
use direct response marketing that is measurable
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To control costs
review staffing arrangements
work to retain good staff. Replacing staff can be expensive.
To promptly collect Accounts Receivables
keep in regular contact with customers, particularly customers with
outstanding invoices.
prepare an accounts receivable aging report.
negotiate periodic payments to help customers clear past due balances.
before you sell to a customer on credit, perform a credit check and agree
on proper commercial terms of credit.
encourage immediate payments by offering discounts on cash sales
To control inventory
keep the right amount of stock - too much or not enough can damage your
business
identify slow moving and dead stock and try to sell it. If you can’t sell it,
write it off and destroy it.
identify items you simply must never run out of.
negotiate deals with suppliers, but avoid volume-based discounts.
tighten the purchasing of inventory by knowing when to buy. To do this,
you need to know the historical sales by item.
To improve sales
focus on the most profitable sales. Don’t just chase any sale.
create added value by bundling a gift or training with your item.
undertake companion selling and up-selling.
use in-store signs to highlight the product of the day/week.
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KSBDC Centers
Ashland
Morehead	
  State	
  University
1645	
  Winchester	
  Ave,	
  2nd	
  Floor
Ashland,	
  KY	
  41101
606.329.8011
Bowling	
  Green
Western	
  Kentucky	
  University
1906	
  College	
  Heights	
  Blvd.	
  #61086
Bowling	
  Green,	
  KY	
  42101
270.745.1905
Elizabethtown
University	
  of	
  Kentucky
1105	
  Juliana	
  Court,	
  Suite	
  6
Elizabethtown,	
  KY	
  42701
270.765.6737
Highland	
  Heights
Northern	
  Kentucky	
  University
305	
  Johns	
  Hill	
  Road
Highland	
  Heights,	
  KY	
  41099
859.442.4281
Hopkinsville
Murray	
  State	
  University
2800	
  Fort	
  Campbell	
  Blvd.
Hopkinsville,	
  KY	
  42240
270.886.8666
Lexington
University	
  of	
  Kentucky
330	
  East	
  Main	
  St.,	
  Suite	
  210
Lexington,	
  KY	
  40507
859.257.7666
Louisville
University	
  of	
  Kentucky
NIA	
  Center,	
  2900	
  West	
  Broadway,	
  
Box	
  315

Middlesboro
Southeast	
  Kentucky	
  Community	
  
&	
  Technical	
  College	
  -‐	
  Bell	
  County	
  
Campus
1300	
  Chichester	
  Ave.

Richmond
Eastern	
  Kentucky	
  University
Business	
  &	
  Technology	
  Center,	
  
Room	
  145
Richmond,	
  KY	
  40475

Middlesboro,	
  KY	
  40965
606.248.0563

859.622.1384

Morehead
Morehead	
  State	
  University
150	
  East	
  First	
  Street
Morehead,	
  KY	
  40351
606.783.2895
Murray
Murray	
  State	
  University
926	
  N.	
  16th	
  Street,	
  Suite	
  105
Murray,	
  KY	
  42071
270.809.2856

Somerset
Eastern	
  Kentucky	
  University
675	
  Mon\cello	
  Street,	
  Suite	
  A
Somerset,	
  KY	
  42501
606.678.3042

Visit	
  us	
  on	
  the	
  web	
  at	
  
h^p://KSBDC.org	
  

Owensboro
Murray	
  State	
  University
200	
  East	
  Third	
  Street,	
  Suite	
  302
Owensboro,	
  KY	
  42303
270.926.8085
Paintsville
Morehead	
  State	
  University
224	
  Main	
  Street
Paintsville,	
  KY	
  41240
606.788.7272
Pikeville
Morehead	
  State	
  University
3455	
  North	
  Mayo	
  Trail,	
  #4
Pikeville,	
  KY	
  41501
606.432.5848

Louisville,	
  KY	
  40211
502.574.1378
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