Business Cycles for
Small Businesses
Expert knowledge means success
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Note: This publication has not been updated
since it was last published. Some of the
hyperlinks may have changed and may need
updating. In addition, some of the information
in this publication may be out of date.

ventures are those that are market
driven – that are responding to an
identified market need";
Don’t neglect your personal finances.
"Make sure you’re covered with
adequate life, health and disability
insurance," urges Russell Fletcher, a
San Francisco-based agent with The
Equitable Life Assurance Society of the
United States. "Also do not neglect
retirement planning and education
savings for children".

•

Introduction
Your small business, like your washing
machine, runs through a series of identifiable
cycles. Just as it helps to know when to add
detergent, when to take out delicate items,
and when to call in the handyman, it helps to
be able to identify your current business
cycle 1. As renowned entrepreneurship
Professor Irv Grousbeck of the Stanford
Graduate School of Business emphasises:
"Lifecycle planning is fundamental – you
simply can’t NOT do it. All our work with
small companies has shown that knowing
where you are is the only way to get where
you are going."
Grousbeck also points out that lifecycle
planning is not just a strategic issue. "Each
cycle you experience will have implications
for all areas of your business–affecting
everything from human resources policies to
marketing plans and financing decisions."
This publication is a guide to recognizing
business cycles - with hints on what to avoid
and how to survive in each of them.

How to survive:
•

Keep your financing options close to
home by tapping into your savings,
obtaining a home equity loan, or
borrowing from friends or family. Credit
cards with low interest are an
inexpensive option if you are disciplined
enough to pay back the money
borrowed as if it were a bank loan;

•

Begin to think "profit" and "cash flow,"
even at this early stage. Where will it
come from? How soon? How much?

•

Write a business plan, and write it
yourself. Properly constructed and
regularly revised, it can be an
important tool in developing your
operation and guiding day-to-day
actions and decisions;

•

Get all your paperwork in order.
Licenses and registrations (such as
VAT, PAYE, Data Protection Act, Credit
Consumer License), insurance, business
bank accounts and bookkeeping
systems should all be in place before
you ring up your first sale.

Pre-Start-up Stage:
Doing Your Homework Pays Off

The pre-start-up stage provides time to test
your idea by conducting research, writing a
business plan, and talking to colleagues and
potential customers. Ideally, you haven’t quit
your day job yet, or you still have the luxury
of a spouse or partner who is still bringing
home a pay cheque. Your new company has
little or no income, and should therefore have
minimal expenses.
What to avoid:
•

Don’t take on any fixed overhead or
stock yet. You should be able to back
out of your startup with little downside
if it doesn’t prove viable;

•

Don’t assume your idea will succeed
because friends and family members
express enthusiasm. Become an
information sponge, investigating all
the potential problems that could be
incurred. Actively engage detractors in
debate and see how easily you can
persuade them of the merits of your
project, or how easily they can
dissuade you. As Grousbeck notes:
"The most solid, least risky new

Development
Stage:
Off the Launch Pad

Congratulations! Your homework is done,
you have enough cash to tide you over for at
least two years’ worth of living expenses (as
it may be that long before you can take a
salary out of the business), and it’s time to
start selling. The goal in this stage is to get to
a break-even point where monthly cash flow
covers fixed costs. Be careful, however, as
many entrepreneurs discover that this stage
involves more time (and money) than they
ever envisioned. Consequently, this is the
stage when most startups go under. Don’t let
it happen to you.
What to avoid:
•

Don’t get overwhelmed. Bring in help
if and when you need it – family
members, college or university
students, outside consultants, and
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•

Business Link resources can provide the
boost to help get that first big order
out, design a persuasive direct mail
piece, or find a little more cash to keep
going. Take advantage of them;
Don’t let your professionalism slip. The
hard work entailed in being a successful
entrepreneur has just begun.
Remember to follow up on
commitments, consistently thank your
customers and suppliers, and keep
thinking about new products and
organisational innovations;

What to avoid:
•

Don’t be mesmerized by sales growth.
The important numbers to watch are
growth in profits (absolute and as a
percentage of sales), and return on
assets. Learn how to calculate these
crucial benchmarks and subsequently
determine what drives them in your
particular company. This may help
guide you in deciding among various
growth and expansion opportunities;

•

Don’t forget to delegate. Growth
requires your attention as the owner,
which means that overseeing the dayto-day aspects of the company may
need to be turned over to someone
else. And while this can feel like a loss
of control, or a waste of precious cash,
you won’t be able to run your firm as a
one-person show indefinitely – if you
want it to expand. Try to manage by
exception, getting involved in minor
details of the business only when
necessary;

•

Don’t overlook the competition. They
may not have paid much attention
when you were just getting started, but
now that you are ready to spread your
wings, competitors could become
threatened or intimidated. Stay alert to
particularly aggressive marketing
moves such as price slashing.

Don’t let receivables (debtors) pile up.
As cash flow is crucial in this stage, you
can’t afford to let payments from
customers remain outstanding. Be firm,
polite and persistent in collecting what
you are owed.

How to survive:
•

•

•

Find enough money to carry you to the
break-even point. If personal savings
and supportive friends and family are
exhausted, explore loan or overdraft
options. A bank where you are an
established customer is a good place to
start. Be creative – it will be easier to
secure a personal or home equity loan
than a business loan during this early
cycle. Other loan institutions may also
be receptive;
Be a demanding boss. You need to
manage time rigorously to meet goals
and deadlines. Set firm hours for your
workday, create a task list every
morning, and keep measuring your
progress against your business plan;

How to survive:
•

Growth requires significant capital. At
this stage, you have two major options:
more debt or equity. If your company’s
track record and growth potential are
both favourable, a commercial bank
may be willing to provide an expansion
loan. Equity is more difficult –
"Business Angel" funding and venture
capital are rare (particularly for earlystage businesses) so you may need to
look for an active partner who is willing
to buy a partial stake in your firm. If
you go this route, be sure to find a
partner who brings complementary
skills and interests to the table. Also,
hire a lawyer or consult us to develop a
partnership agreement with which both
parties are comfortable;

•

Be aware of your own tolerance for risk
and your personal vision for the
company - this may be the last time
you have immediate and direct control
over its direction. Have you considered
all the ramifications entailed in growth?
Are you willing to assume the risk (in
the form of leverage) needed to get
there? The answers to these questions
should help drive your future plans.

Remember to pay yourself. Even if you
can’t draw a huge salary, be sure to
honour your personal goals by
allocating adequate contributions to a
retirement plan.

Growth Stage:

High Risks, High Rewards
Having reached a break-even point in your
operation, it’s time to begin thinking about
growth. The incremental cash the business
generates each month can be ploughed back
into new product development, increased
manufacturing capacity, additional marketing
and advertising resources, or new distribution
channels. In this exciting business cycle, you
ave the luxury to ask, "What form will this
growth take, and how will I pay for it?"
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Comfort Stage:

Turnaround Stage:

This is the stage in which most successful
companies spend the majority of their time.
Sales and profits are growing by a small
amount each year; staffing levels, fixed
assets and product lines are likewise
relatively stable. As the sole proprietor or
majority shareholder, you are able to take
home a comfortable salary. Key questions
during this business cycle include, "How
long do I want the company to look like
this?" and "What next?"

This stage is one that no small business
owner ever wants to experience. You are
officially in a turnaround mode if you have
had negative profitability for more than two
years (after having reached break-even.)
Whatever drives these losses, they are often
accompanied by erosion of market share and
low employee morale. Compounding this
negative situation is the harsh reality that,
while the problems you face may be
correctable with an infusion of capital,
money is tight, and hard to get with your
current financials.

Easy Riding–Don’t Fall Asleep at
the Wheel

What to avoid:
•

Don’t forget to do succession and/or
retirement planning. You may want to
develop an exit strategy for yourself
and your company. Do you want the
firm to retire with you? Is it time to sell
to a hungry competitor, or to your own
employees? Keep alert and open to
these opportunities. At the same time,
recognise that you and your business
may be going through very different
stages of life. Perhaps you’re ready to
retire when the firm is poised for a
major growth spurt, or the company
has reached a plateau just as you are
seeking a new challenge;

•

Don’t ignore your return on assets.
These are (primarily) your assets
generating income for you and your
family. As growth slows, could you be
getting a better return somewhere
else?

•

Don’t let inertia take over. While this
stage is comfortable in certain ways, it
can also be a boring place for an
aggressive entrepreneur to remain for
5, 10 or more years.

How to survive:
•

•

Comfort stage companies don’t need
major financing to stay where they are.
However, if you plan to sell soon,
remember that a buyer will pay more
for a growing company than for a
stagnant one. Think about the amount
of capital that would be required to
move the firm back into a growth cycle.
Use financing at this stage as a
transition strategy–for example, by
selling 30 percent of the company to a
passive partner who may want to
become more active at a later date;
Keep current on major trends in your
industry. Don’t let products or services
become obsolete. Maintain your
customer base with active support and
involvement. In short, take care of
maintaining this company that you’ve
worked so hard to build.

Alarm Bells - Call in the
Specialists

What to avoid:
•

Don’t confuse internal problems with
external ones. You may be suffering
from a price war, an economic
recession, regulatory change, or merely
the tail end of an industry life cycle.
You have little influence over these
factors, which are a major component
of business risk. At the same time, look
inside for poor cash management and
record keeping, unqualified or
unmotivated personnel, or excessively
rapid growth;

•

Don’t give up. Look for incremental
solutions such as a new line of credit to
tide you over, a management overhaul,
or partial liquidation of assets. Talk to
creditors and bankers about your
current situation, and ask how they can
be part of the solution. If you've been a
good customer in the past, they'll want
to help keep you solvent. Perhaps an
IVA (Individual Voluntary Arrangement)
or CVA (Company Voluntary
Arrangement) may be the solution check with us for details.

How to survive:
•

Look to yourself for financing. You may
be the only person willing to lend
money to support the business at this
point. Borrowing from your personal
assets or investing more equity in the
company forces you to assess the
creditworthiness of the venture–and to
work hard to preserve the capital that
is at risk;

•

Become as lean as possible. This is not
a time for extravagant perks and
redundant staffing. As painful as this
can be, cut the people and products
that are not directly contributing to
profitability. Do this swiftly and
decisively – it will be easier on the
company in the long run;
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•

Learn from your mistakes. The silver
lining of a cloudy turnaround situation
is the opportunity to examine, line item
by line item, the inner workings of your
business. Critically assess how you got
into this mess, how best to get out of
it, and how to avoid a similar situation
again.

Don’t overlook
Benefits and
Insurance packages
Lifecycle planning is crucial when making
financing or marketing decisions. But don’t
overlook it when designing benefits and
insurance packages either. Implementing
benefits to match your company’s stage
minimizes risk, supports growth, and allows
you to attract and retain outstanding
employees. Talk to your insurance broker (or
to us) to make sure you are not missing key
areas of coverage appropriate to your current
cycle. Here’s how to apply lifecycle thinking
to the benefits arena:
Pre-Startup Stage
The primary goals at this stage are risk
minimization and personal protection.
Consider:
•

Property/casualty coverage;

•

Personal life insurance;

•

Disability income protection for you;

•

Term life to cover liabilities.

protection;
•

Comfort Stage
During this cycle, take time to review your
current plans and see where they need
upgrading or updating:
•

Pension plan review;

•

Financial and estate planning for you;

•

Replacement of group term.

Turnaround Stage
Handle benefits with kid gloves when you hit
a turnaround situation. Remember that
something given is hard to take away. Instead
of taking away a benefit, try raising the
employee deductible to reduce your
premium; then help employees with out-ofpocket costs as you are able. Or try moving
to a selective plan that allows employees
more flexibility to meet their needs. Always
consider the effect of any decision you make
on employee morale – laying off a full-time
position may be easier on the company than
hacking everyone’s health plan down to the
bare bones.
The Five Crucial Loan Criteria
According to bankers, the following "5 Cs"
of credit are key to getting a business loan:
•

Character - The business owner’s
personal credit history and track record
for paying personal bills and taxes is
the starting point. While an occasional
problem may not hurt, consecutive
missed payments will. Tax penalties
and late payments flash a warning sign,
as do recent inquiries from other
lenders. If you filed for bankruptcy or a
voluntary arrangement within the past
10 years, you probably won’t get a loan
unless you have entirely repaid your
creditors;

•

Cash Flow - Will the business be able
to generate sufficient cash flow to pay
its bills as well as the loan? It helps to
have been profitable for two of the past
three years. If your business is a
company, cash flow (net profit plus
non-cash expenses) often must be at
least 150% for every £ of loan
payments. For sole proprietors, debt
should be less than half of income;

•

Capital - The amount of money the
borrower has put into the business
shows his commitment and the
strength of the company. Banks usually
require 30 to 35 percent equity or cash
investment in the firm;

Development Stage
Now that you are a going concern, you can
step up your benefits to include added
coverage for yourself and your employees:
•

Personal or Company pension plans for
you;

•

Key person insurance;

•

Term insurance Buy-sell funding for
partnerships or companies;

•

Group health.

Growth Stage
A rapidly growing company needs to pull in
talented people; a flexible and generous
benefits plan helps you do that. It’s time to
add:
•

Life and severance pay plan for you;

•

Salary deduction plan and profitsharing for employees;

•

Group permanent health insurance;

•

Group sickness/disability income

Pension plans for key executives.

4

Business Cycles

•

•

Collateral - Most small business loans
are secured by assets such as cash
reserves or other items of value like
freehold or leasehold property, stocks
and shares, or inventory (stock),
receivables (debtors) and equipment.
These assets, which should be available
in case of a sudden operational
downturn, ensure the borrower’s
commitment to repayment and to the
venture in general;
Condition - Is the business in an
industry that is growing? What is the
life cycle of your product or service?

Further
Information
This guide is for general interest - it
is always essential to take advice on
specific issues. We believe that the
facts are correct as at the date of
publication, but there may be
certain errors and omissions for
which we cannot be responsible.
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