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~ With the future of his company in
- the balance, Jeremy Brandt
" decided tojustsaynotn

extending credit. | '

&2

"

5a company that connects
home sellers with reputable
investors, Southlake, Texas-
based 1-800-CashOffer was
hit by the cconomic slow-
% down eatlier than other
companics, CEQ Jeremy Brandt previ-
ously extended credit terms of 15 or 30 days
to samc of his business customers, but
when the housing market began to nase-
dive, he saw trouble on the hotizen,
“Our customers were seeing stowdawns
i theit businesses, which ultimately led
to a slowdown in our business as [cus-
tomers| took longer and longer to pay,”
says Brandt, 29, who opted to stop ex-
tending credit across the board. “We de-
«ided to take the hard-ltine approach that
everything is paid in advance for serv-
ices. That way we don't get stuck hold-
ing the bag.”
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Not all business owners will go in this
direction, though, and some industrics
may not even have the option. Butin a
stursbling econormy, all entrepreneurs
need to think about tightening the reins
and being more careful about the kinds
of credit terms they decide to-extend—
and to whom.

Statt by analyzing your own balance
sheet. Lay out your company’s debt re-
quirements and figure out what kind of
cash flow you need to cover yourself on
& monthly basts, recommends Edward
Horton, partner with CPA firm Gitrin
Cooperman. “If you have very little bank
debt and a lot of equity in the company,
you have a bigger cushion to extend more
cradit.” But be careful about cxpanding
credit terms ta accommodate customers
who are in trouble, “Don't start allowing
them to go from 30-day payment terms
te2 60-day [terms)," he says. “That's where
it can really hirt you.”

Keep a dose cye on each customer’s pay-
ment trends and be proactive at the first
sign of trouble. If eustomers who previ-
ously paid in 30 days are now paying in
45 or 60 days, pick up the phone and find
out why. If yau know some of the cus-

tomer’s other venedors, reach
out to them as well to find
out if they're having the
sarne fssue,

Do some research before
extending credit (o new cus-
tomers as well, says Bill Len-
hart, a partner with BDO
Consulting. He recommends
speaking with a prospective
customer’s banker, “If you
kitevw your custorner has a
line of credit with a repu-
table company, you may feel
more epmfortable” he says.

Peter Tannone, director at
CRIZ Accounting, Tax and
Advisory Services, aiso rec-
pmmends you check new
customers' credit histories,
ask for three references and
call all three. “In boom tirres,
those credit applications
get puit aside,” he says. “But
duritg recessionary or near
recessionary times, you re-
ally needt tordo the opposite.”

Now is also a good time to lock at the
relative profitability of all your custorners.
You may be surprised to find that your
“best” custamers are actually & drain on
cash flow and more trouble than they're
worth. “You may want to drop those clients
and spend your capital on another cus-
tomer wha will pay quicker ar offer higher
margins,” says Lenhart.

Onee you've made a decision about
how you're poind ta extend credit, don't
allow yoiself ta be bullied, Entrepre-
neurs have 'a tendency to acrept new busis
ness at any price, but if you think its a
bad ideq td extend credit to 1 particular
customer and that customer threatens to
walk if they don’t get it, let them go, says
Brandt. “1fjt's 2 deal-breaker for thern, it
wsually medns they have severe cash-flow
issugs and dre using the credit to manage
their cash flow,"” he says, adding that he
hasn't hadany trouble acquiring new
busingss 51'ricF he changed his company's
policy. “Wc’fve found that a4 long as we're
upfront abbut our policy—that this is
how we deibusingss—peaple are pretty
aecepling al that™
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