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Cash is King

Government Backed Loans

With many businesses in the hospitality
sector fighting for survival, the need to
manage cash flow is more important than
ever. We recognise that as businesses reopen, cash reserves, which are already
depleted,
will
come
under
even
more pressure.

As part of Rishi Sunak’s statement when delivering his budget, he compared the state of
the economy and its debt burden to “wartime levels”. Public sector borrowing in the
UK has now exceeded £2 trillion for the first time in history and with further support
measures extended to businesses, this level will continue to rise for the foreseeable
future.

The funding options highlighted below
are the traditional ways to improve
liquidity, however, we have also detailed
some additional avenues of support which
have arisen following the Pandemic.

The level of financial assistance over the last year has been unprecedented, with over £75bn
worth of Government backed loans approved and payments of over £57bn made to
employers via the Job Retention Scheme. Along with business support grants and other
reliefs, this intervention has protected millions of jobs and businesses across NI and the UK.
Over 1.6m businesses have obtained a Bounce Bank or CBILS loan in the last 10 months,
with average loan sizes across the 2 schemes of £30k and £238k respectively.

Cumulative
number of
approved facilities
Bounce Back Loan
Scheme (BBL)

Cumulative value
of approved
facilities

Cumulative
number of
applications

1,531,095

£46.53bn

2,056,587

Coronavirus Business
Interruption Loan
Scheme (CBILS)

98,344

£23.28bn

233,247

Coronavirus Large
Business Interruption
Loan Scheme (CLBILS)

716

£5.30bn

1,130

Source: Gov.uk – Loan Schemes – Cumulative Applications and Approvals to close of business on 21 March 2021

Debt Repayment Options
As the 12-month capital and interest moratorium comes to an end on these Covid-19 loans,
many businesses which remain closed, with little to no income, will be increasingly anxious
about how these obligations can be repaid on top of any other creditor commitments that
they have.
Existing Lenders
We have found through our client involvement that lenders are keen to work with existing
borrowers and to build upon trusted relationships. However, key to this ongoing support,
an operator needs to demonstrate that they have availed of all other sources of income,
have minimised costs and have a clear strategic plan in place.

Alternative Lenders
Where existing high street lenders are
not able to provide additional loan
support, we are seeing other alternative
funders, with a higher risk appetite,
looking at opportunities to lend under
the Government backed schemes.
Provision of an up to date cash flow
model is key for any alternative lender to
consider as part of a new funding
application.

Pay As You Grow Scheme
The Pay As you Grow (PAYG) scheme
which is specific only to Bounce Back
loans provides a range of options to
manage repayments over an extended
period; including:
> extending the length of the loan;
> maintaining interest only payments,
available up to 3 times over the term of
the loan; or
> availing of a one-off payment holiday
for up to 6 months

New Recovery Loan Scheme
A new Recovery Loan scheme is to be
launched on 6th April 2021, which will
replace the above COVIDˮ19 loan
schemes. Whist the proposed scheme
does not appear to be as flexible as the
previous loan schemes, with interest and
fees to be met by borrowers immediately,
it is certainly welcome that the
Government continues to offer ongoing
support to businesses via guaranteed
loans administered through lenders.

With all debt
situations, dealing
with the issues early
and communicating
with lenders/ creditors
head on are the keys
to resolving situations
quickly and avoiding an
escalation.

Other Creditor Pressure
Through our work with the Hospitality
Industry Response Group, we are aware of
the ongoing cost of closure, with bars and
restaurants incurring fixed costs up to £20k
per month, increasing to over £100k per
month for larger hotel operations.
In addition to the repayment of loans, other
costs/key stakeholders that need to be
carefully managed as businesses start to reopen include: Tax Liabilities, Trade creditors
and Rent payments:

HMRC
On 23 February 2021, the Government
opened
its
instalment payment plan
for VAT payments, which were originally
due between March & June 2020.
Businesses that have not already paid
their VAT for the deferral period can either
pay in a lump sum by 31 March 2021,
or opt into the instalment plan and pay
over an eleven-month period between
March 2021 and January 2022.
With businesses still closed, some may
have difficulties making the initial
payments under the scheme and the idea of
waiting until the summer when trade may
have picked up could be attractive.
HMRC is also continuing to provide
support through the Time To Pay scheme,
with tax deferments typically between 3 and
12 months, dependant on the situation. In
our
experience,
HMRC
does
not
require detailed cash flows to be presented,
but it is critical to ensure supporting
facts and documentation are available
to evidence trading difficulties. It is also
important that businesses demonstrate
that all other sources of finance have
been sought before relying on HMRC to
effectively fund working capital.

Trade Suppliers
Working with food and drink suppliers is
obviously key for any recovery plan as
ongoing support will be required for new
stock orders. The lack of dates within the
Executive’s Road Map places further
uncertainty on the timing of orders and
stock management, as operators try to
pre-empt opening dates, the level of
ongoing restrictions and overall demand.

Landlords
With Government restrictions limiting
landlord’s ability to enforce on rent arrears
during the pandemic, Landlords have had

to work with tenants, often agreeing rent
moratoriums or reduced payment terms,
with a view to extending out their lease
term.
With these enforcement restrictions now
extended to the end of June 2021, tenants
should ensure that any agreements that
have been made that are outside the
original terms of their lease are
documented in writing, so as to limit any
action from being taken once the landlord
restrictions have been lifted.

Return to Trading
With the UK savings ratio increasing 3 fold
in the 3 months to September 2020,
combined with a level of pent up demand
for social interaction, we are hopeful that
the economy will rebound quickly.
However, with ongoing restrictions likely
to be in place for the short to medium
term, all avenues of funding will
need to be considered to ensure a
successful return to trading.

HERE AT BDO NORTHERN
IRELAND WE ARE COMMITTED
TO HELPING THE LOCAL
HOSPITALITY INDUSTRY.

