Business Failure
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6 Explain how each of the following might 7 Must a business failure always have a

damage the financial position of a new small firm: personal failure at its heart? Explain your thinking. (6)
a) a rise in interest rates 8 Explain what John Maynard Keynes meant by
his quote on page 248. ®

b) fewer customers arriving than had been
forecast. 6)
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Revision questions

(35 marks; 35 minutes) 3 Explain what Lewis Lehr meant by his quote
1 Briefly look again at Forbes magazine's on page 247. @
“five reasons new businesses fail’ on page 4 Explain in detail the effect a sudden loss of a
247. Which do you think is the single most big customer might have on the cash flow of a
important reason and why? (5)  small company. @
2 Explain how a change in technology might 5 In your own words, explain the meaning of the
harm the position of a small driving school in term ‘overtrading’. )

arural area. @
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Bad banking

The following is an extract from the Tomlinson Report

into banks' ‘Treatment of Businesses in Distress’

(published on behalf of HM Government in 2013).

‘The cases and experiences of businesses we received

can be categorised as part of an overall process as

follows:

1 The bank artificially distresses an
otherwise viable business and through their
actions puts them on a journey towards
administration, receivership and liquidation.

2 Once transferred into the business support
division of the bank the business is not
supported in a manner consistent with good
turnaround practice and this has a catalytic
effect on the business’ journey to insolvency.

3 The insolvency process lacks fairmess
and accountability leading to financial
implications and biased outcomes to
the detriment of the business owner.

This report considers each part of this “process”

separately and the mechanisms adopted by the bank.

From the evidence that we received, it was apparent
that, while each case is different and has its own
characteristics, when taken as a whole the pattern
soon clearly emerges. Many of the businesses who
submitted evidence have done so in confidence.
Not all of the cases that we heard about go through
the full process from stage 1-3 and some relate to

specific parts of the process outlined above. However,
it became very clear, very quickly that this process is
systematic and institutional. Conversations with whistle
blowers, experts and lawyers have also confirmed that
it Is often, in fact, the better businesses that enter
such a path as there is more to be gained by the bank
from this than from a less asset-ich business. This
suggests an element of intent in the bank’s decision to
distress these businesses."

Later, in evidence to a parliamentary committee, senior
RBS executives denied that they treated their ‘business
support division’ as a profit centre. Within a month, they
retracted that evidence, admitting that RBS did seek to
make a profit out of businesses that were struggling to
survive.

Questions
(30 marks; 35 minutes)

1 a) Explain what might be meant by the phrase
“artificially distresses an otherwise viable

business'. @
b) Explain one action a bank could take that
would distress a business customer. @

2 Assess the possible impact on the business
owner of being put on a ‘journey towards
administration, receivership and liquidation’  (10)

3 Assess whether the short extract from the
report proves its case that there was ‘an
element of intent in the bank's decision to
distress these businesses'. (2)




