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Why financial assistance won’t save every business from
the COVID-19 calamity

Sule Arnautovic, Jirsch Sutherland Partner
Debt deferral initiatives designed to keep Australian businesses afloat during the COVID-19
crisis will do little more than postpone an inevitable avalanche of business closures, according
to many working at the coalface.
While government stimulus packages will enable many at-risk operations to stay afloat during
the next six months, the inevitable payback requirements resulting from deferred rent, loan
repayments and utility bills will likely force many into extinction.
“Imagine having to pay six months’ rent, utilities and financing costs as a lump sum when the
coronavirus emergency finally ends,” says Jirsch Sutherland Partner Sule Arnautovic. “That’s
the situation many businesses will be facing, and most won’t be able to survive that type of
capital hit.”
Commsec economists have identified a plethora of Australian industries most at risk due to the
COVID-19 crisis, including forestry and logging, coal mining, oil and gas extraction, and food
product manufacturing. Air transport, tertiary education and residential care are also set to suffer
significantly.
“Around 25 per cent of the economy will be hit very hard, with many businesses being shut
down temporarily,” explains Commsec Senior Economist Ryan Felsman.
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Ryan Felsman, Senior Economist, Commsec
“But some may not recover due to government COVID-19 enforced restrictions pressuring cash
flows, while rising unemployment will impact consumer demand for goods and services. These
lockdowns are also going to have a big impact on the services sector in particular, with
accommodation and food services, recreation and personal services, retail trade, international
education, the aviation and the real estate industries all hit hard by social distancing measures.”
Mr Felsman adds that to date there’s been some laying off of staff and temporary furloughing
by companies in at-risk industries as they struggle for survival or hibernate.
“Casual and part-time workers are particularly vulnerable,” he says, adding the enormous
economic damage being wrought by COVID-19 will lead to a prolonged period of challenge and
adjustment.
“We’re now in the first recession since the early 1990s and the consumer situation will be very
weak going forward,” he says. “The IMF [International Monetary Fund] is even forecasting the
biggest economic downturn since the Great Depression.”
Commsec expects the Australian economy to contract by 7.5 per cent in the June quarter and
by 3.4 per cent for 2020, before an expected recovery after the pandemic subsides in 2021.
While government stimulus packages have been touted as a crucial lifeboat for a broad section
of the economy, the future for many businesses still appears dire – even for those who receive
help in time.
“Unless some government stimulus comes through to us very soon, we will only be able to
survive another four weeks,” says one beleaguered Sydney restaurant owner. “But even if we
get that money and somehow make it through to the end of the crisis, what then? The fact that
we’ll have to pay back a bunch of outstanding bills will mean we still won’t be able to cope.”
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Time to act
With mass insolvencies predicted once the recovery period commences – that is, when the
stimulus support ends – experts warn that now is the time to act, particularly for businesses that
were struggling even before the current crisis emerged.
“Debt deferral with no exit strategy is fatal,” warns Sule Arnautovic. “Unless appropriate action
is taken now, it’s highly likely that in six months’ time we’ll see a proliferation of businesses
failing completely or experiencing dire financial difficulties. Indeed, during the global financial
crisis, the busiest insolvency period occurred some 12-18 months after the initial shock, when
banks began to enforce repayment requirements and the taxation bodies started ‘knocking’ on
doors for deferred tax.”
Arnautovic says that while the regulatory and ethical obligations of directors have never been
greater, neither have the consequences for individuals who get it wrong.
“Deliberately avoiding debt can land directors in even hotter water,” he says. “The recent
government moratorium on insolvent trading is somewhat of a red herring, given the raft of
director obligations stipulated in Australia’s corporate legislation.”
While the current prognosis for many businesses is dire, Arnautovic says there is a range of
available measures that can help them ride out the crisis and re-commence their activities once
the coronavirus crisis is over.
Opting to restructure a business early (utilising the framework established under the Safe
Harbour legislation) is one possible course of action, as is initiating a merger or consolidation.

3/5

Jirsch Sutherland
Insolvency Solutions
https://www.jirschsutherland.com.au

Creating a creditors’ trust (a legal arrangement used to accelerate a company’s exit from
external administration) for participating creditors may also be advisable.
“Owners may alternatively choose to implement ‘holding’, ‘hibernation’ or other Deeds of
Company Arrangements (DoCAs) with a view to extending the period of moratoriums,” explains
Arnautovic. “This will buy crucial time to investigate potential restructuring opportunities.
Immediate liquidation and loss minimisation is also an option. This will possibly allow a business
to restart further down the track.”
For business owners or directors who believe they may have prospects on the other side of the
pandemic, Arnautovic says seeking immediate professional advice with a view to taking
advantage of formal insolvency or restructuring options is vital.
“Action taken now dramatically increases the likelihood that stressed businesses will be able to
re-emerge – albeit with different operational models or strategies – once the coronavirus crisis
abates and the expected upturn commences.”

Why company directors and accountants/lawyers should not delay
insolvency/restructuring appointments:
Market value of many business assets have been adversely impacted, which
essentially translates to a lower restructure cost for various restructure supporters who
are trying to offer creditors more than they would get in a liquidation scenario.
Creditor support for restructure: creditors are more likely to understand why
businesses have collapsed at this time and to support restructure efforts to ensure
continuity of business post crisis.
Unpaid liabilities: if the business had accrued unpaid liabilities before the crisis, it is
unlikely to survive even with government support.
Accessing the Fair Entitlements Guarantee Scheme (FEG) for employee
entitlements. This takes time to come through, so acting now offers staff a quicker
solution in difficult times.
Personal guarantees don’t fall away: business owners should be aware of ‘sleeping
personal guarantees’ that will raise their heads later – e.g. leases, make-goods, trade
credit applications, finance, credit card debts, etc. Any debt deferral decision may
exacerbate liabilities, which could put personal assets at greater risk.
Deferment of liabilities will be added to existing liabilities: e.g. not paying rent for six
months is not necessarily a pardon for that period, and extra interest could well be
capitalised into the outstanding liability amount. Always check the full terms and
conditions of any finance agreement for any deferment.
Supplier support and doing the right thing: many businesses have close, long-term
relationships with their suppliers. By acting early, you protect and/or limit their exposure
to your ongoing debts.
Preparing for the “new dawn”: by exiting a business experiencing financial stress,
when the upturn does come, you can assess if and when you get back into business,
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either with a new model, strategy or market.
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