LOANST RS

ARF'’S REFERRAL PARTNER RE WARDS PROGRAM

THE SECOND-HALF SQUEEZE:
Financial Pressures Facing Small Businesses from
July Through December

Executive Summary

Every small business has a first half and a second half, but the two are not financial mirror images of
each other. From July through December, a business can be growing, fully booked, and generating
strong top-line revenue — and still be short on cash. That combination confuses a lot of otherwise so-
phisticated observers, because it looks contradictory. It isn’t. It's structural.

The second half of the year compresses more financial events into a shorter window than the first half
does. Inventory has to be bought before it can be sold. Seasonal staff have to be hired and trained be-
fore the volume they’re hired for arrives. Insurance renewals, estimated tax payments, licensing fees,
and vendor terms tend to cluster in the September-through-December window. Consumer and B2B de-
mand shift in ways that help some businesses and hurt others, sometimes within the same supply chain.
And underneath all of it, the accounting concepts of revenue and profit — which is what shows up on an
income statement — diverge from cash, which is what actually pays the payroll run on Friday.

This is the paper’s central argument: the second-half squeeze is not a story about business owners
mismanaging money. It’s a story about timing. A profitable, growing, well-run business can still find itself
in a liquidity gap in October because the cash it needs to pay for December’s opportunity went out the
door in August.

For referral partners — accountants, bookkeepers, financial advisors, payment processors, business
consultants, equipment vendors, and brokers — this matters directly. These are the professionals in the
room before a temporary cash-flow gap becomes a business-threatening event, and they are also the
professionals best positioned to misdiagnose it if they only look at the income statement. A client who
says “sales are up, | don’t understand why we're stretched” is not being irrational. They are describing a
cash conversion cycle problem, and it has a mechanical explanation.

This paper walks through why the second half behaves differently than the first, unpacks the financial
mechanics behind more than a dozen distinct pressure points — from inventory financing and receiv-
ables timing to labor costs, equipment failure, and the tension between conserving cash and investing
in the demand that pays for that cash — and then translates that analysis into practical tools: a set of
warning signs, a discovery-question framework, a stress-test worksheet, and three realistic scenarios
referral partners can use as a mental model when a client’s numbers don’t immediately make sense.

The goal is not to make every conversation end in a financing referral. It's to make referral partners bet-
ter at recognizing, three or four months earlier than the business owner might notice on their own, that a
liquidity gap is forming — while there is still time for the owner to have real options.



1. WHY THE SECOND HALF OF THE YEAR
CAN BE FINANCIALLY DIFFERENT

Calendar-driven businesses experience the year unevenly by design, but July through December
concentrates a specific set of pressures that rarely all land in the first half.

Compressed planning
cycles

A retailer or specialty food producer preparing for
Q4 typically has to commit to inventory orders,
production runs, or co-packer capacity months
ahead of the selling season — often in July or
August for a holiday sell-through in November and
December. That means the purchasing decision
and the cash outlay happen well before there is
any confirmed demand signal from that season.
First-half planning, by contrast, is usually just
steady-state replenishment.

Seasonal demand shifts that
cut in both directions

Back-to-school spending affects retailers, apparel,
and some service categories in July and August.
Holiday demand affects a much broader swath of
retail, hospitality, and specialty food beginning in
October. But plenty of businesses — B2B pro-
fessional services, some manufacturing supply
chains, certain healthcare specialties — see the
opposite pattern: clients delay decisions until after
the holidays, corporate budgets close out, and
project starts pause until the new fiscal year.

Year-end tax and financial
obligations concentrate in Q4

Estimated quarterly tax payments, W-2/1099
preparation costs, and — for calendar-year
businesses — any capital equipment purchases
made to use available depreciation treatment
before December 31 all cluster into the same few
months.

Multiple fixed obligations that reset
on an annual clock

Commercial property and liability insurance fre-
quently renews on an annual date that many busi-
nesses set at mid-year or year-end. Professional
licenses, software subscriptions negotiated on
annual terms, and equipment leases often follow
the same pattern. When several of these land in
the same 90-day window, they compound rather
than spread out.

Staffing changes concentrate in the
fall

Seasonal hiring for retail and hospitality typically
begins in September and October, which means
payroll costs rise before the corresponding revenue
arrives, and the administrative cost of onboarding
(training time, uniforms, background checks) is a
real cash outlay independent of whether that
employee ever generates a dollar of sales.

Weather introduces a variable the
first half doesn’t carry the same way

HVAC contractors, roofers, landscapers, and
outdoor-dependent hospitality businesses can lose
working days to weather in a way that doesn’t
average out until the following spring.



None of these pressures are unusual in isolation. What makes the second half distinct is that several of
them are structurally synchronized to the same calendar window. A restaurant owner might be facing a
holiday inventory buildup, a seasonal staffing ramp-up, an insurance renewal, and an estimated tax pay-
ment inside the same six weeks — not because anything went wrong, but because the calendar put them
there.

This is the concept referral partners
should hold onto through the rest of this
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Illustrative example

2. THE CASH-FLOW TIMING PROBLEM

This is the section that does the most work in this paper, because almost everything downstream —
inventory, receivables, labor, taxes, equipment — expresses itself through the same underlying
mechanism: the gap between when money is obligated and when it is actually available.

¢ Revenue is the value of goods or services delivered, recognized when earned — not necessarily when paid
for. A $40,000 invoice sent to a corporate client in October is October revenue whether that client pays in

October or January.

e Profitis revenue minus expenses, on an accrual basis. It answers “did this business make economic
sense over the period,” not “does this business have money right now.”

e Cash flow is the actual movement of money in and out of the bank account, on the date it moves. It
doesn’t care about accounting periods. It cares about Tuesday.

e  Working capital is the cushion — current assets minus current liabilities — available to fund the gap

between paying for something and getting paid for it.

A business can be profitable on paper and still be
cash-poor if its receivables, inventory, and payables
are timed unfavorably. This is not a rare edge case.
It is, structurally, the default condition for any busi-
ness that buys inventory before selling it or extends
payment terms to its customers — which describes
most of the small-business economy.

The Profitability Paradox

A business can be profitable on its income statement
and still run short of cash. Profit is an accounting
measure of whether revenue exceeded expenses over
a period. Cash flow is whether money is actually in the
bank on the day a bill is due. The two diverge
whenever inventory, receivables, or payables timing
shifts — which is most of the time for a seasonal or
growing business.



The Cash Conversion Cycle, In Plain Terms

The cash conversion cycle (CCC) measures how many days pass between paying cash out for inputs and
collecting cash in from the resulting sale. It has three components:

¢ Days Inventory Outstanding (DI10): how long inventory sits before it’s sold.
e Days Sales Outstanding (DS0): how long it takes to collect cash after a sale is made.
e Days Payable Outstanding (DPO): how long the business itself takes to pay its own suppliers.
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Historical benchmark: JPMorgan Chase Institute analyzed 470 million transactions from 597,000
small businesses in 2015 and found a median cash buffer of 27 days of typical outflows. Restaurants
had the lowest median among the industries studied, at 16 days. Because the underlying transaction
data are historical, these figures should be treated as context rather than as a current 2026 liquidity
benchmark. [71]
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Meanwhile, the business’s September payroll, rent, and insurance renewal are due on their normal sched-
ule, unaffected by the inventory outlay. By early October, the retailer has spent $90,000 preparing for a
season that hasn’t started yet, while carrying every one of its normal fixed costs. On the income statement,
none of this shows up as a loss — it's all going to be perfectly good margin once the goods sell. On the
bank statement, it’s a hole.



This is the concept referral partners should hold onto through the rest of this paper: cash-flow compres-
sion — the simultaneous arrival of multiple legitimate, planned, often necessary cash outflows in a peri-
od where revenue timing does not necessarily move in lockstep. Compression is not a symptom of poor
management. It is a predictable seasonal mechanic, and it is exactly the kind of thing a business owner,
focused on running the business, may not model out until they’re already inside it.

3. INFLATION DOES NOT AFFECT EVERY
EXPENSE AT THE SAME TIME

“Costs are up” is true almost everywhere, but it obscures something referral partners should understand
precisely: cost increases don’t arrive on the same schedule, and that timing mismatch is often more dam-
aging than the cost increase itself.

Food and packaging costs for restaurants and specialty food businesses can move month to month with
commodity markets. Wage costs typically move on a slower, more discrete schedule — an annual raise
cycle, a minimum-wage step-up, or a response to a local labor shortage. Commercial rent usually moves
in large, infrequent jumps tied to a lease renewal or an escalation clause, rather than gradually. Insurance
premiums reprice annually, often in a single renewal event rather than incrementally. Shipping and freight
costs can spike with fuel prices or capacity constraints on short notice and don’t necessarily correct at the
same pace. Technology and software costs tend to ratchet upward through subscription price increases
that arrive with little warning and even less negotiating room for a small buyer.

The result is a business that experiences its cost base rising in an uncoordinated sequence — not a single
“inflation” event, but a series of separate shocks arriving in different months, from different vendors, on
different contract cycles.

Small-Business Cost Pressures by Category and Timing A“A
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Illustrative example

Current data reinforce the point. In the Federal Reserve Banks’ 2026 Report on Employer Firms, 77% of
small employer firms reported either rising costs of goods, services, and/or wages or tariff-related cost
challenges. Among firms with foreign inputs that experienced price increases, 76% said they passed at
least some higher costs on to customers, while 60% absorbed at least some of those increases themselves.
[1]



Pricing Lag

Customer-facing prices adjust more slowly than costs, for reasons that are entirely rational: a restaurant
doesn’t want to reprint menus every month, a contractor has already quoted jobs at last quarter’s material
costs, a wholesaler has customers on annual pricing agreements, and any business selling to price-sen-
sitive consumers risks losing volume if it raises prices too visibly, too often. That lag — the gap between
when a cost increase hits the business and when the business is able to pass some portion of it through to
customers — is where margin compression happens: the same unit of revenue now returns fewer cents of
gross margin than it did a year, or even a quarter, earlier.

The broader price environment remained uneven in mid-2026. In July 2026, the Consumer Price Index
was 3.4% higher than a year earlier. Food prices were up 3.0%, food away from home was up 3.4%, elec-
tricity was up 4.2%, and energy overall was up 14.7%. Those category differences illustrate why a small
business can feel significantly more pressure than a headline inflation number alone suggests. [3]

Take a business generating $600,000 in annual
revenue with a 35% gross margin — $210,000
of gross profit. If rising input costs and pricing

lag compress that margin by just 3 percentage Margin Compression in Action

points, to 32%, gross profit falls to $192,000. On $600,000 of annual revenue, a gross margin
That’s an $18,000 reduction in gross profit avail- decline from 35% to 32% — a change that sounds
able to absorb payroll, debt service, overhead, minor in conversation — removes $18,000 of gross
and other operating expenses — from a margin profit. That's $18,000 less gross profit available to
change many owners would describe, in conver- absorb payroll, debt service, overhead, or reserves,
sation, as “not that big a deal.” A 3-point margin and it recurs every year the margin stays

swing sounds small. On $600,000 of revenue, it is compressed.

$18,000 of gross profit that is no longer available,
and it recurs every year the margin stays com-
pressed, not just once.

This is why “just raise your prices” is not a complete answer, and why referral partners should treat mar-
gin-percentage changes — even modest-sounding ones — as dollar-figure cash events, not rounding
errors.



4. THE LABOR COST SQUEEZE

The fully-loaded cost of an employee is materially higher than the wage or salary figure a business owner
has in their head, and the gap widens in the second half of the year for reasons specific to seasonal hiring.

Beyond base wages, a business is carrying employer payroll taxes, workers’ compensation insurance, any
employer-paid benefits, and — critically for the second half — the cost of finding, hiring, and training
people fast enough to meet a seasonal ramp. Seasonal hiring compresses the normal hiring timeline:
instead of recruiting over several weeks, a retailer or hospitality business may need a dozen people trained
and productive within a two- or three-week window ahead of the holiday rush. That urgency shows up as
overtime for existing staff covering the gap, higher recruiting costs, and lower productivity per new hire
during the training period — all real costs that precede the revenue those hires exist to serve.

Labor costs were still moving higher in 2026: For holiday-focused retailers, staffing is also a
average hourly earnings for employees on private material seasonal commitment: the National Retail
nonfarm payrolls increased 3.2% over the 12 Federation expected retailers to hire 265,000 to
months ending July 2026, according to the Bureau 365,000 seasonal workers for the 2025 holiday

of Labor Statistics. [4] season. [5]

Overtime itself deserves specific attention: hours beyond a standard threshold are paid at a premium, and
businesses facing a demand spike often lean on overtime for existing staff before committing to the cost
and risk of a new hire — which can be the financially rational choice in the short term, but shows up as a
spike in payroll cost per unit of output exactly when margins are already under pressure from other direc-
tions (see Section 3).

Turnover has its own cost structure that’s easy to underweight: every seasonal employee who leaves
mid-season means the training investment doesn’t fully pay off, and the business is back in the hiring and
onboarding cycle with less time to recover the cost.

Industries where this squeeze tends to be sharpest in the second half include retail and e-commerce
fulfillment (holiday staffing), restaurants and hospitality (extended hours, holiday events, sometimes both a
summer tourist season and a winter holiday season in the same year), and any business with a hard sea-
sonal deadline — a landscaping company racing weather, a tax and accounting practice building toward
year-end close work, or a specialty food producer running extra production shifts for holiday orders.



5. INVENTORY: BUYING TODAY FOR REVENUE THAT COMES
LATER

Inventory is where the cash conversion cycle becomes most visible, because the gap between the pur-
chase decision and the revenue event is often measured in months, not days.

Several forces push businesses toward larger, earlier inventory commitments in the second half specifi-
cally. Holiday and seasonal merchandise has to be ordered against a fixed calendar deadline — arriving
after Thanksgiving is functionally the same as not arriving. Supplier minimum order quantities often force
a business to buy more volume than it would otherwise choose, simply to qualify for pricing or to meet a
factory’s production minimums. Many suppliers, particularly overseas manufacturers, require deposits —
commonly a percentage of the order value — at the time the order is placed, with the balance due before
or at shipment, months before the goods reach a shelf. Freight costs are paid on the business’s timeline,
not the customer’s. And supply-chain uncertainty of recent years has pushed many buyers toward holding
more safety stock than they would in a more predictable environment, which means more cash tied up in
goods sitting in a warehouse rather than moving through it.

The result is a cash-flow trough that precedes a revenue peak — and the trough can be deep even when
the business ultimately sells through the inventory profitably. The purchase happens in July, August, or
September; the deposit and freight are often due on placement; the balance is often due on or before de-
livery; and the revenue doesn’t materialize until the goods are actually sold, which for holiday merchandise
concentrates heavily into a six-to-eight week window in November and December.

o
ARF FINANCIAL

Cash Inflow vs. Cash Outflow Timeline (July-January)

lllustrative example of the second-half squeeze =~ " Bbusinesses Bank on s

CASH (USD) — e The Q4 Invento ry G ap

$1,200,000
Holiday and seasonal inventory is often pur-
chased, deposited, and paid for months before it
generates revenue. A retailer can spend heavily
in August and September for sales that don’t
materialize until late November —
creating a cash trough that has nothing to do
with how well the business is actually perform-

—— Cash Outflows I n g *

$1,000,000

$800,000

$600,000

$400,000

$200,000

$0

Juy AUGUST SEPTEMBER OCTOBER NOVEMBER DECEMBER JANUARY

llustrative example based on ARF Financial white paper analysis.

This dynamic plays out differently by business type.

A retailer buying finished holiday goods faces supplier deposits and a hard delivery deadline, with almost
all the revenue arriving in a compressed late-Q4 window.

A restaurant or specialty food producer buying ingredients and packaging for holiday catering or gift or-
ders faces a shorter cycle but similar deposit and minimum-order dynamics with perishable inputs, which
raises the cost of getting the volume estimate wrong in either direction.

A wholesaler or distributor may be committing to a full season’s purchase order with a manufacturer
months in advance, financing inventory for its own downstream retail customers who won’t pay until they,
in turn, sell through.

A contractor doesn’t carry finished-goods inventory in the same sense, but frequently has to pre-purchase
materials for a project before receiving a progress payment, which is functionally the same cash-timing
problem wearing different clothes.



The common thread: a business can have “too much inventory” and “not enough cash” as the same fact
described from two different vantage points, and a strong balance sheet — inventory counts as an asset —
can coexist with a genuinely strained bank account.

6. ACCOUNTS RECEIVABLE:
WHEN SALES DO NOT EQUAL CASH

This is the section most likely to surprise a business owner, because it runs against instinct: growing sales
can increase — not relieve — a cash shortage, if the growth is happening through customers who don’t
pay immediately.

Any business invoicing on terms — net-30, net-45, net-60
—is, in effect, financing its customers. The business delivers
the product or service, incurs the associated costs (materials,

labor, subcontractors), and then waits for the invoice to be paid. The 30-Day Problem

: If a business’s largest customer pays
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reimbursement can face particularly long and unpredictable comes due on schedule. A single late
collection cycles. Disputed invoices, whether over pricing, payment from a concentrated customer

scope, or a paperwork error, stall the clock further. And custom- ~ ¢an move a healthy business into a real
) . . cash constraint within weeks.

er concentration — a business that depends heavily on one or

two large accounts — means that a single customer’s payment

behavior can move the entire company’s cash position.

Consider a commercial cleaning or facilities-services company that grows revenue from $80,000 to
$110,000 in a month by adding two new corporate accounts, each on net-45 terms. The business still has
to pay its cleaning staff weekly and its supply vendors on their normal terms — cash outflows that don’t
wait 45 days. If receivables grow faster than collections, which they mechanically will in a growth month,
because new revenue takes 45 days to convert to cash while payroll doesn’t, the business’s accounts-re-
ceivable balance is now larger, its cash position is tighter, and the income statement says the company
had its best month of the year.

This is the counterintuitive core of the section: the faster a receivables-based business grows, the larg-
er its working-capital requirement becomes, because growth means more unpaid invoices outstanding
at any given moment, not fewer. A business that doubles its receivables-based revenue without a plan for
financing the resulting receivables balance can run out of cash in the process of succeeding — which is
precisely the scenario that confuses a business owner focused on the top line, and precisely the pattern a
referral partner should be able to name when they see it.



/. THE COST OF PREPARING FOR THE HOLIDAYS

For businesses that benefit from holiday demand, the season requires cash outlays well before the corre-
sponding revenue arrives — inventory (Section b) is one piece, but far from the only one. Holiday market-
ing campaigns, whether digital advertising, direct mail, or promotional pricing, typically need to be funded
and running before the demand they’re meant to capture shows up. Temporary and seasonal staff (Section
4) need to be hired and trained in advance. Extended hours mean higher utility and staffing costs during
the buildup, not just during the peak. Packaging, gift-specific materials, decorations, and in some cases
store or facility improvements are purchased ahead of the season. Shipping and delivery costs — especial-
ly for any business fulfilling online holiday orders — tend to be front-loaded relative to when the customer
actually pays, particularly if the business offers financing, layaway, or delayed-payment promotions to drive
holiday sales.

The scale of that seasonal concentration is meaningful. NRF reports that November and December holiday
sales have averaged about 19% of total annual retail sales over the last five years, with the share higher for
some retailers. For the 2025 holiday season, NRF forecast sales of $1.01 trillion to $1.02 trillion. [5]

For businesses on the other side of the ledger — those that see holiday season as a slow period, including
many B2B professional services, some healthcare specialties, and industrial suppliers whose customers
are themselves managing their own holiday-related slowdowns — the fixed-cost side of the equation (Sec-
tion 8) doesn’t pause just because top-line demand softens.

The point worth underlining for referral partners: strong holiday revenue does not automatically resolve a
liquidity problem that was created months earlier. A retailer that has a genuinely excellent December can
still be managing a cash crunch in that same December, because the cash from December’s sales often
doesn’t fully clear — through credit-card processing timelines, layaway balances, or net terms on any B2B
holiday orders — until January. The season that solves the annual numbers and the season that solves the
cash position are not always the same six weeks.

The opportunity side of the equation remains substantial as well: NRF forecasts total U.S. retail sales to
reach $5.6 trillion in 2026, up 4.4% from 2025. That growth can create opportunity, but it can also in-
crease the amount of inventory, staffing, and working capital needed to capture it. [6]



8. SEASONAL SLOWDOWNS CAN BE JUST AS DANGEROUS AS
SEASONAL GROWTH

It's easy to focus on businesses ramping up for Q4 and overlook the mirror-image problem: businesses
that slow down in the second half face the same fixed-cost structure with less revenue to cover it.

Some patterns are calendar-driven and predictable: B2B professional-services firms often see client deci-
sion-making slow in November and December as corporate budgets close out and decision-makers take
time off; construction and home-services contractors can lose scheduled project days to weather, particu-
larly in northern climates; healthcare practices may see elective procedure volume dip around the holidays
as patients delay non-urgent care; and many industries simply have fewer working days in the back half of
December, between holidays and reduced staff availability, without a corresponding reduction in monthly
rent, insurance, loan payments, or salaried payroll.

The mechanic here is simpler than the growth-side pressures but no less real: fixed costs do not flex with
revenue. Rent, debt service, salaried payroll, and insurance are due on the calendar, not on the sales
curve. A landscaping company that loses three weeks of billable work to early winter weather still owes
December’s loan payment. A management consulting firm whose clients go quiet from mid-November
through early January still has full payroll obligations for that period. The slowdown doesn’t need to be
severe to matter — it needs to be long enough, relative to the business’s cash reserves, that fixed costs
accumulate faster than incoming revenue replaces them.

Referral partners should watch for this pattern specifically in clients whose business model doesn’t ben-
efit from holiday consumer demand — it’s a distinct risk profile from the inventory-and-growth pressures
affecting retail and hospitality, and it can be easy to overlook simply because “slow season” sounds less
alarming than “rapid growth,” when financially the two can produce a similar cash outcome.

9. THE YEAR-END TAX AND FINANCIAL PLANNING CRUNCH

Multiple financial obligations with independent origins tend to converge into the same narrow window at
year-end. For many sole proprietors, partners, and S corporation shareholders who make individual es-
timated-tax payments, the third 2026 estimated payment is due September 15, 2026, and the fourth is
due January 15, 2027, bracketing the busiest operating months. [8] Payroll tax obligations continue re-
gardless of seasonal revenue patterns. Year-end accounting and tax-preparation costs typically ramp up in
Q4 as CPAs begin closing-related work. Insurance renewals, professional licensing fees, and annual soft-
ware or vendor subscriptions often reset on a calendar-year cycle. Some owners choose to make capital
equipment purchases before December 31 to take advantage of that year’s depreciation treatment — a
decision worth discussing with a tax professional, but one that requires cash to execute regardless of the
underlying tax logic. And many businesses that pay year-end bonuses or profit distributions do so in the
same window.

None of these obligations is unusual by itself; what makes the period difficult is that they share a due-date
range with the operational pressures described in Sections 5 through 8. A business that is simultaneously
carrying holiday inventory financing, seasonal payroll, and an insurance renewal is not experiencing four

separate small problems — it’s experiencing one compressed cash-flow event with four component parts.



This paper does not offer tax guidance, and referral partners should not either, beyond their own area of
licensure. The relevant point for a referral conversation is timing awareness: a business owner who knows
what’s coming and can plan around it; a business owner who's tracking each obligation independently,
without seeing them stacked on the same calendar, is the one who gets surprised. Encouraging clients to
review, with their accountant, exactly what is due and when between September and January is itself a
valuable, non-product conversation.

10. EQUIPMENT FAILURE AND DEFERRED MAINTENANCE

Unplanned equipment failure is a hardship that’s
easy to underweight in a general discussion of
small-business cash flow, because it doesn’t show
up as a seasonal pattern the way inventory or staffing
does — it shows up as a sudden, large, involuntary
cash outlay at the worst possible moment, and the
worst possible moment disproportionately clusters
around the season of highest usage.

Commercial kitchen equipment (ovens, refrigeration,
ventilation) works hardest during the exact months

a restaurant is trying to capture holiday catering

and event volume. HVAC systems fail under heavy
seasonal load — cooling systems in late summer,
heating systems as winter sets in — for contractors
and building owners alike. Point-of-sale and payment
systems tend to reveal capacity or reliability problems
during the highest-transaction-volume period of the
year, which for many retailers is precisely the holiday
season. Vehicles used for delivery or field service
accumulate wear that surfaces during peak-usage
months. Medical and salon equipment failures inter-
rupt revenue-generating appointments directly and
immediately.

Businesses frequently delay planned equipment replacement — not from poor judgment, but because
deferring a discretionary capital expense is a rational way to preserve cash when a business doesn’t have a
clear picture of its own liquidity runway. That deferral works until it doesn’t: the equipment then fails on its
own schedule rather than the business’s, typically under the heaviest use, which is often the worst possible
timing.

The financial consequence runs in two directions, and referral partners should be able to frame both for

a client. Replacing the equipment is an unplanned capital outlay, often at a moment when financing op-
tions and terms may be less favorable than they would have been on a planned basis (see Section 13). Not
replacing it, or delaying the decision, carries its own cost: lost revenue during downtime, potential spoilage
or service failures, reputational cost with customers who experience the outage, and — in food service or
healthcare settings — possible regulatory or safety exposure. The opportunity cost of downtime during a
business’s highest-revenue weeks of the year is frequently larger than the replacement cost itself, even
though it doesn’t appear as a line item anywhere.



11. MARKETING BECOMES HARDER TO CUT WHEN
BUSINESSES NEED REVENUE MOST

When cash gets tight, marketing is often the first line item a business owner reduces, because — unlike
payroll or a loan payment — it’s discretionary in the short term and cutting it produces an immediate,

visible cash benefit.

The problem is timing. Holiday advertising, digital campaigns, promotional pricing, and local marketing
investments are the mechanisms by which a seasonal business generates the demand it needs precisely
during the months it’s under the most cash pressure (Sections 5 through 7). Customer acquisitionin a
competitive holiday retail environment, in particular, tends to get more expensive, not less, as more busi-
nesses compete for the same consumer attention in the same compressed window — so a marketing
dollar cut in October or November often has an outsized effect on the resulting December sales relative to

the same dollar cut in a slower month.

Loyalty and retention programs face a
related but distinct risk: a business that
pulls back on customer communication
during a cash crunch may save money
in the short term while quietly eroding
the repeat-purchase behavior that
makes the following season’s demand
easier and cheaper to generate.

The mechanical tension is straightforward to state and difficult
to manage in practice: cutting a growth investment can solve
this month’s cash problem while creating next quarter’s reve-
nue problem. This is exactly the kind of tradeoff where a referral
partner’s outside perspective — someone not making the deci-
sion under the immediate pressure of the current month’s bank
balance — can add real value simply by naming the tradeoff
explicitly before the owner defaults to the cut.

12. GROWTH ITSELF CAN CREATE FINANCIAL HARDSHIP

It's intuitive that a struggling business runs into cash problems. It’'s much less intuitive — and more im-
portant for referral partners to internalize — that a rapidly growing, successful business can run into an

identical cash problem for the opposite reason.

Growth consumes cash before it produces cash. A larger
payroll to serve more customers is paid before those
customers’ invoices are collected. Bigger inventory
orders, sized for a higher sales trajectory, require larger
deposits and freight outlays (Section b). New locations
require buildout, deposits, and inventory before the first
dollar of revenue from that location arrives. Additional
equipment and hiring both carry upfront and onboarding
costs that precede the productivity gains they’'re meant
to produce. And receivables (Section 6) grow mechan-
ically with revenue on terms, tying up more cash the
faster the top line moves.

Growth Can Consume Cash

Rising sales usually require rising cash
outflows — payroll, inventory, receivables
— before they produce rising cash inflows.
A business growing quickly can have a
larger financing need than a stable one, not
a smaller one. This is the opposite of what
intuition suggests, and it’s one of the most
common reasons a “successful” quarter still
feels financially tight.



The formal term for growing faster than a business’s

working capital can support is overtrading — a business Overtrading, Defined

that is, by every conventional measure, succeeding (rising A business is “overtrading” when it grows
sales, growing customer base, expanding footprint) while faster than its working capital can support
simultaneously running out of the cash needed to fund — succeeding by every visible measure

: b ; (sales, customers, footprint) while running
that success. It is one of the more counterintuitive failure <hort of the cash needed to fund that suc.

modes in small-business finance precisely because none cess. It is one of the more counterintuitive
of the individual decisions driving it look wrong in isolation. failure patterns in small-business finance,

precisely because none of the individual
decisions behind it look wrong on their own.

13. CREDIT BECOMES HARDER TO FIND WHEN BUSINESSES

NEED IT MOST
Credit availability for small businesses is Traditional bank underwriting typically weighs historical
shaped by underwriting practices that are, cash flow, collateral, time in business, and personal and
structurally, backward-looking and risk-averse  business credit profiles. Current Federal Reserve data
— which is a reasonable design choice for show how common financing needs are among small
a lender managing a portfolio, but creates a employers. In the 2026 Report on Employer Firms, 60%
timing mismatch for a borrower whose need is  of firms applied for financing in the prior 12 months.
forward-looking and urgent. Among firms seeking financing, 56% cited meeting oper-

ating expenses and 46% cited pursuing an expansion or
new opportunity as reasons for seeking capital. [1]

Outcomes were mixed: 42% of applicants received the full amount they sought, 36% received some or
most, and 22% received none. Thirty-eight percent of firms applied specifically for a loan, line of credit, or
merchant cash advance. Among applicants seeking those products, small-bank applicants had the high-
est full-approval rate at 57%. [1]

The same survey found that 86% of employer firms use financing on a regular basis, most commonly credit
cards and loans. Of firms with debt, 59% used a personal guarantee and 51% used business assets to
secure it. These figures underscore why a liquidity problem that is recognized late can affect both business
and owner-level financial flexibility. [1]

This creates a structural problem for the second-half squeeze specifically: a business identifying a cash-
flow gap in July, with strong recent financials and time to prepare documentation, is typically in a stronger
position to secure financing on favorable terms than the same business identifying the same gap in Oc-
tober, under time pressure, with a recent stretch of tight cash flow now showing up in its own bank state-
ments and credit utilization. The urgency that makes financing necessary is often the same urgency that
makes it harder to get on good terms — not because any lender behaved unreasonably, but because un-
derwriting is, by nature, a look backward at demonstrated financial behavior, and a business under acute
pressure has less time and less favorable recent history to present.

This is not a criticism of banks or traditional underwriting — it’s a structural description of how different
lending environments are built to evaluate risk, and why the timing of a financing conversation can matter
as much as the financing product itself.



14. THE HIDDEN COST OF USING
THE WRONG FINANCING TOOL

Even once a business recognizes a cash need, choosing the wrong financing structure for that need cre-
ates its own cost — one that’s frequently underestimated because it shows up gradually, as an ongoing
drag, rather than as a single visible event.

The core principle is straightforward: the duration and predictability of the financing should match the
duration and predictability of the underlying need. A temporary working-capital gap that will resolve in
eight weeks is a different problem than a long-lived equipment purchase, which is different again from an
ongoing receivables-timing gap that recurs every growth cycle, which is different again from a true emer-
gency repair. Term length, payment frequency, and flexibility all matter differently depending on which of
those the business is actually facing.

A business financing a short-term, temporary need with a long-term, fixed-structure product may end

up paying for capital it no longer needs by the time the underlying gap has closed. A business financing
arecurring, cyclical need — like the receivables-timing gap in Section 6, which shows up every time the
business wins a new set of accounts — with a one-time loan may find itself needing to reapply, re-under-
write, and re-negotiate every time the cycle repeats, when a revolving structure would have matched the
recurring nature of the need far better. A business facing a genuine emergency (Section 10) that instead
waits to apply for a conventional, longer-underwriting-cycle product may lose the revenue-generating days
the repair was meant to protect.

Financing-Option Decision Framework A
Match the shape of the need to the shape of the tool ARF FINANCIAL
What type of cash need is this? o .
None of this is a case for any specific
] ] — ] product being universally right. It’s
/M One-time Known amount Short-tarm timing(gap Operational need H
A {@ et | | atll] orongwcis l ‘@ i et a case for the discovery conversa-

é—l—é é—l—& tion — described in the sections
Unrtain Shortarm Logrtiod  Opaton e that follow — happening before the
financing conversation, so that the
tool selected actually fits the shape
of the need, rather than the need be-

E B > 2 z T : e ing bent to fit whatever tool is easiest
- el A o i c o to originate quickly.
may fit 3 may fit may fit may be enough

This framework is for discussion and does not recommend
a specific product for every situation.

Conceptual framework based on Section 14 of thle ARF Financial white paper.

Illustrative example

15. THE WARNING SIGNS REFERRAL PARTNERS SHOULD
WATCH FOR

The following signals are drawn from the mechanics described above. Individually, several could have
benign explanations. In combination, or sustained over more than a month or two, they are worth a direct
conversation.



WARNING SIGN

WHAT IT MAY INDICATE

QUESTION TO ASK

Rising accounts receivable balance

Sales growth is outpacing collections;
a cash-flow timing gap may be forming

even as revenue looks strong

Has your average collection time
changed in the last few months,
and do you know your current
DSO?

Declining cash balance despite
stable or growing revenue

Working capital is being consumed
by inventory, receivables, or growth

investment faster than it’s replenished

Where is the gap between what
you're billing and what’s actually
hitting the bank account?

Rising business credit-card
utilization

Short-term operating expenses are

being funded with revolving high-cost

debt rather than operating cash

What's the credit card balance
being used for — is it one-time
or recurring?

Late payments to vendors or
suppliers

Cash is being triaged; the business
may be prioritizing payroll and rent
over vendor terms

Are any of your key suppliers
tightening your terms or asking
for deposits?

Shrinking gross margin

Cost increases are outpacing pricing
adjustments

Have your input costs moved
faster than your pricing this
year?

Frequent account overdrafts or
near-zero balances

The cash cushion has eroded to the
point where normal timing variance
creates real risk

How many days of operating
expenses do you have in reserve
right now?

Delayed payroll or payroll funded
from a personal source

A serious, acute liquidity event — this

is a late-stage signal, not an early one

Has payroll ever come close to
being late this year?

Rapidly increasing inventory
levels

Cash may be tied up in goods that
haven't sold as quickly as projected

How much of your current in-
ventory is already paid for versus
still owed to suppliers?

Deferred equipment repairs or
maintenance

Discretionary capital spending is be-
ing postponed to conserve cash — a
leading indicator, not a lagging one

Is there any equipment you've
been putting off replacing that
you're worried about?

Declining marketing spend
during a growth season

Cash conservation may be trading
away future revenue

What would you do with market-
ing if cash weren’t a constraint
right now?

Owner injecting personal funds into
the business

The business’s own working capital is
insufficient to cover a gap the owner is

currently absorbing personally

How often have you had to put
personal money into the busi-
ness this year?

Repeated short-term borrowing
to cover recurring gaps

A one-time patch has become a pat-
tern, often signaling a structural, not
temporary, working-capital need

Is this the first time you've need-
ed to borrow to cover this kind of
gap, or has it happened before?

Unusual or steep discounting to
drive sales

Cash urgency may be driving pricing
decisions that erode margin further

Is the discounting a strategic
choice, oris it about generating
cash quickly?

Rapid hiring or expansion with-
out a cash-timing plan

Overtrading risk — growth outpacing
the working capital to support it

Have you mapped out the cash
timing of this growth, or just the
revenue upside?

Revenue growth without cor-
responding growth in cash on
hand

The clearest single signature of a
cash-flow timing problem

If sales are up, why hasn’t cash
on hand moved the same direc-
tion?




16. QUESTIONS FINANCIAL PROFESSIONALS SHOULD ASK
BEFORE Q4

The value of a discovery question is in what it reveals about timing, not in the question itself. Generic ques-
tions (“how’s business?”) invite generic answers. Questions built around the mechanics in this paper invite
specific, useful ones — for example:

e “What expenses will you have to pay before your seasonal revenue actually arrives?”

e “How much of your expected Q4 revenue will immediately become cash versus accounts receivable?”

e “Are anyinsurance policies, licenses, vendor agreements, or major subscriptions renewing before year-

end?”

e  “What would happen to cash flow if your largest customer paid 30 days later than expected?”

e ‘“Have you already paid for the inventory that will generate your holiday revenue?”

The complete set of twenty questions, organized by topic — cash timing, receivables, inventory, labor,
margins, equipment, and financing readiness — appears as a standalone checklist immediately following
the main body of this paper, formatted for direct use in client conversations.

17. ASECOND-HALF FINANCIAL STRESS TEST

The value of a stress testisn’t in producing a single score — it’s in forcing a structured look across catego-
ries that are usually reviewed independently, if they’re reviewed at all. A business can be solidly “green” on
cash and “red” on receivables at the same time, and the combination matters more than either data point
alone.

The framework evaluates ten areas: cash, receivables, inventory, payroll, vendors, taxes, equipment, mar-
keting, debt, and contingency capacity. Each is rated Green, Yellow, or Red, and the pattern across catego-
ries — not any single rating — is what should drive the conversation. A business with a Red rating on cash
combined with Yellow-or-worse ratings elsewhere deserves a direct conversation well before the pressures
described in this paper converge.

Hypothetical Second-Half Cash-Flow Forecast .A“A‘
A simple six-month planning template ARF FINANCIAL

Businesses Bank on Us.
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{ Formula: StartingCash + Inflows — Outflows = Ending Cash ]

€D Note: Use this tool to surface future cash gaps before they become urgent. Illustrative example



18. THREE SMALL-BUSINESS SCENARIOS

The following hypothetical scenarios are composites built to illustrate the mechanics described throughout
this paper. They are not based on any specific ARF Financial client or transaction.

Scenario 1 — Seasonal Growth: A Specialty Food Retailer

Business profile: Financial situation: Underlying problem:
A specialty food shop and In July and August, the owner By late September, the business
small-batch confectioner with places purchase orders for holiday has committed roughly $70,000
$900,000 in annual revenue, packaging, specialty ingredients, in inventory-related cash outflows
roughly 45% of it concentrated and gift-box components, paying and added several thousand
in November and December 40% deposits to two key suppliers  dollars in seasonal payroll costs
through retail sales, corporate gift and committing to freight costson  — all before a meaningful share
orders, and holiday catering. delivery in October. The business of holiday revenue has arrived.
also begins hiring and training Sales through the summer have
seasonal staff in September for the been solid, and the P&L shows a
November ramp. profitable year to date.
What a referral partner might What deeper analysis reveals:
initially see: Cash on hand has declined for three consecutive months despite
A healthy, profitable business stable-to-growing sales, which is the clearest signature of a cash-flow
with strong historical perfor- timing gap, not a demand problem. The business’s inventory days out-
mance and an established holi- standing has lengthened because this year’s holiday order was placed
day track record — on paper, a earlier and larger than the prior year’s, in response to supply-chain
low-risk client with no obvious uncertainty.
problem.
Inventory Investment vs. Revenue Realization A“‘.

" . . A " ARF FINANCIAL
lllustrative specialty-food retailer timeline " Businesses Bankon Us,
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{ Cash trough before revenue peak ]

INlustrative example based on Scenario 1 in the ARF Financial white paper.

Questions that should be asked:

Has the size of this year’s holiday inventory order changed relative to last year’s, and why? How much cash
reserve exists to bridge October and early November before holiday sell-through begins? What happens if
sell-through is 10% slower than projected?



Potential strategic responses:

Options range from renegotiating supplier payment timing, to sizing a short-term working-capital facility
specifically to bridge the October-to-November gap, to simply confirming the business’s existing cash
reserve is sufficient and no action is needed. The point of the analysis is identifying which of these applies
— not assuming financing is the answer by default.

Scenario 2 — Accounts Receivable Growth: A Commercial HVAC Contractor

Business profile: Financial situation: Underlying problem:

A commercial HVAC service and  The company wins two new prop-  The business’s accounts-receiv-
installation contractor with $2.1  erty-management contracts in able balance grows faster than its
million in annual revenue, serving Q3, increasing monthly invoiced cash collections, because each
property management compa- revenue by roughly 30%. Materials  month’s new invoices take 45

nies and mid-sized commercial for these jobs are paid on 15-day days to convert to cash while pay-
clients, largely on net-45 terms supplier terms; labor is paid week-  roll and materials are paid on a
for installation work. ly; the new customer invoices are much shorter cycle. Revenue and
collected on net-45. job volume are both up meaning-
fully year over year.

What a referral partner might What deeper analysis reveals:

initially see: Days sales outstanding has extended as the customer mix has shifted
A growing, well-regarded con- toward larger accounts with longer standard payment terms, and the
tractor landing larger accounts receivables balance is now large enough that a single late payment
— an unambiguous business win  from either new account would meaningfully affect the company’s
with no visible distress signal in ability to cover payroll in a given week.

the top-line numbers.

o
ARF FINANCIAL

Businesses Bank on Us.

Accounts Receivable Aging
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o lllustrative example based on Scenario 2 in the ARF Financial white paper.

Questions that should be asked:

What is the payment history and reliability of these two new accounts specifically? Is there a factoring, in-
voice-financing, or working-capital option that matches the recurring nature of this gap, given that winning
further accounts on similar terms would repeat the same pattern? What would a 30-day payment delay
from either new account do to the company’s cash position?



Potential strategic responses:
Options include a revolving working-capital line sized to the receivables cycle rather than a one-time need,
tightening collection processes on the new accounts specifically, or negotiating shorter payment terms on

future contracts where the company has leverage to do so.

Scenario 3 — Unexpected Disruption: A Full-Service Auto Repair Shop

Business profile:

An independent auto repair shop
with $1.4 million in annual rev-
enue, entering its typically busy
fall and winter season (seasonal
maintenance, weather-related
repair demand).

What a referral partner might
initially see:

A capable, well-established shop
with a bad stretch of equipment
luck — a situational, one-off
problem rather than a structural
one.

Potential strategic responses:

Financial situation:

A primary vehicle lift and a key
diagnostic system fail within the
same six-week period in October,
requiring a combined $38,000 in
replacement costs. The failures
coincide with the shop’s seasonal
ramp-up in both revenue and —
because a bay is out of service —
capacity.

What deeper analysis reveals:
The equipment had been on a
known replacement watch-list for
over a year, deferred specifically
to preserve cash — meaning the
“unexpected” failure was, in a real
sense, foreseeable, and the de-
ferral decision itself was a rational
response to an unclear picture of
the business’s own cash runway.

Underlying problem:

The business is facing both an
unplanned capital outlay and a
temporary reduction in service
capacity during its highest-reve-
nue season, at the same time it's
covering normal operating costs
and the seasonal payroll increase
that typically accompanies its
busiest months.

Questions that should be asked:
What is the actual revenue cost
of running at reduced capacity
during the shop’s highest-de-
mand weeks? |s there other
equipment on a similar de-
ferred-maintenance watch-list
that presents the same risk?
Would a financing structure that
covers both the immediate repair
and near-term working capital be
more useful than financing the
equipment purchase alone?

Options include equipment-specific financing sized to the replacement cost, a broader working-capital

facility that also covers the revenue gap from reduced capacity, or — if cash reserves are sufficient — no
financing at all, paired with a proactive plan to address the rest of the deferred-maintenance list before it
becomes a second unplanned event.

19. WHY EARLIER CONVERSATIONS MATTER

Every mechanic described in this paper — inventory timing, receivables growth, labor costs, equipment
risk, margin compression — becomes more expensive to address the later it’s identified. That’s not a sales
argument; it’s a direct consequence of how underwriting works (Section 13) and how options narrow un-

der time pressure.

Proactive capital planning happens when a business identifies a potential gap weeks or months ahead,
while its financial documentation reflects normal, stable operations. The business has time to compare
structures, negotiate terms, and choose the option that fits the shape of the need. Emergency borrowing
happens after the gap has already affected the business’s cash position — often visible in its own recent
bank statements and credit utilization — which is precisely the track record a lender is evaluating at exact-
ly the moment the business’s recent history looks weakest.



Emergency Capital VS. Planned Capital

The same financing need, addressed three months earlier, is typically a better conversation — more options,
better terms, less pressure. Underwriting is backward-looking by nature; a business under acute stress is evalu-
ated on the very financial picture that stress has already affected. Timing the conversation is not a minor detail
— it may be the single biggest factor in the outcome.

The practical implication for referral partners is straightforward: a conversation in August about a gap the
owner expects to hit in October is a fundamentally different, better conversation than the same discussion
happening in October, under pressure, with fewer weeks of runway and a less favorable recent financial
picture to present. This is the single highest-value thing a referral partner offers that a business owner,
focused on running day-to-day operations, often can’t provide for themselves: an outside, earlier vantage
point on a problem that’s much easier to see coming than to react to.

This is also where the referral partner’s role is genuinely distinct from simply being a source of financing
leads. Recognizing the pattern early, asking the right question, and helping an owner think through the
tradeoff — sometimes concluding that financing isn’t the right answer at all — is the advisory value that
makes a referral partner worth the conversation in the first place.

20. WHERE FINANCING CAN FIT INTO THE CONVERSATION

Financing is one tool among several a business might use to manage the pressures described throughout
this paper — not the default answer to every one of them. In some cases, the right response is a cash-tim-
ing adjustment (renegotiated supplier terms, tighter collections), an operational change (reduced order
size, adjusted staffing plan), or simply confirming existing reserves are adequate. In other cases, external
capital is genuinely the appropriate tool, particularly when the need is well-defined, the timing is clear, and
the business has the revenue capacity to support repayment.

Where financing does fit, matching the structure to the need (Section 14) matters as much as securing the
financing itself. Inventory purchases, seasonal payroll, equipment replacement, expansion or renovation
costs, marketing investment, and bridging a receivables gap are all legitimate uses of external capital —
but they don’t all call for the same structure. A one-time equipment purchase has a different repayment
profile than a recurring receivables gap that reappears every time the business grows. A business facing
genuine uncertainty about the exact timing or amount of an upcoming need — common across almost
every scenario in this paper — often benefits specifically from structures that offer flexibility to draw cap-
ital as the need materializes, rather than committing to a fixed amount on a fixed schedule before the full
picture is known.

The goal of this section, and of the paper as a whole, is not to argue that every business facing a sec-
ond-half pressure needs financing. It’s to establish that when financing is the right tool, the business is
almost always better served having that conversation before the pressure becomes acute — which returns
to the core argument of Section 19.



ARF FINANCIAL: A RESOURCE FOR SMALL BUSINESSES

ARF Financial has provided financing solutions to small businesses since 2001, working specifically with
established, qualified small businesses navigating needs like the ones described throughout this paper —
working capital, inventory, equipment, expansion, renovations, marketing, and seasonal opportunities.

For businesses whose second-half pressures fit the pattern described in Sections 12 and 14 — a recurring
or uncertain-timing need, rather than a single fixed-amount, fixed-date expense — a revolving structure
can offer a meaningful advantage over a one-time loan. Qualifying businesses may have access to a revolv-
ing line of credit through ARF Financial that provides flexibility to draw capital as needs arise at different
points across the second half, rather than requiring a new application and underwriting cycle each time a
new need appears.

ARF Financial is not the right fit for every business, and financing is not the right answer to every pressure
described in this paper. The message for referral partners is narrower and, we think, more useful than a
generic product pitch: a referral partner who recognizes these patterns early, asks the right questions, and
understands the range of financing structures available can help a business owner see a potential need
coming — and start that conversation while real choices, rather than one urgent option, are still on the
table.

REFERRAL PARTNER SECOND-HALF FINANCIAL STRESS TEST

A practical worksheet for use in client conversations between July and December. For each category,
assess the business as Green, Yellow, or Red, then look at the pattern across categories — not just the
individual scores.

Important: This is an illustrative ARF Financial discussion framework, not an underwriting model, credit
policy, or industry-standard diagnostic. The Green/Yellow/Red descriptions are conversation prompts and
should be interpreted relative to the size, industry, operating cycle, seasonality, and obligations of the indi-
vidual business.

How to use this tool:

This is a discussion framework, not a diagnostic algorithm. It’s designed to structure a conversation with a
business owner, not to replace one. A single Yellow or Red rating is common and not automatically alarm-

ing; several Yellow or Red ratings clustered together, or a Red rating on Cash combined with anything else,
deserves a direct follow-up conversation.



Green / Yellow / Red Financial Stress Scorecard .4}9.

ARF FINANCIAL

Businesses Bank on Us.

@ GREEN @ YELLOW © RED

ARF Financial discussion framework for referral partners

Cash Adequate reserves; positive cash Tight cash; minimal reserves; Negative cash flow; < 30 days
ag flow; > 60 days of runway. 30-60 days of runway. of runway.
Receivabl Current; low aging; strong collection Aging increasing; some past due; Significant past due; write-offs
aceivanles process in place. collections taking longer. rising; collection issues.
I " Right levels; turns healthy; Elevated levels; slower turns; Excess or obsolete inventory;
nvanoLy, well-managed. some obsolescence risk. tying up cash.
P Il Paid on time; adequate cash buffer Narrow margin for payroll; Late or missed payroll;
ayre for payroll. relies on timing. employee risk.
® Vendors Paid as agreed; strong relationships; Extending terms; some Behind on payables;
normal terms. vendor pushback. vendors restricting terms.
Current on all taxes; Payment plans in place; Delinquent taxes;
Taxes : ; 4 : - S
no liens or issues. falling behind. liens or levies filed.
. Well maintained; productive; Deferred maintenance; Critical repairs needed;
Equipment : e gl o bl
appropriate utilization. utilization declining. downsizing risk.
0 Marketi Consistent investment; Spending inconsistent; Marketing cut entirely;
ARELNG pipeline and demand healthy. pipeline softening. no visible pipeline.
@ Debt Current on payments; Covenants tight; Payments missed or deferred;
manageable leverage. limited headroom. default risk elevated.
@ Conti Plan in place; insurance adequate; Limited plan; key person risk; No plan; concentrated risk;
onungency leadership depth. insurance gaps. high vulnerability.
o Illustrative ARF Financial discussion framework. Several Yellow or Red ratings together
Not an underwriting model or industry-standard diagnostic. suggest a direct conversation now.

Reading the pattern:

A single Yellow or Red rating does not automatically indicate a financing need. The purpose is to identify
clusters and trends. Multiple areas deteriorating at the same time, or a serious weakness in cash com-
bined with pressure elsewhere, should trigger a direct conversation and a closer review of timing, obliga-
tions, and available options.

QUESTIONS REFERRAL PARTNERS SHOULD ASK THEIR
CLIENTS BEFORE Q4

Cash Timing and Obligations
1. What expenses will you have to pay before your seasonal revenue actually arrives?
2. How many days of operating expenses do you currently have in cash reserves?
3. Are any insurance policies, licenses, vendor agreements, or major subscriptions renewing before
year-end?
4. \What’s the largest single cash outlay you're expecting between now and January, and when exactly is
it due?

Receivables and Customer Payment Behavior
1. How much of your expected Q4 revenue will immediately become cash versus accounts receivable?
2. What would happen to your cash flow if your largest customer paid 30 days later than expected?
3. Hasyour average collection time gotten longer, shorter, or stayed the same over the past year?
4. Do you have any customer concentration risk — one or two accounts that represent an outsized
share of receivables?



Inventory and Purchasing
1. Have you already paid for the inventory that will generate your holiday revenue, or is payment still
coming due?
2. What are your supplier payment terms, and do they change during your peak ordering season?
3. If holiday sell-through comes in 15% below plan, what does that do to your cash position in January?

Labor and Staffing
1. What additional payroll costs — including overtime and onboarding — will you carry before seasonal
revenue offsets them?
2. Have you budgeted for the full cost of seasonal hires, including training time and turnover risk?

Margins and Pricing
1. Have your major input costs moved this year, and has your pricing kept pace?
2. Ifyour gross margin dropped two or three points, what would that mean in actual dollars, given your
revenue?

Equipment and Operational Risk
3. Isthere any equipment you're relying on through Q4 that you'd be in real trouble without?
4. If acritical piece of equipment failed during your busiest month, what would that cost you — in repair,
and in lost revenue?

Growth and Financing Readiness
1. If growth continues at its current pace, have you thought through what that does to your working-cap-
ital needs?
2. Have you had a financing conversation while things are stable, or only when something already felt
urgent?
3. Ifyou needed capital in the next 90 days, do you know what you’d use it for and how you’d want it
structured?



CONCLUSION

The second half of the year does not create one single financial problem for small businesses. It creates
an environment in which inventory decisions, payroll obligations, receivables timing, tax deadlines, oper-
ating-cost increases, equipment risk, growth investment, and seasonal demand all compete for the same
dollar of working capital, often in the same eight- to twelve-week window.

None of these pressures, examined individually, is unusual or alarming. A business buying holiday invento-
ry in August is doing exactly what a well-run seasonal business should do. A contractor extending payment
terms to win a larger corporate account is making a reasonable competitive decision. A restaurant owner
deferring an equipment replacement to preserve cash is making a defensible short-term call. What makes
the second half genuinely difficult is not any one of these choices — it’s their tendency to compound, on
the same calendar, inside businesses that are, by most conventional measures, performing well.

The most valuable referral partners are the ones who see this pattern before their clients are forced to re-
act to it — who can look at a business with rising sales and a shrinking bank balance and recognize imme-
diately that those two facts aren’t in conflict, who can ask the specific question that surfaces a receivables
problem three months before it becomes a payroll problem, and who understand that the right response to
a client’s cash pressure is sometimes a financing conversation, sometimes an operational one, and some-
times just the reassurance that comes from confirming the numbers actually work.

That’s the conversation this paper is meant to support. If a second-half pressure point in one of your cli-
ents’ businesses looks like it matches a pattern described here, ARF Financial welcomes the opportunity
to talk through the range of financing options available and help determine whether — and how — capital
can responsibly be part of the answer.
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