— FINANCE

Structuring finance for success

Interlease’s Gary
Wilkie elaborates on
the importance of

why structuring your
business finance

correctly is vital for
business success and
peace of mind.

we firet star! oud in
business we hove on
idea ko develop a
business using the oxportse we
possess, hoever with mosl
rrew busnesses funds are ghoe
ond wa fypicolly require some
caprial fo kick stan the business
o support purchoses such o
sauiprment, fodory spoce and
sarvice vehicles ond the firsi
por of coll for most new
business cwners is fue plooe
they gt thisr home loan from,
thes bank. Boing o new
business whan the bank ogrees
oy ssisd s we ore grofeful for
this hunding
However, once o business
matures, it requires o different
st of funding lundamentals
ond its finonciol neads,
oblgations and copobilities
require @ new perspectiee. For
examphe, the focus needs fo
shift from abbaining finance o
gel the business undersay 1o
animsang the amount of
security reguired fo purchasa
spocific ossets, which the
compary moy woant. For this
reason il pays o feviEw your
hinancial struciune every few
yEOrs 0 ensure you ons
pperating os efficenily as

Let"s hove o keok of o fypical
snarmphi of a small busines
which needs o ross Bnonce
and the ophions they hove
ovailable io them.

Option One - Single Source
Funding
Dpfion one i the path most

small buginnsses lake and that

is 1 g io thair personc] bonk

and request the inance.

* Frst morigoge on the house.
Hgume tha houss is valued
of 500K, with o modgone
of $253K

v Farst rcsrigpoge on the fochory.
The fochory is warth SBO0K,
with o morigoge of 5350K

= fn overdroft foolity secured
by the house ond fockony

¢ Motor vehicles, Thess include
direciors and service vehicles
loy e volue of 5100K

v Equipsment for the business.
Equipement is impored fram
ovarsens ond volued of
S500K.

Thenefore, the ratio of the
equipment 1o the ousels can
become oul of bolonce, Most
capidal equipmend & punchosed
for about 5250K te S500K. H
you then add all the fokal
miposue you hove with o
porficular bank i con easly
amount o 51.5M 1o S2M
dollars. To hove this kind of
expasure with ony one funder is

Option Two = Use Multiple
Funding
Anather ophion is fo sfart
spreading the funding source
around ke provide some
ety

+ Frsl margoge on the house,
Assiame the house is valued
of $500K, with o mendgoge of
S253K - funded by bank (o)

¢ First morgoge on fhe fodony
Thee factory is worth SBO0K,
with o morgoge of 3350K -
funded by bank (o)

* Business owerdraft foclity -
funded by bonk [a)
dhrecion and seracs vehicles
ko e vabue of S100K -
funded by bank (b)

* Equipment fior the business.
Equipment is impored from
owersess ond voleed of
$500K — funded by borks
fe.d.e).

Perhops o mahonal way of
daing it would be fo pul the
equipment, such os o beom
sorw, with one funder, an
edgabandos with anathes
Funder and so on uniil you
hove $500K worth of
equapmisnt finonced with thres
different funders.

The advartoges of using
rmuiple fundess is as follows;
= You do nol hove longe

mxposure with ony one funder
* You howe credi rofings with

five cifferent funders
* You con develop o good
trock record with fve
different fundars
* You con choose fo expond
your business through
finanoe usng your finoncier
of choice,

Option Three - Use
Multiple Funding to free
the home
Another opfion & 1o use fhe
equity built up in the foclory
and the income generalad by
the business fo free the
morigoge on the fomily home.
= Mo firsd morgoge on house
volued of 5500k

* Firsl morigoge on the focory,
The fodory i worth SB00E,
with @ morgage of 603K -
funded by bank {a} and
debbor finonce from the
business income vio monihly
e ]

* Business overdrof focility -
funded by bonk (o}

* Molor vehicles. These inchats
directors ond service vehacles
1o The volue of § 100K -
funded by bonk (bj

= Eguapment for the business.
Equepment is imporied from
overssas and valued al
SS00K - funded by banks
[c.d.e).

Additionally, by spreading the
i assets, i the future,
if thare is downtum in business
of you wish io dversly owoy
from a particulor ine of work,

you howa the abiliy o sell off
one pece of squipment of o
firme ans required and pay off
fhe: debi oftoched o that peece
of equipment.

Anciher reaian o use
mulfiple fundars for
equrpment purchasars is thol
finpnciers e momdochurers
are also spaciolisty in
particular Fiedde, For axample,
the bank thal inonces your
homa, may howe on
enonmaus amourt of exparise
in residenfiol property, bud
very lithe knowledge of
st finonce, A
fingncier of equipment up o
550k, may nod hove the
knowdedge ond connechions o
best struciure fhe finance for
On overseos equapment
purchase to the volue of
£2.5m os onather example

Finally onofhs
disodvonioge with single
source funding is that when
you are wonhng on extra
everdraft focility you hove o
negofiole on fhe fodol
borrowing. If you use aplion
one above o an exarmple, if
you hove $1,5M exposure
with o single funder ond you
reguire on extra 320K, you
are not bormowing just S20K
you are aclually borrowing
£1.5M plus 20K and
therafore, the finance funder
will need 1o do an csEssment
on 51,520, rather than the
S20K focility you ore locking
fo bormow. This means you wall
need fo hove up-fo-dobe
hnarneial, eosh flows and
projechons oeailable o
proceed, which con be fime
congwming lo prepare.

Ag you con see from the
obove exomples, o regulor
review of your fenancial
struciure, combined wish sound
ihe Fancial sifwason of your
business and osset base ond o
furn seve you o lot of effon ond
BApEnse ower e o your
businoess evobes. -5-
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