FINANCE FOR BUSINESS

Bankers’ Comments On SMEs
These comments include:
•
SMEs’ management need to appreciate that markets change from one year to the next.
•
You cannot say that the next year’s sales will be this year’s sales plus 10%. You need to be able to
justify why the sales will increase, you need to know where the industry is and where it’s heading.
•
You need to have the right people in the right positions.
•
The business’ accounting policies are very important. The bank would expect to receive accurate,
prompt financial accounts.
•
Banks expect businesses to have a sound relationship with their accountant.
•
Bankers place high weight in the business plan and its utilisation.
•
Businesses should monitor their performance against targets – normally called Key Performance
Indicators (KPIs).
•
Bankers are interested to know that the management team has the ability to monitor the
performance of the business.

Financing Your Business
Start-ups and growing businesses need capital.
There are many ways to finance your business:
•
Bank Overdraft
•
Mortgage Loan
•
Hire Purchase
•
Leasing Finance
•
Bridging Finance
•
Venture Capital
•
Factoring
It’s important to find the financial facilities that suit your business.
Some of the things that you need to consider include:
•
What’s your business’ requirements?
•
How much additional borrowing does your business require?
•
At what stage of growth is your business?
•
What’s the financial situation of your business?
In some businesses, a traditional bank loan might be the best form of finance. For others, attracting an
equity investor might be better.
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Review Bank Covenants
It’s a good idea to periodically review your bank loans and mortgage broker’s facility document and
prepare a summary of any “debt covenants” included in those agreements so that you can ensure you’re
able to supply the information, specified within the documents, by the due dates.
The
•
•
•

debt covenants could include:
Debtor Ratio to Borrowed Funds
Working Capital Ratio to Borrowed Funds
Debt to Equity Ratios

Financial information that the covenants may indicate you have to supply could include:
•
Trading and Profit & Loss Account
•
Ratio Analysis on the Trading and Profit & Loss Account
•
Balance Sheet
•
Balance Sheet Ratio Analysis
•
Aged Analysis of Debtors
•
Aged Analysis of Creditors
•
Summary of Investment in Work in Progress
•
Summary of Investment in Stock
•
Updated 3-Monthly Cashflow Forecasts

Financial Stress Test
If you’re planning to borrow money from a financial institution, you will normally need to satisfy the
financial institution that you have the ability to repay the debt, irrespective of the prevailing financial
conditions.
Financial stress testing requires the business to prepare best and worst case scenarios, taking into
account sales levels, gross profit margins, operating expenses and interest rates.
As part of the financial stress testing presentation, you will need to present financial data prepared, no
later than one month prior to the application being lodged, so the bank can ascertain the current financial
performance.
Other items to be included in the financial stress testing analysis include:
•
Key Performance Indicators for the previous financial year and the current year-to-date
•
Debtors’ Aged Analysis
•
Creditors’ Aged Analysis
•
Budget Variation Report

Bank Relationships Are Important
To have a successful relationship with your bank, you should implement a bank strategy, including the
preparation of Budget and Cashflow Forecasts, which indicate that you have a profitable business and the
ability to repay the loan.
Prior to approaching the bank, it’s a good idea to think about what the bank’s questions are going to be
and formulate your answers. These questions might relate to previous discussions you’ve had with the
bank. Other potential questions include:
•
Are you running a profitable business?
•
Do you have the cashflow to repay the loan?
•
What security are you offering?
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How are you running a sound business?
To be able to convey to the bank that you’re doing this within your business, you should be able to
show your banker that you’re doing your homework on your customers and that you have an
appropriate debtors’ management system, which might include insuring your debtors.
Does your staff receive adequate training? Are they able to make day-to-day decisions?
What is your relationship with the Australian Taxation Office? Are you in arrears or are you up-todate with any payments to the Australian Taxation Office?

It’s a good idea to have a “cashflow buffer” within your business, so that you’re able to negotiate the
difficult conditions, which most businesses would experience at some time in their life.
Your accountant should be able to assist you in the development of a bank strategy.

Mortgage Brokers Can Assist
Mortgage brokers can assist business people obtain the best deal from a range of financial organisations,
for a wide range of financial products, including:
•
Business Loans
•
Commercial Loans
•
Debtor and Equipment Finance
•
Development Loans
•
Truck Loans
•
Investment Loans
•
Home Equity Loans
•
Self-Managed Superannuation Fund (SMSF) Loans
•
Personal Loans
•
Car Loans
Robert Foster, an Accredited Mortgage Consultant for Homeloans Ltd, can supply this type of service.
For more details, click here.

