Raising funds from external parties

Record

I been involved in the successful raising of funds from third parties at a number of different levels:

· The public offering of shares by Ultralife Batteries Inc on NASDAQ

· The sale of Interconnect to Securicor
· The refinancing of Biovite Ltd by business angels

· Raising substantial bank overdraft facilities for SMF Displays
· Arranging Invoice discounting to replace overdraft facilities for Interconnect

· Increasing the invoice discounting facility for Fiddes Payne and then to change invoice discounting provider along with negotiating a higher facility.

· Re-financing Fiddes Payne through equity financing by a venture capital fund.

· Establishing a line of asset financing for Interconnect and for customers of Interconnect and TTML

· Interconnect’s research and development grant received from the DTI

· The insurance claims of Ultralife Batteries (UK) Ltd

Note that I have included the sale of a business in this list. In this particular case, there was little distinction to be made between the business sale and raising funds as the essential management, customer base and supply chain were unaltered by the sale. Where there is an equity injection of capital into a business, the owners will experience dilution of their shareholding and ultimately they may lose control. That is the risk of equity investment.

Usually, raising these kinds of funds requires a business plan. Since writing a business plan is a key part of turnaround strategy, I have written extensively them in that connection, and in writing these plans, there are a number of tools that I use.
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Ultralife Batteries (UK) Ltd

This company is owned by Ultralife Inc, a company resident in New York state and quoted on NASDAQ. The public offering was made by the US holding company, but a significant part of its product development and future marketing, as well as its existing business, took place through the UK company.

Overall, the process took the following steps:

· Draft a business plan for the new product for which finance was sought. In the case of the UK, we were given very short notice to do this – 24 hours.

· Make a presentation to the three merchant banks sponsoring the offering. In the case of the UK company, we presented to two of them, Lehman Brothers (the lead bank) and AC Edwards together with attendant lawyers. At the end of the presentation, the leader banker commented that this was one of the best presentations that he had seen for a business of this size. It covered the financial aspects, sales and commercial contracts, management and organisational structure and the technology.

· A finance due diligence was made over the numbers in the business plan

· The US officers completed a roadshow in the US to promote the offering. Since US investors were perceived to be the likely audience, the roadshow did not come to the UK

· Once the offering was publicised, the Securities and Exchange Commision asked for a 26 questions to be answered about the prospectus, 5 of which related to the UK and which I had to answer. They all concerned the particular trading circumstances of the UK business, which at the time was distressed (see the case study insurance claims).
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Sale of Interconnect to Securicor

The business of Interconnect had been hit very hard by the recession in the early 1990’s and by technological advances made in the PABX market at that time. The company was owned by venture capitalists who had an intention to sell the business in the 3-5 year window that is the norm. By late-1993, the investment was 4 years old.

During 1992 and 1993, a number of potential buyers for the business had been identified and particularly during 1993, a number of different business plans were drawn up for various interested parties that would have different reasons for buying the business. This developed my skill in drafting business plans, as defined above, very quickly and accurately.

Once Securicor were interested, the process moved very quickly. Initial discussions with management (I was not on the team) in January 1994 were followed by various levels of agreement with the owners. The transaction was effected on 14 April 1994 following a very brief financial due diligence process by the divisional finance team of Securicor Communications.
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Biovite Ltd

This is a very small owner-managed business that had enjoyed initial success. But following a number of commercial errors and significant investment in products that were yet to come to market, the company had serious cashflow problems. The owner-manager of the business came to me to see if I could help her out of this position.

During a couple of visits to the company, I drafted a business plan with a view of commercialising one of these products that had not been brought to market in any serious way, to identify some business angels that would be interested in taking on a high risk investment and to initiate the negotiations for their investment in the business.

Within 6 weeks of these initial discussions, there was an agreement between the parties that the investment would take place and a broad agreement on the basis for the transaction, even to an extent of understanding the basis for the price.

At that point, as the intermediary between the parties, I withdrew from the negotiations.

Back to Record
SMF Displays

With debtor days of 30 and creditor days of 90, an overdraft that had been exceeded by 25% and covenants broken, this business was in dire financial straits when I arrived in November 2001. In addition it was seeking to sell its freehold property on which the bank had a charge to secure (part of) its overdraft. The shareholders, who were 94% venture capital, did not want to risk further capital in the business.

The saving of the business was a contract that it was negotiating with a customer to build bus shelters in Malaysia for the Singapore market. There was enough profit and cashflow in the project to fund the UK business and clear its debts over a 2-year period.

For two weeks either side of Christmas 2001, a business plan was put together and with three visits to the bank, a facility was arranged. It was complicated by the fact that the bank had no international representation, so the international banking arrangements had to be organised so as to ensure that receipts from customers were secure from the bank’s point of view.

On 27-28th December 2001, a due diligence process was undertaken by Mazars on behalf of the bank (and at the company’s expense). This covered the strategic plan that was presented to the bank, the financial support for it, the manufacturing and technology behind it and the commercial contract with the customer. This is a classic example of a due diligence process that, if handled poorly, would have killed the deal and with the company.

The bank imposed a number of conditions on the arrangement, one of which was a clean audit report (which under the circumstances was not an easy thing to achieve), that the MD owned shares (he didn’t, and there was already a complex share structure) and that a full-time permanent finance director be appointed (I was only interim).

This demonstrates that an external funds supplier may impose other costs on the business aside from the usual bank charges (which in the case of this company were 30% of the £1.5m overdraft).
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Invoice discounting at Interconnect Ltd

This arrangement was made about 9 months before Securicor’s acquisition of Interconnect. The background was that the company had an overdraft facility with a bank, but it gave 3 months notice of the withdrawal of the facility, as it was entitled to do so under the terms of the overdraft. This had dire implications for the company.

During that period, we identified another bank to partner the company and to arrange its financing through invoice discounting. This method was preferred to a straight overdraft because of the risk associated with it in the eyes of the bank and the mitigation of that risk because of the mechanics of invoice discounting. Discounting was preferred to invoice factoring by the company because it ensured that the company kept control of its relationship with its customers.

As ever, a business plan was required by the bank and there was a due diligence process for both the strategy and financial elements of the plan and how these supported each other. Once the arrangement was agreed, there followed monthly audits of the company’s sales ledger (the mitigation of risk explained above) to ensure that we were not claiming funds that represented sales excluded from the arrangement.

On Record of this arrangement, the bank offered an unsecured overdraft facility, which was not used.
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Asset financing

I have worked for a number of companies that sell capital goods, including Interconnect and Securicor Telecom, TTML and Automatic Minibars. Leasing forms a significant part of the sales offering that these companies make to their customers and I have arranged leasing for these companies in the range of £5k up to £1.4m

In addition, I arranged for the leasing for capital assets that were bought by Interconnect.

Invariably, these are loans that are secured on the asset and the lender normally satisfies itself of the ability to pay based on the cashflow of the business and a simple check of credit status of the customer.
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Research and development grant from the DTI
At the time (1992), the Department of Trade and Industry were offering grants to companies that were engaged in original research and development of original products. With the Interconnect 3000 telephone switch, Interconnect was developing a product that could be integrated with computer networks, developing a concept that became known as CTI or Computer Telephony Integration. For this, the DTI granted the company £150k to be spent on the development of the product over an 18 month period.

I was responsible for supporting the original application with the costing of the work and then subsequently prepare the grant application forms to claim the money. These grant claims were subject to external audit and were based on a cash accounts, rather than an accruals accounts, basis.
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Insurance claims of Ultralife Batteries (UK) Ltd

In the description of the public offering of Ultralife Batteries Inc, I mentioned that the UK company was distressed. This followed a series of 3 fires at the business (one caused by mismanagement, the second by an electrical fault and the third by arson) which in itself caused the calculation of the business interruption claim to be complex.

There are two aspects to negotiating a business interruption insurance claim:

Increased cost of working

This involves the identification and recording of costs that a business incurs as a direct result of the insurance incident, without which the business would not survive without incurring these costs. The exact terms of a specific insurance contract may vary exactly how this basic definition is applied, however an example would be the rental of alternative premises from which to trade and machinery hired to maintain production.

Loss of gross profit

This is a black art. This involves considering the strategic positioning of the company with respect to both its customers and its suppliers in order to generate future business from customers at a given price (were it not for the insurable incident). This needs to consider the different strategic power structures of the company with respect to its suppliers and customers and the strategic direction that they follow. Based on this assessment, the company is able to estimate the amount of business lost following the insurable incident and consequently how much the loss of profits claim should be.

It was an important part of the claim to put together a case to the insurers to advance payments on this policy to ensure that the company survived - the insurance policy becomes a life-support system for the company’s cash management. Effectively, a business case had to be presented to the loss adjusters to justify each advance of the claim. Finally, at the point at which the actual claim is made, the advance payments are re-assessed and a final payment made or, unusually, a refund is made back to the insurers.

The initial estimate for this part of the business interruption claim was £2m on which about £1.8m had been advanced, however following the negotiations, it was settled at £2.8m.
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