OUTLINE OF FINANCE APPLICATION

The essential elements of a finance application are:



1.
Title Page 

This should include the following:

· Title of the application (e.g. Application For finance By XYZ Pty Ltd to Rich Bank). 

· Date of the application.

2.
Table of Contents

This should refer to all sections of the finance application including appendices. 

3.
Background

Since the application will most likely move around various departments before final approval, it’s important to provide the lender with a brief but concise overview of business and its owners, including their business experience, qualifications and position in the organisation. 

4.
Purpose of Loan

The purpose of the loan must be clearly stated. For example, if the business needs to purchase a new item of equipment, the application should include quotes on the equipment required and demonstrate how this will assist the business.
5.
Type and Term of Loan 

Make sure that all the new funding requirements are included and are correct. It can be costly to renegotiate another loan facility. Some examples are:

(i)
Type of Loan

(a)
Increase in Overdraft 





150,000

(b)
Equipment Lease Finance





100,000

(c)
Term Loan






500,000







      

          ---------------







      
                         $  750,000







      

          ========= 


(ii)
Term of Loan

(a)
The overdraft is to be subject to an annual review.

(b)
Term of Lease (4 years), 30% residual.
(c)
Term Loan required for a period of 10 years.
6.
Repayment and Debt Servicing

Repayments should be flexible and must tie in with the working capital and cash flow of the business. Some examples are:
(a)
Overdraft - Future reductions would be evidenced by the cash flow projections.
(b)
Lease Payments - monthly payments in advance. 

(c)
Term Loan - monthly principal and interest repayments. 

It’s critical that cash flow and profit and loss projections include these additional funding requirements.   
7.
Interest Rate Margin


The margin that the lender imposes above the base lending rate is influenced by factors such as the security offered, history of the applicant in meeting its obligations, the loyalty and goodwill of the customer and the frequency of providing financial information to the lender. 

If appropriate the applicant should request a reduction in the interest rate margin. 

8.
Security Offered

The applicant needs to state the security that will be provided. The lender will require security as follows:
· First mortgage over real estate.

· Charge over stock and debtors of the business.

· Personal guarantees from the directors/proprietors.

Where the level of security exceeds the current level of borrowings, or the business trades very profitability and has a good history of meeting its obligations, the applicant should request an alteration in the security. 

9. Application Time Requirements

(i)
Response to Application

The applicant should normally request a response within 1-2 weeks.

(ii) Funding of Loan

The applicant should normally request funding within 1-2 weeks after approval of the application. 
10.
Referees


The applicant should provide two referees usually two major suppliers of the business. The lender will ring them to confirm that the trading terms and accounts are in order. 
11.
Appendices
The following information should be included with the finance application:

· Business Plan.
· Group structure where multiple entities are involved. 

· Statement of assets and liabilities of the directors/proprietors.

· Financial statements and tax returns for the previous 3 years.
· Monthly profit and loss and cash flow projections for 1-3 years.
