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Fimmance
directors

should
plan early

One idea is to explore
alternative sources

of funding, reports
Chris Hughes

en the credit crisis

broke in the sum-

mer of 2007, the idea

that strains in the

money market might leave non-

financial companies struggling to

fund their day-to-day operations
seemed like a distant threat.

A year on, and that fear has
become a terrifying reality.

The funding environment for
non-financial companies has
deteriorated markedly since June
and, while confidence in the
banking sector is showings signs
of stabilising, few expect to see
practical benefits for the corpo-
rate sector any time soon.

Most corporate borrowers
should already have secured
their funding requirements for
the coming year, given that
banks were falling over each
other to extend credit on favoura-
ble terms at the peak of the boom
in the first half of 2007.

Nevertheless, there are two
constituencies facing some imme-
diate challenges.

First, companies that have to
refinance either because existing
facilities are maturing or because
the borrower has breached cove-
nants.

Secondly, those that want to

finance a ramp-up in investment
or fund a deal.

“In July and August, things
were difficult, but the wheels
were grinding along slowly and
financings were getting done.
But liquidity has certainly tight-
ened since then and some finance
directors remain in denial. They
seem to think it affects everyone
else but them,” says Neill
Thomas, head of debt advisory at
KPMG.

“Getting banks to roll over
existing facilities is quite hard
now. I'm concerned that in cer-
tain sectors there’s going to be a
real challenge. Even borrowers
who are creditworthy, and in
resilient industries, may run out
of money simply because they
have to refinance and we can’t
let that happen.”

One reason that banks are con-
strained is that many companies
tapped undrawn facilities when a
lack of confidence in the so-called
commercial paper market - a
source of cheap short-term fund-
ing - spread from financial to
non-financial issuers at the end
of the summer.

The most visible change is in
the cost of bank financing. Not
only has Libor, the interbank
lending rate used as a bench-
mark for corporate loan pricing,
shot up over the past year, but
the margin that lenders apply on
top of that has also ballooned.

“Where margin ratchets for UK
mid-caps used to have levels piv-
oting either side of the 1 per cent

Market gyrations: part of the Frankfurt stock exchange reflected in the Dax price index board

mark, borrowers reaching refi-
nancing points since last summer
have seen material pricing
increases. Margins are now more
regularly starting with 2s and
even 3s,” says Nick Soper, head
of debt advisory at Investec.

For solid borrowers merely
refinancing, lenders are focusing
on what Mr Soper calls “their
closest and most remunerative
relationships”.

But for those seeking new or
materially increased loans, mar-
ket-wide liquidity is relatively
restricted to the highest quality
pitches.

Banks appear to be especially
wary of renewing facilities gener-
ally and especially if they have
not been used already.

“It’s perfectly understandable
for a bank that sees financing
undrawn for a year not to renew
it. If you think you are going to
need it, have a sensible discus-
sion.

“Banks have the right to be
shown why they are not going to
be funding an unstoppable loss,”
says David Sage, head of the glo-
bal working capital management
group at Ernst & Young.

Against that backdrop, chief
executives and finance directors
need to think especially carefully
about their financing needs over
the coming two years and start
planning early.

“Anyone with an 2009/2010
maturity needs to address that
issue now,” says Mr Thomas.

How, then, can finance direc-
tors best position themselves to
raise cash?

The common wisdom is that
the first step should be to review
capital expenditure, re-think divi-
dend policies, cut costs and even
consider disposals where possi-
ble. The point of the exercise is
not just to conserve cash, but to
demonstrate sound management
to potential lenders.

“Self-help is the starting point.
But you don’t want to run the
business blindly, so the financing
is affecting operational perform-
ance. You want to pull appropri-
ate levers relating to cash, so you
can say to lenders: ‘T’'ve been
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