FINANCIAL MANAGEMENT IN PRACTICE






FINANCIAL MANAGEMENT IN PRACTICE

How do | finance my enterprise?

RuUDY AERNOUDT

Third edition

A INTERSENTIA

Cambridge — Antwerp — Chicago



Intersentia Ltd

Sheraton House | Castle Park

Cambridge | CB3 0AX | United Kingdom
Tel.: +44 1223 370 170 | Fax: +44 1223 370 169
Email: mail@intersentia.co.uk
www.larcier-intersentia.com

Distribution for the UK and Ireland:
NBN International
Airport Business Centre, 10 Thornbury Road

Plymouth, PL6 7 PP Ve
United Kingdom
Tel.: +44 1752 202 301 | Fax: +44 1752 202 331 Get your files:
Email: orders@nbninternational.com
https://download.larcier-intersentia.com
Distribution for Europe and all other countries:
Lefebvre Sarrut Belgium NV or
Hoogstraat 139/6
1000 Brussels @@
Belgium i O
Tel.: +32 3680 15 50 | Fax: +32 3 658 7121 !ég‘ %]
. Bojmell

Email: mail@larcier-intersentia.com

Distribution for the USA and Canada:
International Specialized Book Services and enter code: FJM364
920 NE 58th Ave. Suite 300 \_

Portland, OR 97213
USA

Tel.: +1 800 944 6190 (toll free) | Fax: +1 503 280 8832
Email: info@isbs.com

Financial Management in Practice. How do | finance my enterprise?, third edition
© Rudy Aernoudt 2023

The author has asserted the right under the Copyright, Designs and Patents Act 1988, to be identified
as author of this work.

No part of this book may be reproduced, stored in a retrieval system, or transmitted, in any form,
or by any means, without prior written permission from Intersentia, or as expressly permitted by
law or under the terms agreed with the appropriate reprographic rights organisation. Enquiries
concerning reproduction which may not be covered by the above should be addressed to Intersentia
at the address above.

ISBN 978-1-8397-0210-5
D/2023/7849/126
NUR 780

British Library Cataloguing in Publication Data. A catalogue record for this book is available from
the British Library.



THE IMPORTANCE OF FINANCIAL MANAGEMENT

The funding gap which entrepreneurs encounter is often attributed to the lack of supply.
In reality lenders (banks) and investors (business angels, venture capital funds) do have
funds. The problem lies in their unwillingness to make these funds available to entrepre-
neurs. This, in turn, is attributed to information asymmetries. Although it is true that
suppliers finance can never know as much about the entrepreneur as the entrepreneur
knows about him- or herself, it can be suggested that part of the information gap can be
bridged through a better understanding of each party’s goals.

This information gap results in a “dialogue of the deaf” which leads to the frequent fai-
lure of enterprises to obtain the most appropriate form of financing. Either they do not
obtain sufficient funds, or the conditions in terms of cost, form of financing or guaran-
tees are not optimal. This is not only a significant obstacle to starting a business; it is also
one of the biggest obstacles, which prevent firms from scaling-up. It is also a major cause
of bankruptcies. Indeed, inappropriate financing, combined with inadequate financial
management skills, are the biggest cause of bankruptcy whereas surviving a crisis is
closely related to optimal financing.

Financing is therefore not simply about raising sufficient cash. It is also about determi-
ning what is the optimal financing for the business at that particular stage in its deve-
lopment.

The clear implication is that a basic knowledge of finance and financial management is
crucial for any entrepreneur. This is even more true in the aftermath of the economic
crisis, in which good financial management was essential for the survival of companies.
International banking regulations, also known as the Basel Accords, also require en-
trepreneurs to have a sound understanding of finances. But the financial management
‘tomes’ that an entrepreneur might consult are aimed at specialists in financial manage-
ment and are typically dominated by theory and complex mathematical formulas. They
are of little value in assisting an entrepreneur in his or her daily management role, or
for students wanting to acquire basic and practical knowledge of financial management.

This book therefore fills an important gap. In contrast to the rather academic approach
taken by other authors, Professor Aernoudt opts for an approach based on practice, with
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Financial Management in Practice

cases and exercises to enhance understanding of various theoretical approaches. Hence
the title of this book: Financial Management in Practice. He is eminently qualified for
this task. As a former credit manager at an international major bank, he has experience
of the bank side of corporate financing at close quarters. In addition, he has also advised
many companies in determining their most appropriate form of financing. He has also
been the chief financial officer (CFO) in a non-governmental organisation and a spin-
off of MIT. And as a professor of Corporate Finance, he strives to impart this practical
experience to his students. This book provides a vehicle through which he can share this
knowledge with financial officers of small and medium-sized enterprises to guide them
through financial management and, amongst other things, assist them in their negotia-

tions with various financiers.

Colin MasoN
Professor of Entrepreneurship
Adam Smith Business School, University of Glasgow, Scotland, UK

1 July 2023

vi Intersentia



CONTENTS

The importance of financial management. ........... ... ..., v

THE EOM CASES .« o v v ettt et e e e e e e XV

Listof tables. ... ... xvii

List Of fIQUres . .. .o oottt e xix
Chapter 1.

The financing landscape ......... .. ... . 1

1.1. Notall moneyisthesame......... ..ot 1

1.2. The entrepreneurial landscape. .......... ... i 3

1.3, Creditculture. ...t e 7

1.4. Thebankinglandscape........... .. .. i 10

1.5. Thelandscape of venturecapital ........... ... ... i i 13
Chapter 2.

Financial management............... ... ... .. .. i 17

2.1. Financial management: the concept......... ... ... 17

2.2. The financial managementtool............ ... ... ... . . il 19

2.2.1. Case I: Financial analysis: Papaya Inc.....................ccooeon.. 21

2.2.2. Theannual account .............oiuuiiuuiniinin e, 21

2.2.2.1. Thebalancesheet............ ... ... i, 22

2.2.2.2. The profit-and-lossaccount ............... .. ... ... 22

2.2.3. An analysis of the liabilities ... ..............c i i 23

2.2.3.1. Generalsolvency ratio.............cooviiiiininninnann.. 23

2.2.3.2. Financial independence ratio in thelongterm.............. 23

2.2.3.3. Repayment capacity of long-termdebts.................... 23

2.2.34. Netcashflow..... ... i 25

2.2.4. Analysisoftheassets..... ..o, 25

2.2.5. Connections between assets, liabilities and results .................. 26

2.2.5.1. Theworkingcapital ............... .. ... ... ... L 26

2.2.52. Rotationspeeds ...........ouiiiiiiiiiiii i 31

2.2.5.2.1. Stockrotation............iiiiiiii i 31

2.2.5.2.2. Customer credit . ........ ... ... ... oLl 33

2.2.5.2.3. Suppliercredit ......... o i 33

Intersentia vii



2.3.

2.4.

2.5.

viii

Financial Management in Practice

2.2.6. TI@ASUIY. ..ttt ettt e e e 34
2.2.6.1. Working capital coefficient. . .............. ... ... ... 34
2.2.6.2. Working capital requirements............................ 35

2.2.7. Profitability coefficients. .. ........ ... i 36
2.2.71. Resultsand turnover..............c...eviuiiiinnnennnnn. 36
2.2.72. Resultsandtotalassets...................... ...l 37
2.2.73. Addedvalueandresults .............. ... ... oL 40
2.2.74. Results and OWN reSOUICES . ... .ovvvnreenreniennnennnnn. 41

2.2.8. Models of bankruptcy prediction ........... ... oo 43
2.2.8.1. Profitability and liquidity............. ... ... .. L 44
22.82. Alarmlevels ... 45
2.2.83. Altmanmodel........... ... ..o 45
2.2.8.4. Model of the National Bank of Belgium. ................... 46
2.2.8.5. Multivariate approach.......... ... ... 47

2.29. Thedashboard .......... .. .. .. 48
2291, Ratios...... ... 48
2.29.2. Otherbasicdata..........cooiiiiiiiiiiiiiiiiiiin... 49

Financial management in the strictsense ............. ... ... ... .. ..... 50

2.3.1. The optimal capital structure........... ... ... i, 50
2.3.1.1. Targetadjustmenttheory........... ...t 51
2312, Agencymodel......... ... . 51
2.3.1.3. Pecking-ordertheory............. ... ... il 52
2.3.14. Empiricalresearch......... ... ... i 52

2.3.2. Modigliani-Miller and the interest tax shield. ...................... 53

2.3.3. Financing plan ..o e 55

2.34. Case2: Creditfile: Lakatos Ltd. ........ ..., 57

Financial management in the broad sense. ......... ... ... ... ... ... ... 60

240, Master plan ... ..ot 61

2.4.2. Cashplanning. ..........oouiiuiiini e 63

2.4.3. Investmentanalysis..................iiiiiiiiiiiiiii 67

2.4.4. Case3: Investment case: HermesInc. ........... ..., 69

2.4.5. Evaluationmethods.......... ... 71

2.4.6. Investment analysis with financing aspects......................... 78

24.7. Dividend policy .....c.ooiii i 86
2.4.7.1. Relation between dividend distribution and value........... 87
2.4.7.2. Dividend policy in practice ........... ... ... .. L 87

2.4.8. Working capital management ............. ... .. i, 88

Final thoughts on financial management ............. ... ... ... ... ..... 91

2.5.1. Satisfying behaviour ........ ... .. . i 92

2.5.2. Stakeholders’value........ ... ... o i 93

Intersentia



Contents

2.5.3. Human reSOUICes. . ......uuiiiiiiiii i 94

2.5.4. Toasocio-ethical dashboard? ............... ... ... .. .. .. ... 94

2.55. The ESGScore..... ..ot 95
Chapter 3.

Valuation. . ... ... 97

3.1. The importance of a company’s valuation............ ... ..., 97

3.2. The traditional approach ........ ... .. .. .. i 98

3.2.1. Organicgrowthpattern .......... ... ... ... 98

3.2.2. Case 4: Valuation: Spilliaert and Son Ltd. ......................... 100

3.2.3. Valuation...........oo.ii i 101

3.2.3.1. The adjusted netassetmethod................ ... ... .. 101

3.2.3.2. Capitalised returnsmethod ............ ... .. ... ... .. 104

3.2.3.3. Theobjectivevalue............ .. .. .. il 108

3.2.34. Thecomparables...........ccooiiiiiiiiiiiiiiiinia... 109

3.2.3.5. Theagreedvalue.......... ... ... . i 111

3.3. Valuation in the case of inorganic growth................ ... . .. ... ... 115

3.3.1. Inorganicgrowth ......... ... oot 116

3.3.2. Theoption approach ...........coiuiiuiiiiiiniiniiinean.. 119

3.3.3. Theresidualmethod ........ ... ... . .. .. .. . il 120

3.3.4. Betweentheoryandreality............ .. ... .. i, 122
Chapter 4.

Debtfinancing. ........ ... . i 125

4.1, Credit reQUITEMENt . . ..ottt ettt 126

4.2, Thebigfour. ... ... e 130

4.3. Thesupplieraslender .......... ..o 130

4.3.1. Credit policy of suppliers . ..., 131

4.3.1.1. Payment behaviour of customers ........................ 132

4.3.1.2. Payment behaviour of the government ................... 134

4.3.2. CreditinSurance. ...............o.ouiiuiiiiiuiiniiiiiiiieana., 135

4.3.3. Discount for cash payment.............. ..ot 137

4.3.4. Importance of good credit management ............... ... 137

4.4. Financial institutions ............ ... .. . i 138

4.4.1. Short-term sources of financing. . ........... ...t 140

44.1.1. Casheredits.......oooviiiiiii i 140

4.4.1.2. Discountcredits.......... ... .. i 141

4.4.1.3. Straightloans ......... ... ... ... .. i 146

Intersentia ix



Financial Management in Practice

44.14. Treasurybills ..... ... o i 147

4.4.1.5. Factoring.............iiiiiiiiiiiiiiiiiii 148

4.4.1.6. Combining formsofcredit.................... ... .. ... 150

4.4.2. Case5: Credits and guarantees: ProfitmakersInc. .................. 151

4.4.3. Long-termcredit .......couuiintii e 154

4.43.1. Investmentcredit.................. ... ... ..ol 154

4.4.32. Equipmentfinancing........... ... ..o, 155

4.4.3.3. Financialleasing........... ... ..., 162

4.4.34. A survey of long-term forms of financing . ................ 163

4.4.35. Roll-overcredit...........coiiiiiiiiiiii i 164

4.43.6. Bondissue.............. i 164

4.5. Useofcredits ... ... ... 166

4.6. GUATANTEES . ...ttt e 166

4.6.1. MOItgage ... ..o 167

4.6.2. Pledge on the business premises .............. ... ... ... ... 168

4.6.3. Personal guarantee..............ooiiiiiiiiiiii e 168

4.6.4. Use Of QUATANTEES . ..« ottt ettt ettt 169

4.7 State QUATANLEE. ... ..ottt 170

4.8. Functioning of credits and guarantees. ........... ... .cociiiiiiiiii.... 171
Chapter 5.

Mezzanine financing ........... ... ... i 179

5.1. An underutilised form of financing? ......... ... .. .. .. ool 179

5.2. Mezzanine: a hybrid form of financing ................ ... ... ... oL 180

5.3. Characteristics of mezzanine financing. . ........... ... i, 181

5.4. Importance of mezzanine financing............. ... ... .. ... oL 183

5.5. The growth of mezzanine financing............. ... ... ... .. oL 184

5.6. MBO-type operations. ......... ..ottt 186
Chapter 6.

Formal venture capital. ............ ... ... ... . 189

6.1, COMCPE . o e et e 190

6.2. Investee and inVeStOr. .. .......uuut ittt 194

6.2.1. Investorcriteria ......... ... .. i 194

6.2.2. Growthpotential ..... ... ... . . i 197

6.2.3. Investment-readiness...............coiiiiiiiiiiiiiiiiian. 199

6.3. Duediligence ... ... ..ottt 201

6.4. Functioning and sources of financing ........... ... .o 202

X Intersentia



Contents

6.5. The agency problem and carried interest............. ... ... ..., 204

6.6. The shareholder agreement .......... ..., 205

6.6.1. Some generalclauses......... ... ... ... . i, 206

6.6.2. Provisions relating to the board of directors....................... 207

6.6.3. Clauses that reduce the risk afterentry ............... ... ... ... 208

6.6.3.1. Risk reduction for the investor after entry................. 208

6.6.3.2. Risk reduction for the entrepreneur after entry ............ 209

6.7. Venture capital for acquisition financing. ............ ... ... oo 209

6.8. Corporate VeNnturing .. ..........ouuuuitiiniiiiiiiiiieiieeenan.. 211

6.9. Venture capital for start-upsaswell? .......... .. ... ... L. 212

6.10. Venture capital and the government. ............ ... ..., 217

6.10.1. The Americanapproach .......... ... ... ... i i i 218

6.10.2. The European approach ......... ... . o i, 221

6.11. Case 6: Venture capital and mezzanine: Watchyou Inc. .................... 222
Chapter 7.

Business angels ... ........... i 231

7.1. Business angels: concept...........o.ouiiiiiiiii e 232

7.2. Typology of business angels......... ..., 238

7.3.  Business angels: importance, factsand figures................. .. ... 241

7.4. Informal versus formal venture capital .............. ... ... ...l 243

7.4.1. Formal and informal perception.................cooiiiiiii... 244

74.2. Formal versus informal investors’ criteria......................... 247

7.4.3.  Exitpossibilities ... ...... .. 247

74.4. Formaland informalreturn............. ... ... ... ... . L 248

74.5. 'The economic and COVID-19 crises and seed investments .......... 251

7.5. Businessangel networks....... ... 252

7.5.1. Goalofthenetwork......... ... ... . .. . i 254

7.5.2.  Methods for bringing together demand and supply................. 256

7.5.3.  Added value for the entrepreneur ................. .. ... .. ..., 258

7.5.4. Added value for the businessangel ............... ... ... ... ... 260

7.5.5.  SCIEENING PrOCESS. ... ...ttt ittt i, 261

7.5.6. Different types of networks .......... ... ... i 263

7.6. Business angels and the government ............ ... ... i, 264

7.7.  The INVESTMENT PIOCESS . . . .« vttt vttt et et et et e aee e 267

7.8. Case 7: Business angels: TeambuildingInc. ....... ... ... . ...t 271

Intersentia xi



Financial Management in Practice

Chapter 8.
Love money and crowdfunding . ......... ... ... . i i 281
8.1, COMCEP . .ttt 282
8.2, Operation ... 283
8.3. Love money versus businessangels. ................... ... ... 285
8.4. Neighbourhood participation .......... ... 286
8.4.1. Asiaservesasamodel............ ... .. oo 286
8.4.2. Neighbourhood participation ........... ..., 286
8.5. Crowdfunding ........ ..ottt e 288
8.5.1. Crowdfunding: a SUCCESS StOrY. ... ..uvvuetntin i, 289
8.5.2. Crowdfunding platforms ........... .. .. ..o i 290
8.5.3. Crowdfundingmodels............ ... .. . i 291
8.5.4. Prosand cons of crowdfunding........... ... .. .o 292
8.5.5. Regulation.............ooiiiiiiiiii i 293
8.6. Stimulatinglovemoney ......... ... 293
8.6.1. AuntAgaath ......... ..o i 293
8.6.2. Thewin-winloan........... ... ... ... . i 296
8.7. Case 8: Love money: Flower shop Pauline ......................cooouu... 299
Chapter 9.
Theissueof shares........... .. .. .. .. i i 301
9.1. Stock exchange or stock exchanges?.............. ... . .. .. .. ...l 301
9.2 WhatisanIPO?..... ... 304
9.3. Bitcoins and ICOS . ...t 306
9.4. Case 9: Capital increase through stock exchange: H&H Inc. . ............... 307
9.5, Delisting .. ...ttt 309
9.6. Stock value and intrinsic value of a company................ ... ... ... 311
Chapter 10.
The Basel ACCOrdS. . ..ot e 313
10.1. The importance of regulation ........... .. .. .. . i 313
10.2. The Basel TAccord. ......oinii i e 317
10.2.1. The Cooke ratio ...........oiuiiuiiiiiii i 317
10.2.2. Case 10: Basel Accords: Bank Goldsmithand Cie................... 318
10.2.3. Evaluation of the Basel TAccord ........... ... ..., 319
10.3. Ratings and rating agencies . . ..........ouutiiini i 321
10.3.1. Ratings. ... ..o 321

xii Intersentia



Contents

10.3.2. Rating and bankruptcygrade .......... ... ... i 322
10.3.3. Criticism of rating agencies .............couueiiiiiieenneennen.. 324
10.4. TheBasel ITAccord ....... ... i 325
10.4.1. The three pillars of the Basel IT Framework. ....................... 325
10.4.2. The fourbankrisks ..... ... i 327
10.4.3. Thecreditrisk......... .. ... o i 328
10.4.3.1. The standard method ........... ... ... ... ... ..., 328
10.4.3.2. The IRB method (basicversion) ......................... 334
10.4.3.3. The IRB method: advanced approach..................... 338
10.4.3.4. Summary and use of the different methods ............... 338

10.4.3.5. The RAROC system: practical translation of the IRB
method......... ... . 339
10.4.3.6. The guarantees . ...........ouuueiuuennnenneenneennenn. 342
10.4.4. The operational risk.......... ..o, 344
10.4.5. Effects of the Basel Il Framework .................. ... ... .. ... 346
10.4.5.1. The minimum capital requirement....................... 346
10.4.5.2. Access to credit and credit conditions .................... 349
10.4.6. Impact on the venture capital sector..................... ... 352
10.5. The Basel ITT Accord .. .....coutinuii i 356
10.5.1. Capital requirements and liquidity standards...................... 357
10.5.2. Capital impactof Basel IIT ......... ..ottt 359
10.5.3. Globalisation, impersonality and scaling-up....................... 361
10.6. The Basel Regulation from an enterprise perspective ...................... 363
10.6.1. Making enterprises Basel-proof........... ... .. ... .. ..ol 363
10.6.2. Making banks Basel-proof ......... ... ... .. ..ol 369
10.7. The Basel IV Accord .. .....oouoinni i e 372
10.8. Final thoughts on the Basel Accords ............. ... ... ... ... ... ... 374
General conClUSION . . ... ... .t e 379

Annexes

Annex 1. Annuity factors ...ttt e 381
Annex 2. Glossary of financial concepts................. ... ..o 387
Annex 3. Solutions to the exercises ............ ... 397
Bibliography ......... . 415
Index.... .. o 423

Intersentia xiii






THE TEN CASES

Case 1: Financial analysis: Papaya Inc......... ... ... ... i, 21
Balance sheet . ... ... o 22
Profit-and-10SS aCCOUNt. . . ...\ttt e 22
Case 2: Credit file: Lakatos Ltd. .. ... i 57
Financing plan .. ... e 58
Anticipated profit-and-loss account . ............ .. i i 58
Case 3: Investment case: Hermes Inc. . ... 69
Annual cash flow of an investment project.......... ... ... .. ..o i, 70
Calculation internal rate of return .. ............ ... oo 74
Master budget. . ... ...t e 80
Case 4: Valuation: Spilliaert and Son Ltd. . ........ ... ... ... ... 100
Balancesheet ....... ... .. 101
Profit-and-loss account before and after adjustments ................ ... ... ... 105
Valuation of the company - Summary of conclusions .......................... 111
Case 5: Credits and guarantees: ProfitmakersInc. .............................. 151
Statement of assets and liabilities in the event of bankruptcy .................... 172
Preferential creditors in the event of a bankruptey ......... ... .. ... L 174
Comparison of preferential situations in the event of a bankruptey............... 176
Case 6: Venture capital and mezzanine: WatchyoulInc. ............ ... ... .... 222
Budgeted profit-and-loss account . ......... .o 223
Financingplan......... ... 224
Proposal Y AY &Y WS . .o e 226
Proposal Health . ... ... .o 226
Soetkin proposal: Opening balancesheet............... .. ... .. ... ..., 228
Soetkin proposal: Elaborated opening balance sheet .............. ... ... .... 229

Intersentia XV



Financial Management in Practice

Case 7: Business angels: TeambuildingInc.............. .. ... 271
Revised financing plan .. .......o .o 272
Revised projected profit-and-loss account. ............ ... 273
Overview of the resources employed ............ ... .. 275
Balance sheet . ... ... 276
Profit-and-lossaccount. ... ... ... ... . i 277
Budget . ..o 278
IRR and the value of the company ..., 279
Case 8: Love money: Flower shop Pauline. . ............ .. ... ... 299
Financing plan . ... . 299
Case 9: Capital increase through stock exchange: H&H Inc. . ...........ooooou... 307
Capital INCrease . ... ..ottt 308
Case 10: Basel Accords: Bank Goldsmithand Cie............................... 318
[lustration of functioning of Basel II. ........ ... ... i, 333

XVi Intersentia



LIST OF TABLES

Table 1:
Table 2:
Table 3:

Table 4:

Table 5:

Table 6:

Table 7:

Table 8:

Table 9:

Table 10:
Table 11:
Table 12:
Table 13:
Table 14:
Table 15:
Table 16:
Table 17:
Table 18:
Table 19:
Table 20:
Table 21:
Table 22:
Table 23:
Table 24:
Table 25:
Table 26:
Table 27:
Table 28:
Table 29:
Table 30:
Table 31:
Table 32:

Intersentia

Advantages and disadvantages of different sources of financing......... 2
Typology of companies. ............oiiiiiiiiiiiiii i 4
Importance of the financial barrier in accordance with the develop-

ment stage and type of company. ............. ... 6
Comparison of European and American financial structures........... 7
Influence of management decisions. ................cooiiiiiii... 30
Working capital requirements and treasury. ........................ 35
Meeting the working capital requirements.......................... 35
Analysisof theadded value.......... ... ... i, 41
Volatility of the net profit. . ......... .. .. .. i 43
Classification of companies. .............ouiiiiiiiiiiieaniea.n. 44
Alarmlevels.. ... ... .. 45
Company classification according to the bankruptcy model of the NBB.. . . 46
Calculation ofthe Lscore. ..., 47
Ratios. .. ..o 48
Cash planning in individual projects. ........... ... ... ... ... ... 64
Overview of valuation methods............. ... ... ... .. 122
Impact of credit policy on profitability...................... ... .. 132
Payment duration and morality.......... ... ... ... .. ... L 133
Public Sector. .. ..o 135
Comparison advances and promissory notes. ...................... 147
Classical repayment plan of an investment credit.. .................. 154
Repayment table financing. . ........... ... i 161
Useof credits.. .. .. ... 166
Use Of gUArantees. . . .....vuueneent ettt 170
Mezzanine: between credit financing and venture capital. ........... 181
Comparison of credit financing and venture capital. ................ 192
Dynamic entrepreneurship versus SME management................ 200
Key elements in due diligence. ........... ... 202
Development stage, required return and market structure............ 216
Perverse relation between risk and return.................... .. ... 217
Debt against quasi-equity. . ........ovutinin i 219
Effect of leverage.. . .....couuinniin i 220

xvii



Financial Management in Practice

Table 33:
Table 34:
Table 35:
Table 36:
Table 37:
Table 38:
Table 39:
Table 40:
Table 41:
Table 42:
Table 43:
Table 44:
Table 45:
Table 46:
Table 47:
Table 48:
Table 49:
Table 50:
Table 51:
Table 52:
Table 53:
Table 54:
Table 55:
Table 56:
Table 57:
Table 58:
Table 59:
Table 60:
Table 61:
Table 62:
Table 63:
Table 64:
Table 65:

xVviii

Estimate of the number of business angels. ........................ 243
Comparison of formal and informal venture capital................. 244
Comparison of investors’ criteria. .............ccovueeiuennennn... 247
Return on business angel investments. ............................ 249
Return on business angel investments versus formal venture capital. .. 249
Some successful business angel deals. .................. .. ... ... 250
Challenges for business angel activity ............ .. ... ... ... .. 253
Love money investors. ...t 284
Love money versus business angels................. ... ... ..., 285
The win-win loan: the most significant characteristics in a nutshell. .. 298
Overview of the rating agencies and ratings. . ...................... 322
Bankruptcy rate and external rating. ........... ... ... ... L 323
Typology of therisks. ....... ... o 327
Risk weights standard approach. ........ ... .. ... ... .ol 329
External rating as weighing percentage. ........................... 329
External rating and weighing percentage........................... 330
TheIRBmethod........... .. ... i 336
The different methods regarding creditrisk. ....................... 339
Impact of credit risks on cost price. ......... ..., 340
“Haircuts” in financial guarantees. .............c.coooviiiiiinne... 343
Guarantees in the IRBmethod. .................... ... ... L 344
The Bfactor. .. .o 345
Impact on minimum capital requirement in G10 countries........... 346
Minimum capital requirements: EU banks. ........................ 348
Failure ratio according to company size. .............c..cooiiua... 350
The IRB method applied. ........ ... 350
Methods to weight venture capital. ........... ... ... .. ... .. ... 354
Venture capital: the European approach. .......................... 355
The Basel IIT Regulation. ...........coooiiiiiiiiiiiiiiiienn., 358
Necessary capital increases arising from Basel ITI. .................. 360
The black box: possible rating criteria.. ............ ... ...t 364
Credits and leverageeffect. ......... .. ... it 366
Impact on capital requirements of Basel IV and implementation of
Basel IIL. ..o e 374
Intersentia



LIST OF FIGURES

Figure 1:

Figure 2:
Figure 3:
Figure 4:
Figure 5:
Figure 6:
Figure 7:
Figure 8:
Figure 9:

Figure 10:
Figure 11:
Figure 12:
Figure 13:
Figure 14:
Figure 15:
Figure 16:

Figure 17:
Figure 18:
Figure 19:
Figure 20:
Figure 21:
Figure 22:
Figure 23:
Figure 24:
Figure 25:
Figure 26:
Figure 27:

Intersentia

The relationship between the source of financing and the stage of

INVESTMENt. . ..o oo 3
The eqUItY aps. . .o oottt et 14
Classification of the financial function.. ................ .. ... ..... 18
Themaster plan.. . ......ooi i 61
Investmentintime......... ... ... i i 71
Balance sheet structure. ........... .. ... i 88
Organic growth.. ... 99
Inorganic growth. . ... .. 116
Entrepreneurial corporate financing.. ............ . ...l 118
Long-term financing strategies. .............c..coiiiiiiiiiiii... 126
Risk and profitability. .. ... 129
Riskandinterest........... ... i 139
Commercial and financial transaction............... ... .. 142
Transferor discount credit. .......... ... 143
Supplier discount credit......... ... 144
Short-term credit need and combination of forms of credit (in

thousands of €UT08). ... ... 153
Financing mechanism.......... ... ... ... ... . il 156
Comparison between loan and investmentloan..................... 159
Mechanism of leasing. ..., 163
LBO-financing scheme. ......... .. .. .. i 187
Target group for venture capital investments. ...................... 196
The venture capital stream. .......... ... ... i 204
Supply and demand for venture capital and development stage.. .. .... 215
Business angels versus formal investors................. ... ...... 246
The three pillarsof Basel IL.. . ..., 326
Relation between required capital and failure ratio. ................. 338
The three pillars of the Basel III Framework. ....................... 357

Xix







<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 1
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
    /AdobeArabic-Bold
    /AdobeArabic-BoldItalic
    /AdobeArabic-Italic
    /AdobeArabic-Regular
    /AdobeHebrew-Bold
    /AdobeHebrew-BoldItalic
    /AdobeHebrew-Italic
    /AdobeHebrew-Regular
    /AdobePiStd
    /AdobeSansMM
    /AdobeSerifMM
    /AdobeThai-Bold
    /AdobeThai-BoldItalic
    /AdobeThai-Italic
    /AdobeThai-Regular
    /AgencyFB-Bold
    /AgencyFB-Reg
    /Algerian
    /ArborText
    /Arial-Black
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialmonospacedBoldforSAP
    /ArialMonospacedBoldforsap
    /ArialmonospacedforSAP
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /ArialRoundedMTBold
    /ArialUnicodeMS
    /BaskOldFace
    /Bauhaus93
    /BellMT
    /BellMTBold
    /BellMTItalic
    /BerlinSansFB-Bold
    /BerlinSansFBDemi-Bold
    /BerlinSansFB-Reg
    /BernardMT-Condensed
    /BlackadderITC-Regular
    /BodoniMT
    /BodoniMTBlack
    /BodoniMTBlack-Italic
    /BodoniMT-Bold
    /BodoniMT-BoldItalic
    /BodoniMTCondensed
    /BodoniMTCondensed-Bold
    /BodoniMTCondensed-BoldItalic
    /BodoniMTCondensed-Italic
    /BodoniMT-Italic
    /BodoniMTPosterCompressed
    /BookAntiqua
    /BookAntiqua-Bold
    /BookAntiqua-BoldItalic
    /BookAntiqua-Italic
    /BookmanOldStyle
    /BookmanOldStyle-Bold
    /BookmanOldStyle-BoldItalic
    /BookmanOldStyle-Italic
    /BookshelfSymbolSeven
    /BradleyHandITC
    /BritannicBold
    /Broadway
    /BrushScriptMT
    /CalifornianFB-Bold
    /CalifornianFB-Italic
    /CalifornianFB-Reg
    /CalisMTBol
    /CalistoMT
    /CalistoMT-BoldItalic
    /CalistoMT-Italic
    /Castellar
    /Centaur
    /Century
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CenturySchoolbook
    /CenturySchoolbook-Bold
    /CenturySchoolbook-BoldItalic
    /CenturySchoolbook-Italic
    /Chiller-Regular
    /ColonnaMT
    /ComicSansMS
    /ComicSansMS-Bold
    /CooperBlack
    /CopperplateGothic-Bold
    /CopperplateGothic-Light
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /CourierStd
    /CourierStd-Bold
    /CourierStd-BoldOblique
    /CourierStd-Oblique
    /CurlzMT
    /EdwardianScriptITC
    /Elephant-Italic
    /Elephant-Regular
    /EngraversMT
    /ErasITC-Bold
    /ErasITC-Demi
    /ErasITC-Light
    /ErasITC-Medium
    /EstrangeloEdessa
    /FelixTitlingMT
    /FootlightMTLight
    /ForteMT
    /FranklinGothic-Book
    /FranklinGothic-BookItalic
    /FranklinGothic-Demi
    /FranklinGothic-DemiCond
    /FranklinGothic-DemiItalic
    /FranklinGothic-Heavy
    /FranklinGothic-HeavyItalic
    /FranklinGothic-Medium
    /FranklinGothic-MediumCond
    /FranklinGothic-MediumItalic
    /FreestyleScript-Regular
    /FrenchScriptMT
    /Garamond
    /Garamond-Bold
    /Garamond-Italic
    /Gautami
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /Gigi-Regular
    /GillSansMT
    /GillSansMT-Bold
    /GillSansMT-BoldItalic
    /GillSansMT-Condensed
    /GillSansMT-ExtraCondensedBold
    /GillSansMT-Italic
    /GillSans-UltraBold
    /GillSans-UltraBoldCondensed
    /GloucesterMT-ExtraCondensed
    /GoudyOldStyleT-Bold
    /GoudyOldStyleT-Italic
    /GoudyOldStyleT-Regular
    /GoudyStout
    /Haettenschweiler
    /HarlowSolid
    /Harrington
    /HighTowerText-Italic
    /HighTowerText-Reg
    /Impact
    /ImprintMT-Shadow
    /InformalRoman-Regular
    /Jokerman-Regular
    /JuiceITC-Regular
    /Kartika
    /KristenITC-Regular
    /KunstlerScript
    /Latha
    /LatinWide
    /LucidaBright
    /LucidaBright-Demi
    /LucidaBright-DemiItalic
    /LucidaBright-Italic
    /LucidaCalligraphy-Italic
    /LucidaConsole
    /LucidaFax
    /LucidaFax-Demi
    /LucidaFax-DemiItalic
    /LucidaFax-Italic
    /LucidaHandwriting-Italic
    /LucidaSans
    /LucidaSans-Demi
    /LucidaSans-DemiItalic
    /LucidaSans-Italic
    /LucidaSans-Typewriter
    /LucidaSans-TypewriterBold
    /LucidaSans-TypewriterBoldOblique
    /LucidaSans-TypewriterOblique
    /LucidaSansUnicode
    /Magneto-Bold
    /MaiandraGD-Regular
    /Mangal-Regular
    /MaturaMTScriptCapitals
    /MicrosoftSansSerif
    /MinionPro-Bold
    /MinionPro-BoldIt
    /MinionPro-It
    /MinionPro-Regular
    /Mistral
    /Modern-Regular
    /MonotypeCorsiva
    /MSOutlook
    /MSReferenceSansSerif
    /MSReferenceSpecialty
    /MVBoli
    /MyriadPro-Bold
    /MyriadPro-BoldIt
    /MyriadPro-It
    /MyriadPro-Regular
    /NiagaraEngraved-Reg
    /NiagaraSolid-Reg
    /OCRAExtended
    /OldEnglishTextMT
    /Onyx
    /PalaceScriptMT
    /PalatinoLinotype-Bold
    /PalatinoLinotype-BoldItalic
    /PalatinoLinotype-Italic
    /PalatinoLinotype-Roman
    /Papyrus-Regular
    /Parchment-Regular
    /Perpetua
    /Perpetua-Bold
    /Perpetua-BoldItalic
    /Perpetua-Italic
    /PerpetuaTitlingMT-Bold
    /PerpetuaTitlingMT-Light
    /Playbill
    /PoorRichard-Regular
    /Pristina-Regular
    /Raavi
    /RageItalic
    /Ravie
    /Rockwell
    /Rockwell-Bold
    /Rockwell-BoldItalic
    /Rockwell-Condensed
    /Rockwell-CondensedBold
    /Rockwell-ExtraBold
    /Rockwell-Italic
    /SAPDingsNormal
    /SAPIconsNormal
    /ScriptMTBold
    /ShowcardGothic-Reg
    /Shruti
    /SnapITC-Regular
    /Stencil
    /Sylfaen
    /Symbol
    /SymbolMT
    /Tahoma
    /Tahoma-Bold
    /TempusSansITC
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Tunga-Regular
    /TwCenMT-Bold
    /TwCenMT-BoldItalic
    /TwCenMT-Condensed
    /TwCenMT-CondensedBold
    /TwCenMT-CondensedExtraBold
    /TwCenMT-Italic
    /TwCenMT-Regular
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
    /VinerHandITC
    /Vivaldii
    /VladimirScript
    /Vrinda
    /Webdings
    /Wingdings2
    /Wingdings3
    /Wingdings-Regular
    /ZWAdobeF
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages false
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


