














* Be prepared to offer collateral: Depending on the nature of the financing,
businesses can offer collateral or a stake in the company. This reduces the risk for
the investor or lender. Offering equity or a share of future profits might attract investors
looking for longer-term returns, while collateral can be more appealing to traditional
lenders like banks.

* Identify potential growth: Investors want to see how they’ll realise a return on their
investment. Businesses should clearly outline their growth trajectory, potential market
share, and any future plans for mergers, acquisitions, or public listings.

* Have a clear exit strategy: A well-defined exit strategy shows investors that you want
their involvement to be profitable, and that you intend to provide them with a profitable
route to exit the partnership further down the road.

Ultimately, you need to assess whether your business is truly ready to access finance.
SMEs are typically in a period of uncertainty and growth, which may make them a
riskier investment than larger, established companies.



YOUR OBLIGATIONS

The majority of external funding will have conditions and obligations attached to
it. Meeting these have clear moral implications but may also carry serious legal
consequences if you fail to do so.

What obligations will you need to consider when accessing finance?

Transparency and accountability

Different types of financing will require different levels of disclosure, but it is good practice to have strict financial reporting and accountability
measures in place.

Some types of financing require regular reporting and transparency as to how you are using the money. For example, you may be asked
to provide evidence of ongoing R&D or innovation if you're in receipt of an innovation grant — particularly where public money is involved.

Private financing may also carry certain conditions. These are likely to relate to transparency on the size and profitability of the business
to fulfil contractual obligations with your investors.

With traditional loans, you have more freedom to use the money wherever it is needed most within the business — but you must not
use it for personal expenses.




Tax

When you receive additional funding for your business, you will not typically have to pay tax on it. That is because the money is not income your
business has earned, rather it is a loan or other business expense. You do not normally have to pay additional tax on traditional bank loans.

Income and Corporation Tax are paid based on the profits that your business makes, meaning that most forms of investment are also exempt.
The exception to this general rule is that grants typically count as taxable income, just like any other earnings from your business.

However, your business may also be liable for a higher tax bill following any growth driven by additional financing.

Specific projects

Some funding will have the requirement that you use it for a specific project or sector.

If you fail to do so, or don't keep track of how you have used the money, you may face difficulties and legal repercussions obtaining
future funding.

Financial obligations

If you have obtained a traditional loan or loan from the Government or support project, then you must make repayments in accordance
with your contract.

This includes paying on time and with the correct amount of interest.

Defaulting on your loan could result in the loss of assets or collateral, and a negative impact on your company credit,
which could hinder future loan applications.




THE FUTURE OF
SME FINANCING

As the Government seeks to encourage growth in key
sectors and the creation of highly skilled jobs, it's likely
that funding for SMEs will grow in certain industries.

This may also be true for private sector financing, as individuals and
firms seek to capitalise on new and innovative firms.

In order to succeed and access funding, firms will need to look beyond
simply achieving growth. Business owners will need a robust plan in
place to mitigate a range of economic challenges and demonstrate
that they will innovate as well as expand.

The range of options available for SMEs to access funding is good
news for the future, as the sector seeks to protect itself from
market fluctuations.

Finally, businesses will need to continue to prioritise compliance
and reporting - particularly when receiving funding from the
public purse, as taxpayers demand increased transparency
from the Government and local authorities.
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For information of users: This material is published for the information of clients. It provides only an overview of the regulations in force at the time of publication (February 2024),
and no action should be taken without consulting the detailed legislation or seeking professional advice. Therefore no responsibility for loss occasioned by any person acting
or refraining from action as a result of the material can be accepted by the authors or the firm.



