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Submitting a Contract Finance transaction is as SIMPLE AS ABC

What we need to know to start working on a Contract Finance transaction:

A.  What industry is your customer/provider in and what service do they provide?

B.  To whom do they provide service and what is the term of the contract?

C.  How much funding (equipment and/or working capital) is the provider seeking?

D.  A brief transaction summary addressing the above points will enable us to determine whether the transaction may fit within the Contract Finance/Monetization “box”.
Checklist of How Contract Finance of Supply and/or Service Agreements Work:

a. Assumptions:

1. Transaction costs must exceed $1 Million.

2. Transaction must include equipment with a strong supply and/or service component.

3. The end-user must be investment grade or equivalent. In the case outlined, (End-User) has a Standard & Poor’s bond rating of _________ (minimum of BBB), which is within acceptable range.

4. The agreement(s) between the (Provider) and (End-User) is not a lease or loan. It is a “service/supply agreement” relating to providing products and/or services to (End-User).

b. Assignment of the Supply/Service Agreement:

Once executed, the supply/service agreement is assigned by (Provider) to our lender Contract Finance on a non-recourse basis.

c. Equipment Lease:

A separate lease may exist between our lender Contract Finance (lessor) and (Provider) (lessee) to provide for payment arrangements, and asset ownership issues.

d. Central Billing:

(Provider) will directly bill (End-User) for the total contract payment, directing payment to a lockbox where it is split between our lender Contract Finance (to cover the amount advanced) and (Provider) (the balance). See Flow Chart 

Please review the hypothetical outline above and advise us if there are any questions or comments. If you would like us to provide you with a precise Financing Proposal, which will recite all specific terms and conditions, we will need you to complete the Mutual NDA that accompanies this memo. We appreciate your interest and look forward to working with you and helping achieve your goals for
CASE STUDY OF AN UNLIKELY TRANSACTION
We’d like to share with you an unlikely deal that just came together.There was a transaction with a logistics company that provides product distribution for a national juice company, who, in turn, is a subsidiary of an international beverage company. The logistics company was looking for $7 Million dollars in warehouse racking, lift trucks, trucks and trailers and lease-hold improvements. As a logistic service company, the client provides warehousing, repacking and transportation of their customers’ products to the ultimate consumer. Our first concern was that this logistic service provided by our client is very much like a commodity, meaning there are dozens of companies that could provide the same type of service as our service provider. The second concern was that the juice company did not have a public debt rating; although, its parent was rated single A.
       By policy, the parent does not disseminate the subsidiaries’ financial statements. The transaction was ultimately approved the subsidiary without the guarantee of the parent even though there were no financial statements. This was able to satisfy credit by proving that the subsidiary was essential to the parent. The logistics company had a 12 year relationship with the juice company, and the juice company had recently entered into a 15 year sublease for a 250,000 square foot warehouse, where the logistics company processed and repacked the juice company’s products. The CEO

of the company assured the lender that because of his close relationship with the

juice company and its officers, he was confident he could get them to sign the addendum to his management contract. When he approached the juice company with the addendum, he was told absolutely not. He then tried to sell the juice company on the idea; because, it would allow him to acquire equipment that would make him more productive and more efficient for handling the juice company’s logistics. The close  business relationship was not enough to carry the day. An email from the juice company’s legal department succinctly stated, “How is the juice company going to make more money by doing this?” The lender was finally convinced the CEO of the logistics company to come up with some monetary reason for the juice company to sign – money talks! Ultimately, he offered a sharing of the additional profits that would come from the equipment provided by the lender under the Contract Finance Agreement. He also eliminated some of the original equipment and agreed to install solar panels on the top of the warehouse. An executive in charge of the parent company’s Green Initiative, had been pressing him to install the panels.

     The combination of additional profits and cooperation with a Green Initiative, which saved the juice company money, was enough to convince the juice company to sign the  addendum. The lender is currently in the process of working with the logistics company to order equipment under the $7 Million approval. The lesson: investment grade end users who enter into a Contract Finance agreement are not going to do it without a cogent reason. The end users are motivated by making a lot of money or saving a lot of money, acquiring a unique or disruptive technology, or, as we learn from the juice company, completing one of their internal goals such as adoption

of green technology. The management and logistics fee for the company’s service will continue to be treated as a monthly expense. The entire fee will flow into lender’s bank lockbox where the Contract Finance portion will be carved off and the balance of the management and logistics fee is forwarded to the logistics company.

     The invaluable insight gained from this example is that it is important for the service providers to know the end users’ internal and external drivers. 
These types of contracts are literally everywhere! Don’t forget, we can have our lender approve a subsidiary of an investment grade credit “without” the guarantee of the parent – if it’s determined that the subsidiary is essential to the parent’s business strategy.
BEST MARKETS FOR BUSINESS
It is recommend that focusing on vendors who provide a technology product and/or service is best:

A. That has not saturated the industry or market and enhances the end users’ competitive advantage

B. In which they don’t want the end-user to attain rights of ownership Ole’ Bessy enjoyed a long life on grandad’s farm because she was a producer. From year to year she kept milk, butter and cheese on the table. Likewise, one good vendor, who provides a technology product and/or service with the above mentioned qualities, with

industry leading, investment grade end users, can provide years of repeat business. We understand that the market is tight and that prospecting has become more difficult. However, if you are going to prospect, why not focus on customers who can lead to repeat business rather than “one and done”? This is why CONTRACT FINANCE is a perfect fit to provide off

balance sheet treatment without operating lease issues.
RECENTLY APPROVED TRANSACTIONS:

$4.7 Million Data Center

A provider has data centers and provides I/T services to large investment grade companies. The provider

tried to get their end user to enter into a capital lease but the end user was unwilling to because of tax

constraints. Our lender approved and provided a data service agreement that satisfied the end user needs and gave the provider $4.7 Million in equipment, software and working capital.

$2.3 Million Cloud Computing
Our lender worked with a company to provide cloud computing services to the wholly owned subsidiary of a Standard and Poor’s single A bond rated credit. The Contract Finance product not only allowed for the cloud computing company to acquire new equipment but also provided for additional cash to buy some additional IT assets  from the end user. This got unwanted assets off the end users books. Deal was $2.3 Million with more

schedules likely. 
Contract Finance A New Way to Sell Products and Services

Many vendors and service providers are desperately looking for new ways to make it easy for their end user to say yes.  Operating leases will soon be a thing of the past, yet larger companies will still look for ways to keep the use of assets and the services they utilize off of their balance sheet.  With contract finance we are able to structure many contractual transactions as service or usage agreements.  These agreements are specifically excluded by FASB from on balance sheet transactions. 

You and your customers have an opportunity to use unique facets of Contract Financing to:

a) Avoid on balance sheet obligations that end users may have under a normal purchase agreement. 

b) Reduce the likelihood of end user/customers from having to go through a lengthy capital appropriations process in order to buy your product or services.

c) Contract Finance allows you the ability to go after larger contracts that you may not have working capital to fulfill.

d) Offer a bundled product to your end user/customer instead of requiring them to purchase equipment then enter into an agreement for services. 

It’s very important to ask yourself if you are going after larger contracts or holding back because of the lack of working capital.  If you are holding back, we can help you make money.  

Can Contact Finance work for you?  Are you:

· Providing a product and/or service under a fixed term contract of at least 12 months?

· Doing business with customers who are investment grade entities (or and essential subsidiary)?

· Entering into contracts for $1 Million or more?

If you answered yes to the above questions then YES; Contract Finance can provide you with the equipment and working capital to grow your business!

Contract Financing Illustrations That Funded
1. A supplier of 300 gallon wooden produce bins entered into multiple supply agreements with a number of large tomato processors  to supply bins for tomato paste, then store and repair bins during the winter and return them for fill in the spring.  

The lender initially negotiated a “bin fill agreement” that included a sale leaseback of existing bins owned by the processors, this got that asset off the processors balance sheet.  A minimum number of fills was agreed to by the parties, the revenue from the minimum was assigned to us. The vendor on multiple schedules totaling over $100 Million.  The vendor retired a rich man. 

2. A small public company that manages satellite broadcast networks was awarded a 3 year service contract with a large bank to provide management services for 2000 of the bank branches.  The satellite management company needed to supply processors and rooftop antennas in addition to service.  They had a 3 year contract to which, by addendum, we added our proprietary language that allowed a minimum payment to be assigned to us.  The PV of the minimum payment gave the company funds for the equipment plus working capital.  

They tried to raise equity and debt for the contract but failed after many attempts.  We help kept them out of bankruptcy and enabled the bank to keep the transaction as a fully off balance sheet service expense. 

What We Have Learned About Contract Finance

Our lender developed the contract finance product in 1997 but only used this product on two different vendor programs; one for wooden tomato bins and the other for automated in-store ice machines. They began to offer this product for multi-industry and multi-service product applications a little more than a year ago. This communication is an attempt to help you make more efficient use of your time and resources and minimize time spent chasing contract finance deals that have

a high improbability of funding.

Commodities

There is an established spot market for most commodities and unless your service/product provider can offer very significant savings, the end user will almost always opt to buy the commodity from another product provider. The chances are highly likely the commodity will be purchased and at spot price, or from another commodity provider.

Energy

We have had very limited success with energy deals. Much like commodity deals, it is difficult to structure when the product is available on the open market. Additionally there can be regulatory issues with public utility commissions and our structure. It is best to focus on energy deals where the

end user is a commercial entity or municipality that fits the criteria.

Construction contracts

We have never funded a construction contract. They do not typically provide for fixed, determinate payment streams and are more often that not, subcontracts from a (non-investment grade) ontractor.

Product Sales

Our lender has had limited success with product sales. Where we have succeeded is when the product contains or is tied to a breakthrough technology or secret process that makes the product provider the only game in town. Most products that have a wide number of competitors selling them are really no more than commodities. Distributor contracts with the end user work well. If there is a

back log for the product because the product is well received and the provider does not have current capacity.

Federal Contracts

Federal Contracts are non starters in most cases because of the cancellation for convenience clause that permeates federal contracts as well as the difficulties in assigning payments from those contracts.

Municipal Contracts

Municipal contracts have been funded or approved a limited amount of municipal transactions where

the municipality is a revenue/rate based municipality as opposed to a tax based municipality. Rate based and some tax based municipalities in most states have the legal right to wave the fiscal funding out clause and provide an attorney’s opinion that they can legally do so.

Your Best Bet

We have found success when the product and/or service being provided meets one of the following motivational criteria:

1. Saves the end user money

2. Generates income for the end user

3. Includes patented or proprietary technologies, processes or products not readily available from other providers We hope this helps you re-focus your attentions to transactions with a high

probability of closing.

Recent Approvals

A high tech provider in the restaurant industry provides screens that sit on the tables of large restaurant chains. The screens allow customers to place orders, pay their bill, play games and surf the web. When the screen is not in use it displays commercials for the restaurant chain’s purveyors.

Our lender has provided an eleven million dollar approval for three years. The end user is a non investment grade restaurant chain, but very strong financially, two hundred million tangible net worth, cash flows at 1.5 to 1 and a 15 yr. history of consistent earnings although earnings have been down the last couple of years due to the recession. The alternative for the provider was giving up controlling interest of the company for an

equity insertion. The solution was a no brainer.A small hospital equipment dealer has developed a proprietary patented logistical software for the health care industry; specifically hospitals. The company needed two

million dollars for inventory. Our lender provided a two million dollar approval taking only the software and the source code as collateral. The money was utilized to buy equipment for the supplier’s inventory. The lender did not take security interest in the equipment since it was both rented and sold to customers of the hospital. After total implementation is completed the investment grade parent has 15 more hospitals on the West Coast and 30 plus hospital in the East. The hospital equipment company could have never obtained conventional financing and had been unsuccessful in equity raises. Let us help your customers who have the opportunity to provide

usage and service contracts to large, quality end users.

Contract Finance vs. Receivables Financing

Our product, contract financing, is often compared to receivable financing/factoring. While there is a similarity in that both are secured by receivables, factoring is the one-time financing of individual invoices or purchase orders once the service or equipment usage has been provided. Our lender monetizes future contract payments not just one month at a time but for multiple months.In fact, we prefer a term of at least 24 months. Our lender turns this future usage revenue into capital today for services or equipment usage yet to be provided. Our lender achieves this monetization of a service/usage contract by providing inducements to the end user through components of our unique proprietary structure.

Sales Tip

We have had many calls and conversations about where to find contract finance transactions. Here is a great place to look: Go to an investment bank’s website. On the side you’ll see a button that is usually described “our partners, our portfolio companies, or companies we have served.” Click on that button and you will see a number of companies to whom the investment banking firm has provided equity. There is a summary of what each company does which can provide you with an excellent source of potential contract finance leads. Many of these companies have had one or more rounds of equity which they likely used to develop their service or product. Now they need working capital because they won large contracts with very credit worthy end users. In many cases, additional

equity is not available or it is so expensive that the portfolio companies look franticly for alternatives. We can help by monetizing those contracts that meet our criteria.

Don’t Waste Time with Imitations

Our lender has been providing contract financing or monetizing of contracts since 1997; albeit in a very narrow range with a limited number of vendors. A little over a year and a half ago we began to apply our proprietary contract finance structure to a wide variety of potential contract monetizing situations. Since then, we’ve learned a lot about where our lender’s product works and where it is most likely to be unsuccessful.

They say that imitation is the most sincere form of flattery. Our lender is very flattered by all of the websites that have popped up offering contract finance; but why not work with the original company that offers contract financing for as little as a million dollars instead of working with an entity who has copied our lender’s website but do not have

the proprietary structure that can get your deal across the finish line? Don’t waste your or your client’s time; work with the world leader in monetizing and financing of equipment related service and usage contracts. If you haven’t made a trip to our website, please do so. You will find a vast amount of marketing information to use on some of the many, many potential contract finance deals out there.

http://www.investmentleasing.com/
