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Plan ahead for bumps in the road   
The road to business success is rarely straight. There are 
often detours, sometimes costly ones,  along the way and 
every entrepreneur needs to prepare for these.  A business 
plan may point out where an enterprise is heading but it’s 
cash flow that will enable it to get there.

So it’s crucial to be prepared for bumps on the road 
and allow sufficient time to explore funding options. 
No management team wants to find itself in a weak 
negotiating position with capital providers because the 
business is rapidly running out of funds.

As part of the annual business planning process, it’s 
helpful to prepare a financial plan that forecasts future 

performance. This anticipates situations that could result 
in cash shortages and helps the leadership team  manage 
cash flow and borrowing needs. In the event the business 
needs additional funds during the year, this financial plan 
will reassure potential capital providers that management 
has planned for this.

The plan should include a detailed financial model with 
month-by-month projections and “what if” scenarios 
that reflect what you believe is realistic. Checking the 
forecast on a monthly basis helps to anticipate any 
potential shortfalls. 

 

Accessing capital to 
start or grow your 
business.
You’ve safely navigated your company through the oil 
price meltdown. You’re seeing business start to pick up 
as Alberta’s economy strengthens.

During these challenging cash flow years, however, your 
company may have reached its lending limit. 

So, how do you secure the capital you need to take 
advantage of new business opportunities?

Many Alberta entrepreneurs have focused on survival 
and managing the balance sheet over the past three 
years. As the province’s economy gains momentum – at 
year end 2017 the economic activity index was nearly 
5%1  above the previous year – business owners are 
looking to build revenue and profitability. But when 
meeting with their lenders, some entrepreneurs are 
taken aback to find their request for additional funds 

to support working capital, equipment purchases or 
other business development purposes is turned down 
because they’ve reached their credit ceiling. 

Now what? There may be a variety of options for 
securing capital, but at what cost?

To answer this question, the following are a number of 
suggestions to assist in accessing capital to invigorate 
and grow your enterprise.

1 Alberta Economy, Indicators at a Glance, December 15, 2017
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It’s also important to know the approximate value of your 
business at all times. There can often be a significant 
discrepancy between an owner’s view and that of a 
potential lender or investor. While owners tend to estimate 
the value of their enterprise as a going concern, lenders 

may consider value from a liquidation perspective.

Have  a trusted third party assist in conducting a realistic 
assessment of the value of your business. An independent 
expert will take into consideration how both an owner and 
a new capital provider view the worth of a company.* 

Know your financing options and costs  
At some point, most businesses will require new financing to support growth or to address a cash flow gap. The cost of 
this capital can vary widely—from four per cent to 60 per cent.  It is important to know which form of capital may be the 
right fit for your business according to its needs and life stage, as well as what capital providers will expect in return for 
their investment.

Private enterprises can raise capital in three main ways: senior debt, junior debt and equity. Following are the key 
characteristics of each.

Financing Options

Cost of Capital Growth Stage Pros Cons

1. Bank Debt 4% - 7%  Mature and late 
growth phase

• Lower cost

•  Longer repayment 
terms

• Covenant heavy

•  Reporting 
requirements

• Ongoing fees

2.  Asset Backed Loans 5% - 14% Mature and late 
growth phase 

• Low cost

•  Flexible repayment 
terms

• Covenant heavy

•  Collateral required

• Ongoing fees

3.  Mezzanine 10% - 24% Mature and 
immediate growth 
phase 

• Flexible structure

•  Facilitates growth

• Cash flow drain

•  Reporting 
requirements

4.  Private Equity 20% - 28% Mature and 
immediate growth 
phase

• Equity

•  Fund Manager 
brings expertise

•  Some require 
control (buyout)

5.  Venture Capital 25% - 30% Early growth phase • Equity

•  Follow-on 
investments  
are typical

•  Limited to high 
growth industries

•  High cost/dilution

6.  Angel Investors 35% - 60% Start-up phase • Equity

•  Decision often 
made on “gut feel”

• High cost/dilution

•  Limited ability to 
fund follow-on 
investments

* To learn more about valuing a business, read the November 2017 issue of Entrepreneur’s Edge. www.ATB.com/Edge



Senior Debt

The least expensive form of capital is senior debt, which refers to a lender’s ability to place a first priority charge over 
collateral assets owned by a business. 

Banks are the principal sources of senior debt; they leverage the cash deposits they receive and lend these funds out as senior 
debt. There are several types of senior debt including real estate mortgages, equipment loans, lines of credit and bonds. 

The capital provider issues a debt financing obligation to a company and holds a legal claim to its assets above all other debt 
obligations. The lender generally requires the business to demonstrate positive cash flow that’s capable of servicing interest 
and principal payments.

Junior Debt

There are many forms of junior debt, including subordinated, mezzanine and convertible debt.  Junior debt is not usually 
secured by assets; rather it’s offered based on a company’s strong cash flow and ability to service higher interest costs on a 
monthly or quarterly basis.  

When proceeds from junior debt are used to fund an acquisition or rapid period of business growth, interest payments may 
occasionally be postponed and supplemented with alternatives such as a one-time balloon interest payment at the end of a 
prescribed time period. It’s common for junior debt providers to expect an “equity kicker” at the end of a term.  

Equity

Equity capital is provided by investors in exchange for an interest in the ownership of a business. The arrangement can vary 
to include common voting shares, common non-voting shares, preferred shares, etc.  

Since debt holders typically rank above equity holders, providers of equity capital assume high risks. Consequently, they 
have expectations for a high return on investment.

These investors often take a specialized approach, focusing on certain phases of the life cycle of a growing business. The 
main types of equity investors include angels, venture capitalists and private equity investors.

Angel investors are typically wealthy individuals or 
groups of individuals, and sometimes friends or family 
members, who invest funds or equity financing in start-
up or early-stage businesses that need money to grow. 
Since these businesses are in an early stage of their life 
cycles, they have a high level of risk and uncertainty and 
limited ability to generate revenue and cash flow. Angel 
investors, therefore, expect a high rate of return on 
their investments.

Venture capital (VC) investors generally invest in 
rapidly growing businesses with long-term growth 
potential that are seeking significant funds for the first 
time. They prefer working with  business owners who 
have a track record of success.  

Venture capital funds pool money from individuals, 
companies and sometimes pension funds to raise a fixed 
amount of money to invest in a number of businesses in 
certain industries. VCs often target high tech sectors 
including information technology, artificial intelligence 
and nanotechnology. They sometimes make a series of 
equity tranche (portioned) investments over a period of 
time, with the intention of achieving rapid growth and 
market presence.  

VCs often target high tech sectors 
including information technology, 
artificial intelligence and 
nanotechnology.



ATB Capital supports Alberta-based 
businesses with minority equity investments.
ATB recently launched ATB Capital, a private equity fund that makes minority equity 
investments in Alberta-based companies. It focuses on three areas of investment:

1. Funding management buyouts and retirement payments. 

2.  Supporting companies at “inflection points,” such as new contracts or asset 
acquisitions, when they require capital that is unavailable under existing debt 
structures. 

3.  Assisting businesses in Alberta markets that experience challenges in attracting 
private equity.

For more information, contact Mark Donnelly at mdonnelly@atb.com  
or Blake McDonald at bmcdonald@atb.com

Most private equity investors are experienced and knowledgeable and will conduct due diligence before making an 
investment decision. Working with financial advisors, such as ATB’s M&A Advisory Services team to assist with vendor 
due diligence, negotiation and closing can help expedite the transaction process.

A small startup has big financing expectations.  
The executive team of a new startup had an exciting opportunity to rapidly expand market 
share. They came to ATB with a detailed business plan and the expectation of borrowing 60 per 
cent of the required capital.

Private Equity (PE) investors can be individuals 
or funds. Since individual investors typically do not 
have the resources to acquire a controlling interest in 
a business, they can be helpful sources of capital for 
businesses seeking one or more minority shareholders.  

PE funds attract capital from individuals, family 
offices (wealthy families), university endowments and 

pension funds. Some funds target companies with as 
little as $1 million of EBITDA (earnings before interest, 
taxes, depreciation and amortization) while others 
require more than $10 million of EBITDA. PE funds 
typically don’t operate the business once they’ve made 
an investment and will look to a seasoned management 
team to execute a business plan.  

Most PE funds will require a controlling interest and 
are suitable investors for situations where a major 
shareholder is seeking an exit, such as retirement, 
or a management team wants support executing a 
management buyout. 

PE funds attract capital from 
individuals, family offices 
(wealthy families), university 
endowments and pension funds.



You only get one chance.    
When it comes to making a proposal to potential capital 
providers, there’s only one opportunity to make a good 
first impression. Entrepreneurs must instill confidence 
by demonstrating a thorough understanding of their 
business, the market and their capital needs. 

A lender will expect to see that a borrower is well 
positioned to repay a loan according to the terms while 
an equity investor will expect to see how the investment 
will achieve the returns proposed by the entrepreneur. 
Bringing all the information a capital provider requires to 
make a decision reinforces a positive first impression: 

•  A financing proposal that clearly and concisely 
presents a three to five-year financial forecast and cash 
flow estimates for one to two years, current financing 
status and the planned use of the proceeds.

•  A complete business plan including market overview, 
business model, products/services, management team, 
operating plan and budget, and sales/marketing plan.

A small startup has big financing expectations.  
The executive team of a new startup had an exciting opportunity to rapidly expand 
market share. They came to ATB with a detailed business plan and the expectation of 
borrowing 60 per cent of the required capital.

The leadership team was confident, optimistic and believed there was little risk in 
making this opportunity happen. Unfortunately, they did not have what ATB needed  
in return:

•  Track record of revenue growth and reliable 
cash flow.

•  Contracts with blue chip customers and a 
minimum three-year commitment from one 
or more.

•  Detailed financial model showing how the 
new venture would be cash flow positive 
within two years.

•  Significant personal financial commitments 
of the owners, their family members and 
friends.

When it comes to extending affordable 
financing, senior secured lenders carefully 

evaluate the borrower’s risk. In this situation, 
the startup venture’s risk profile was too high 
to meet lending requirements. ATB advised 
the executive team to pursue equity financing 
for this venture, helped them develop an 
appropriate proposal and connected them 
with equity investors.

To help the company’s executives develop a 
productive network, we also put the team in 
touch with our ATB Entrepreneur Centres. 
Located in Calgary and Edmonton, owners 
connect with peers and business and banking 
experts in these dedicated spaces to share 
ideas and gather  advice and support.



About Entrepreneur’s Edge  
For more information on this or past reports, or to subscribe to our mailing list, visit ATB.com/EDGE

ATB Financial M&A Advisory Services 
The ATB team of mergers and acquisitions specialists 
is focused on helping Alberta entrepreneurs identify 
opportunities and resolve challenges related to growth, 
transition and transactions through every stage of the 
business life cycle. 

About Entrepreneur’s Edge
This quarterly publication is intended to provide Alberta 
entrepreneurs with timely information and insights to 
realize successful business transactions.    

Our team offers deep knowledge of 
the marketplace, exceptional sector 
expertise and resources of our bank's 
industry specialists, and a strong North 
American network of professionals, 
buyers, sellers and investors. 

The content in this publication is provided for information 
only and is not intended to constitute professional advice 
for any particular situation.
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To find out how ATB Financial can help your 
business, visit ATB.com/Leaders or contact:

Alf Sailer, Managing Director  
ATB M&A Advisory Services  
asailer@atb.com

Let’s have a conversation.    
Now is the right time to have an open dialogue with 
ATB’s M&A Advisory Services team. We would be 
pleased to discuss your business goals and the sources of 
capital that can help you achieve them. 

When needed, by tapping into our extensive network of 
debt, junior debt and equity providers, we can advise on 
structuring and negotiating the best possible terms for 
your business. At ATB, we’re here to help and  
we’re listening.

All capital providers want the recipients of their capital to be successful. They welcome  entrepreneurs who want to 
initiate discussions about their businesses and capital requirements. These financing experts can help you develop 
solutions—before you experience problems. 

Then, when you require capital to take your company to the next level, you’ll be able to secure the funds you need, when 
you need them, and at a cost you can afford. 

An established company entering a rapid growth 
phase is tapped out on senior debt  
This 20-year-old company wanted to embark on an aggressive three-year growth phase to double revenues. 

While management had been capably managing the balance sheet, the business had reached its senior debt 
maximum and needed capital beyond what was currently available to the enterprise.

ATB conducted an assessment of the company’s strategic plans and capital structure. We determined that bringing 
in an equity partner at this stage would severely dilute existing shareholders’ ownership. As a more equitable 
alternative, we introduced the management team to several mezzanine debt providers and coached the executive 
team through introductions.

The company successfully acquired $15 million of sub-debt with a term of three years—an ideal match for the 
project timeline—and has successfully embarked on the first phase of rapid growth.


