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Abstract

MML-Resources Ltd. is developing their business angart of the development
requires capital. The aim of the thesis is to fine most suitable capital provider for
the company’s needs.

Earlier knowledge for the research has been redjuliging the writer studies in
TAMK and working in the target company as chairméthe board and CEO.

Working method for this thesis has been informatietnieval from the Internet and
several capital providers, by meetings, askingreféad telephone negotiations.

Because of the critical nature of information tege&t company’s operations and
competition ability, some of the sources are cfassi

Main findings from this research are that ther@a$ many capital sources offering
capital to small and medium size enterprises dutiege times. In addition existing
personal contacts are important when acquiringtabo the target company.

This research offers limited information on the jeah because of the limitations set
by the size of the target company and the busifielskit operates in. For this reason
more extensive research on the matter should be lopan outside source.
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1. INTRODUCTION

MML-Resources Ltd. was established in year 200& esmpany that provides human
resource services. In summer 2009 the companydtartdo research on possibilities
to import tools and material needed in companiesaimg in railway building and

maintenance. By year 2010 it had made several ctions to suppliers and started its

operation in the business field.

MML-Resources Ltd states following of its MissioMML-Resources Ltd offers a
large variety of high quality products and servitmsthe infrastructure building-,
construction-, harbor-, and shipyard industriesst@Gmers find fulfillment for their

different needs from one place.” (MML-Resources, [2011)

1.1 Goal of the thesis

During the research and start phase of the newabpes the company noticed that its
own capital resources were not sufficient enoughthe need for capital was
calculated. The required amount was 40 000€ aaradooverdraft credit account to
secure company’s cash flow. (MML-Resources - Fir@ritlan, 2010) The meaning of

this thesis is to find the most suitable sourcesagital for the target company.

1.2 Research problems

Research problems are related to finding the mottlde financing sources for the
company’s needs. The major problems are findingasy as possible of the available
sources and comparing the cost of capital and atblegations brought by the capital
providers, such as public sources, private investamture capitalists and banks. All
these sources have their own profile when providagjtal to entities and when
combined, the best source or source combinatiofifancing small and medium size

enterprise is not obvious.



2. TERMINOLOGY

2.1 SME and SMB — Small and medium size enterprisedasthesses

SME’s and SMB’s are enterprises/businesses whasgcbant or turnover falls under
certain level. In Finland the headcount limit i925nmployees and turnover falls under
50M€ and balance sheet shows maximum of 43M€. ffkeskus, 2011)

2.2 Income statement

Income statement is a statement of company’s revencertain period of time. It
states all the income and expenses of the compamygdthe time and is also known as
profit and loss statement. (Wikipedia, 2011) Feglirbelow is a sample of an income

statement.
2011
Revenue JAN ==} MAR APR MAY JUN JUL AUG SEP
Sales revenue 19 340 19 34 28 51 28 51 38680 3868 48 85( 48 85( 50 85
(Less sales returns and allowances)
Service revenue
Interest revenue
Other revenue
Total Revenues 19 340 19 340 28 510 28 510 38 680 38 680 48 850 48 850 50 850
Cost of goods sold 15 71I 15710 23 24( 23240 31 42( 31429 39 604 39 604 40904
Salaries 2000 2 00 200! 200! 200 200! 2 00 2 00! 2 00
Social costs 70 % of salaries 1400 1 40( 1 401 1 401 1 401 1 401 1 40( 1 401 1 40(
Employee benefits
Marketing - 100p E 2 00
Advertising - 100p g 100D
rent -
Travelling 1000 100 100 100 100 100 100 100 100
Electricity & water -
Car
Utilities -
Office supplies 200 20 20! 20! 20! 20 20 20 20
Telephone 200 20 20 20 20 20 20 20 20
Bookkeeping & auditors 20 95 120 200 20! 20! 20 20 20
Depreciations -
IT equipment & Software
Insurance 200 20 20 20 20 20 20 20 20
Interest expenses 70 70 7d 7d 7( 7q 7( 7Q 70
Loan payement 333 33 33 33 33 33 33 33 33
Other
Total Expenses 20980 21730 31510 28 510 36 690 36 690 47 870 44 870 46 170
Net Income Before Taxes (1640) (2390 (3.00Q) 0 199 1994 980 398¢ 4680
Income tax expense 26% - 51 517 259 103! 1217
Income from Continuing Operations (1 640 (2390 (3000 0 147 1 473 725 2945 3463
Below-the-Line ltems
Income from discontinued operations
Effect of accounting changes
Extraordinary items
Net Income (1 640 (2390 (3000 0 147 1473 725 2945 3463
Net Income, YTD (1 640 (4030) (7030 (7 029 (5557) (4084) (3359 (413 3 05(

Figure 1: Sample Income Statement



2.3 Balance sheet

Balance sheet is a statement of entity’s liabgia®d assets in one point of time. In the

liabilities side of a balance sheet there areliiéds and equity and in the assets side of

a balance sheet there are liquid and non-liquidtasxd the company. (Wikipedia,

2011) Figure 2 below shows a sample of a BalaneetSh

'‘MML-Resources Ltd. - Forecast

Balance sheet

Assets
Current Assets
Cash
Accounts receivable (30 days net)
Inventory
Prepaid expenses
Short-term investments

Total current assets

Fixed (Long-Term) Assets
Long-terminvestments
Property, plant, and equipment
(Less accumulated depreciation)
Intangible assets

F

50 000
4

Jan

F F

50 733
19 340

Al

Feb

4832
19344

Mar

4

45 174
28 51

)

Apr

F

41 411
28 51

s

May

40 159
38680

2011
Jun

F

40 884
38 68

s

Jul

F

41 884
48 85

Al

Aug

41097
4885

Al

50 000

70 073]

67 669

73 689

69 921

78 834

79 569

90 734

89 944

93 967

Total fixed assets =

Other Assets
Deferred income tax
Other

Total Other Assets =

Total Assets

Liabilities and Owner's Equity

Current Liabilities
Accounts payable
Short-term loans
Income taxes payable
Accrued salaries and wages
Unearned revenue
Current portion of long-term debt

50 000

70073

67 669

73 685

69 921]

78 835

79 569

90 73§

89 942

93 967

F F

F

F

4

F

F

F

Total current liabilities -

Long-Term Liabilities
Long-term debt
Deferred income tax
Other
Total long-term liabilitieg
Owner's Equity
Owner's investment
Net profit
Retained earnings
Total owner's equit

Total Liabilities and Owner's Equity

Common Financial Ratios

Debt Ratio(Total Liabilities / Total Assets)

Current Ratio (Current Assets / Current Liabilities)
Working Capital (Current Assets - Current Liablilities)
Assets-to-Equity Ratio(Total Assets / Owner's Equity)
Debt-to-Equity Ratio (Total Liabilities / Owner's Equit

Figure 2: Sample Balance Sheet

21077 2182 31607 28 601 36 781 36 781 47 961 44 961 46 261
1400 140 1404 1404 140 140 140 140 1 404
22 477 23221 33001 30 001 38 18} 38 181 49 36] 46 361 47 661
r 40000[ 39333 38667  3800f 3733y  3666f 36000 3533 34667  3400(
40000 39333 38 661 38004 37 33] 36 667 36 004 35 33 34 667 3400
r 10000 10000f  1000¢  1000f  1000d 1000  1000od  1000of 1000 10004
I @737 (4225 (7328 7 ag (6019 (@614 (3965 (109% 2299
10000 8263 5779 2674 2581 3981 5 383 6034 8904 12 29
50 000 70073 67669 73685 69921 78835 79569 90736 89942 93967

0,80

50 000
5,00
4,00

0,9:
2,9
44 443
aldl 77
10,7:

19,80

0}93 4.90
184 ,94
41 368 43 579
1%,03 0,10
14,03 p.10




2.4 Financial Statements Definitions

Weighted average cost of capital (WACC)

Weighted average cost of capital is a method toutate combinations of different
financing sources. It calculates the average dosamital by weighting each sources
capital cost by its percentage of the total amadicpital. In common words, it is the

average interest rate of all liabilities (such abtd and owners equity) inside an entity.

Equation 1 below is used for calculating the WACC:

N .
WACC =3 (1
i=1 Zj:l 'ﬂIIJ

Equation 1: Calculating WACC

N = number of sources of capital (securities, typdgabilities)
r = is the required rate of return for security
MV; = is the market value of all outstanding secuwsiti§Wikipedia, Weighted average

cost of capital, 2010)

Equity

Financial equity is the risk capital invested ineaity by shareholders. Equity is also
known as shareholders’ equity, and stockholdemsitggin accounting it is calculated
by subtracting liabilities from assets. (Wikipedia)

Liability

Financial liabilities are the obligations that artiy has. They can be loans, account
payables, etc. In accounting liabilities are cadted by subtracting equity from assets.
(Wikipedia)
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Assets

Financial assets are the resources of an entigy tan be cash, account receivables,
inventories, etc. In accounting assets are cakedlby adding equity and liabilities.
(Wikipedia)

Interest
Interest is a fee paid for the capital providedalogreditor. Equation 2 below is a simple

formula for calculating the interest rate:

Isim.p — I:T ] Bﬂ) T

Equation 2: Interest Rate

r = the period interest rate (I/m),
Bo = the initial balance
m = the number of time periods elapsed. (Wikipebfigerest, 2010)

Cost of capital

The cost of capital is a measurement method foisoreay the capital costs for a
company. It is usually divided to cost of debt andt of equity. (Wikipedia, Cost of
capital, 2010)

Cost of debt

Cost of debt means the cost of capital providedudgide creditors. Cost of debt
usually does not include any risk-weighted caldatet from the debtors’ side and can
be calculated only by creditors interest rates s€lere the interest expenses in the

income statement. (Wikipedia, Cost of capital, 2010
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Cost of equity

Cost of equity means the cost of capital providgdhlestors. For this capital the
investors require return according the evaluatskkrihe investment holds. (Wikipedia,
Cost of capital, 2010)

APR
APR (Annual percentage rate) shows the real arperaentage interest rate of the

capital, including fees, expenses, etc bind tacHpetal. (Wikipedia, 2011)

2.5 Ratios from Balance sheet

Debt ratio

Debt ratio is a ratio of debts and assets in ancalaheet. It is used to evaluate the
amount of debt to assets of the entity. If debbrigtmore than 1 it shows that the
entity has more debts than assets and if it isthess 1 it shows that the entity has more
assets than debts. (Investopedia, 2010) Equatsho®s the formula for calculating

the debt ratio.

Total Debt

Debt Ratio =
' Total Assets

Equation 3: Debt Ratio
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Current ratio

Current ratio is a ratio of current assets anderuriabilities in a balance sheet. It is
used to evaluate the entity’s ability to handleshsrt-term loans. If current ratio is
more than 1 it shows that the company would be tabpay its liabilities, if they were
due at that point. If it is under 1 it shows tHe tompany would not be able to handle
its liabilities if they were due at that point ahe. (Investopedia, 2010) Equation 4

shows the Formula for calculating current ratio.

Current As sets
Current Liahilities

Current Ratio =

Equation 4: Current Ratio

Working capital

Working capital measures the amount of currenttassenpared to current liabilities
of a balance sheet. This ratio is also used to unedke entity’s short-term financial
health. If the working capital amount is negatithes entity would not be able to pay its
current liabilities, if they were due at that poafttime. And if it is positive, company
possesses more current assets than liabilitiesvanttl be able to take care of its
current liabilities, if they were due at that poafttime.

This figure shows the actual monetary value oftehpind so gives value information
of the entity’s status, unlike ratios, which shaate figures. (Investopedia, 2010)
Equation 5 shows the formula for working capital.

Working Capital = Current Assets - Current Liabhilities

Equation 5: Working capital
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Assets to equity ratio

Assets to equity ratio is a ratio that comparesetitéy’s total assets to its owner’s
equity. This ratio is used to evaluate the finagdevel of the company: how much is
financed through debts and how much from ownewnssitments. (Wall street survivor,

2009) Equation 5 shows the formula for calculatimg assets to equity ratio.

Total Assets
Owner's equity

Assets to equity ratio =

Equation 6: Assets to Equity ratio

Debt to equity ratio

Debt to equity ratio is a ratio of total liabilis¢o shareholders equity. This ratio is used
to measure financing methods. If the value is dviemeans that the entity’s capital is
required more through debts than owner’s investsend if it is below 1 it shows that
owners’ investments are preferred as financing otetkquation 7 shows the formula
for calculating the debt to equity ratio.

Total Liabilities
Shareholders Equity

Equation 7: Debt to Equity Ratio
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3. FINANCING FOR A SME

3.1 Private investors

Cost of capital provided by private investors camieasured by the return
expectations and the risk evaluation made by tpaaitgprovider. Usually outside
investors and lenders expect the entrepreneurs/&st to their business before they are

willing to provide their capital to the company.ii@h, 2010)

Private investors offer loan (debt) or equity (istreent).

Personal savings
Personal savings means the equity provided byritre@eneurs in the company.
Capital provided by the entrepreneurs is usualteddo company’s equity, because

rarely an entrepreneur loans money for his/her cempany. (Vilen, 2010)

Friends and family

Friends and family are also one possible sour@apital for the company (goes into
the private investor category). This source provide add capital to the company’s
equity, by investing in the company or to the dégtlending money to the company.
If this capital provider invests in the companytigy, it usually also brings more
obligations to the company. (Vilen, 2010)

Business Angels

Business angels are usually outside capital prosiddo might already have good
business contacts and experience. This usually srtbaha business angel wants to
invest capital in company’s equity, which bringe ttapital provider into company’s
decision making and so brings more obligations@wssibilities to the company.
Business angels can be found through several éifferetworks. (Vilen, 2010)
Business angels offer mainly equity (investmenthaome cases loans (debt).
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Venture capitalists
Venture capital is usually provided by corporatiansl they are mainly investing in the
company’s equity. Venture capitalists usually brihgir networks and management

support to the company and so add the companygval

Venture capitalists usually have extremely highestations and less than 1% of the

business plans are accepted. (Vilen, 2010)

3.2 Banks

Banks usually provide capital for debt to the comes. They also usually require
collaterals from the company and so outside guaesrdire usually required.

Banks’ cost of capital is easily calculated throurglerest rates. (Vilen, 2010)

3.3 Public sources

Public sources offer loan guarantees, aid and-gpacbnsultation. In Finland there are
few public sources such as Finnvera, TEKES and Eé3¥kus, which provide capital

for starting and growing companies.

TEKES

TEKES offers different kinds of aid to companie®uvig and innovative company
finance is a three phased financing model targietéalst growing internationally
operating companies. TEKES helps the company ey to 1 million € with 25-
50% own equity guarantee from the target company.

TEKES also supports companies in developing newymts and operations. Product
development aid is for developing new productseovises. Aid consists of either a
loan or a loan form. Development projects and @oygaid supports small and medium
size enterprises. The aid is targeted for progse¢arch and networking. (Hermia
Yrityskehitys Oy)
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ELY-keskus
ELY (Centre for Economic Development, Transport drelEnvironment) offers for
example start-up money for starting up a businéssipports the company by sharing

salary expenses maximum for first 18 months.

ELY-keskus also offers other kinds of financial fad companies. SME’s can apply,
for example, for Small and medium size enterprikaselopment aid, targeted for
supporting growth potential companies in beginrohthe growth phase. It covers

salary expenses, consulting fees, procurementsestsl

Preparation aid is targeted on research expensesiigpany’s development and
growth and covers a maximum of 70% of expensesdu 000€). Productized
service aid is a case considerate aid for smalhaedium size enterprises’
development research projects, sales improvemesther needs. ELY-keskus also
offers investment support, aimed for bigger invesitmeeds.

(Hermia Yrityskehitys Oy)

Finnvera

Finnvera offers for example entrepreneurship |tamgeted for starting and developing
company operation with reasonable interest ratesllfand medium size enterprise
loans are targeted for small and medium size emgepfor developing their business.

(Hermia Yrityskehitys Oy)
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Table 1 compares the sources mentioned above @spect to different criteria.

Table 1: Comparison of different sources of Capital

Managemen| Role in decision
Source |Equity Loan | Aid |[Networking| support |Brand making
Private
investors | Yes | Yes | No| Possible Possible No Possible
Venture
capitalists | Yes |PossibleNo Yes Yes Yes Yes
Banks No Yes | No No No No No
Public
sources Yes | Yes | Yes Yes Yes No No
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4. CASE STUDY MML-RESOURCES LTD.

4.1 Goals

Goals of the research are to find most suitablet®ol to the case company and use

that information to provide needed capital for depang the company’s operations.

4.2 Research Methods

The research was made by dividing capital sourtgesfour different categories:
private investors, venture capitalists, banks analip sources. Inside these categories
comparison was made to solve the best offer. Aifteling the best offer from every
category, WACC was used as an indicator of the dmsbination of capital sources

for the case company. The research was impleménytederviews and e-mail offers.

4.3 Offers from private investors

From private investors, the shareholders capagiigwest was evaluated and four
investor prospects were contacted personally. diitiad, one business angel

association was contacted to ask for offers.

The company had two shareholders during the rese@me of the current
shareholders got his income from the case compadhyree other did not have capital

to invest into the case company. (Lehtovaara, 2011)

Private Investor prospect 1

The first private investor was a long time entrerg and family member of one of
the current shareholders. Investor prospect didvaot to invest to any of his friends
or family members businesses, because of the eaxjperiences as an entrepreneur.
(Malmgren, 2011)
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Private Investor prospect 2

The second private investor had been a colleagoe@bf the current shareholders and
is currently a shareholder in one of the majomtieof the case company. This investor

prospect had no interest on new investment. (Lu@®al)

Private Investor prospect 3

The third private investor prospect had workedlase co-operation with the case
company and is also one of the shareholders indbe company’s major client
company Electric Power Finland Ltd. Electric Powarland operates in railway safety
equipment installation, household and large bugdtectricity installation industries.
He offered to invest 10 000 € in MML with 5% ownleigsin B-shares. The investment
would be added to the company’s own equity thraglidre arrangements. (Pitkanen,
2011)

Private investor prospect 4

Fourth private investor prospect is working andng of the shareholders in a
telemarketing company. The prospect informed tledtdd too many ongoing projects
at the moment and cannot attend to any additiomgégts. (Elovaara, 2011)

Private investor prospect 5

Fifth private investor prospect is working in radlyvelectrification and is a family
member of one of the current owners. His is intesks investing because he is soon
retiring and wants to keep working after retireméte offered an investment of

10 000€ for 5% ownership in company’s B-sharess Tiniestment would be added to
the company’s own equity through share arrangemg@vitsmonen, 2011)

Private investor association — Suomen BisnesernRglit

Private investor association Suomen Bisnesenkgliiddled the enquiry in its
meeting. None of the members were interested iasitivg in the case company.
(Bisnesenkelit Ry, 2011)



Comparison

Table 2 shows a comparison of the private invegbions

Table 2: Comparison of private investors

20

Private investors Willingness |Offer per % [Maximum invest [Ownership |Shares gender
Prospect 1 No - - €]- -

Prospect 2 No - - €£]- -

Prospect 3 Yes 2000,00€ 10000,00 € 5%|B-shares
Prospect 4 No - - €£]- -

Prospect 5 Yes 2000,00€ 10000,00 € 5%|B-shares
Suomen Bisnesenkelit Ry [No - - €] - -

4.4 Offers from venture capitalists

Five out of ten venture capitalist companies ditlamswer to requests for capital offers
and the other five were not willing to provide dapto the target company. Reasons
were that the company does not fit into their itnwesnt strategy, portfolio or they do

not have open funds available.

Helmet business mentors Oy

Helmet business mentors Oy did not answer e-mail€ould the decision maker be
reached by phone. They state on their webpagethewptypically invest in companies
in generation change, business re-arrangementqaroas with major international
projects, or companies, whose owners want to reth&eownership. They also state
that they take part in developing the strategy @meration models of the companies
they have invested in. Examples of their curremégtments are to companies such as
Viikinki Restaurant Harald Oy, Majava Group Oy, Ti&roup Oy, Sisu akselit Oy.
(Helmet Business mentors Oy, 2011)
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Amanda Capital Oyj

Amanda Capital Oyj informed that their investmearts made only through funds on
behalf of other companies. In their website theyesthat the company has around
3500 private investors and 90% of their investmentse trough equity funds. In total
Amanda Capital Public has 2,6 billion Euros of talghey govern. (Amanda capital
Oyj, 2011)

Ahlstrom Capital Oy

Ahlstrom Capital Oy informed that the size and hass field of the case company
does not fit into their portfolio. They state omithwebsite that the primary focus is on
industrial companies and their portfolio turnoveover 1 billion Euros. They have
currently invested in A&R Carton, Enics, Vacon, $yoon and Elbi Electric.
(Ahlstrom Capital Oy, 2011)

Auratum Oy

Auratum Oy informed that the business field an@ sizthe case company does not fit
into their investing strategy. On their websiteytstate that their typical investment is
an amount of 500 000€ - 1 500 000€ invested imso#, biotechnology and
nanotechnology companies. Their current portfotinsists of companies such as
Continuent Inc, FromDistance, Commit, Avset andf@e(Aura Capital, 2011),
(Auratum Oy, 2011)

InnoFinance Oy

InnoFinance Oy informed that they do not have dpeds for new investments at the
moment. They usually invest in Finnish small andlime size enterprises operating in
medicine, ICT, biotechnical and energy, chemistonsumer goods, industrial and
electronic business fields. (Inno Finance Oy, 2011
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Midinvest Management Oy

Midinvest Management Oy did not answer e-mailsaoaid the decision maker be
reached by phone. They state on their websitethiegthold capital of 200 million
Euros in total which they use to invest in small amedium size companies. Their
requirement for companies that they invest in angtover of 5-50 million euro, good
potential for high return on investment, high grioygbtential, own product or service,
experienced and entrepreneur spirited staff and grast relationships between the
entrepreneur(s) and investors. New projects musbbemercial and based on
competitive expertise and there also has to benpatelients in sight. (Midinvest

management Oy, 2011)

Nordic Growth Oy

Nordic Growth Oy did not answer e-mails nor could tlecision maker be reached by
phone. According to their website, they typicaltyest in companies with a turnover
of 5-50 million Euros and which are in an expangbiase or in the middle of
structural changes or are dealing with buy-andebiyibe of deals, where economies of
scale is experienced due to its innovative marketiag. They also require good
growth possibilities via competitive advantage,engnce in entrepreneurship
management, technology or innovative service caregpompetitive advantage,
geographic expansion possibilities, a tested basinedel that supports rapid

expansion and unique competences. (Nordic Growt20i/1)
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Suomen Teollisuussijoitus Oy

Suomen Teollisuussijoitus Oy is a government-owingdsting company, which
supports Finnish employment, entrepreneurship aadamnical growth. According to
their website, their minimum investment is 1 M&toompany that has a turnover of
more than 10 M€. They are willing to look into tlssue again, if these requirements
are filled.

The company’s current investment amount is 660ionilEuros. They have invested in
companies such as Litorina IV L.P., Capman Mezza¥if-und FCP-SIF, Conor
technology fund, Polaris Private Equity 11l Ky, Nlozone VI L.P., MB Equity Fund

IV, Sponsor Fund Il Ky, EQT V (No. 1) Limited Pa#drship, Industrial Kapital 2000
Fund LP VII. (Suomen Teollisuussijoitus Oy, 2011)

MB-Rahastot Oy

MB-Rahastot Oy did not answer e-mails nor coulddeeision maker be reached by
phone. According to the company website MB-Raha3tois a private Finnish
investor company, which invests in companies thairamiddle of MBO-
arrangements, privatization, structural changes argrowth phase. The turnover of
the target company is usually from 20-200 millicur&s and they require close co-

operation with the companies they invest in.

They are currently investing in companies suchwm&n Transvalt Oy, Forchem Oy,
DNV Inspection AB, Norpe Oy, A-katsastus Oy, Oy 8a\B, Medivire Oy, Solitra
Oy, Elcoteq Network Oy and A-rakennusmies Oy. (M8dRstot Oy, 2011)

Sponsor Capital Oy

Sponsor Capital Oy did not answer e-mails nor cthdddecision maker be reached by
phone. They state on their website that they tygicavest in companies that are in the
middle of structural changes, MBO, growth phasgesreration change. Currently in
their portfolio they have companies such as Bar&nd@ukku, Realia Group, Pouttu,
Lujapalvelut, Ecolator and Pretax. (Sponsor Caiitgl2011)
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Comparison

Table 3 compares the venture capitalists in short.

Table 3: Comparison of Venture Capitalists

Company Answer |Willingless|Given reason

Helmet business mentors Oy [No No answer

Amanda Capital Oyj Yes No Investing only trough other funds.

Ahlstrom capital Oy Yes No Does not fit to investing profile

Auratum Oy Yes No Does not fit to investing profile

InnoFinance Oy Yes No No fund for new first investments at the moment
Midinvest management Oy No No answer

Nordic growth Oy No No answer

Suomen Teollisuus sijoitus Oy [Yes No Minimum investement of 1M€ to companies turnover over 10M€
MB-Rahastot OY No No answer

Sponsor Capital Oy No No answer

50% of the venture capitalist companies, that werdgacted, answered to the inquiry.
None of the companies, which answered, were willingpvest in the case company.
When comparing the case company to the ventur¢atigfs investment requirements,
it shows that the size of the company did not rehelr requirements. Also the
business field the case company operates in redlneesnount of potential venture
capitalist companies as a capital source; ventapédalists typically require innovation

and larger scale growth that the case company iade at the moment.
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4.5 Offers from banks

The willingness of banks to grant a loan was evallizvith personal meetings, e-mail
and telephone conversations. Main issues werentheest terms and guarantees
required from these capital providers. In additithe, form of the capital was
negotiated; banks offered pure loan and overdraftitaccounts. Extra service offers
are not included in comparisons and outcomes, Isecafuthe comparability of
different sources.

Nordea

Nordea is one of the biggest banks operating ifakth It states on its website that it is
a strong European bank with 10 million customerkas the first or second market
position in the northern countries and employs 83 gersons in around 1400 offices.
It is listed in the stock market in Helsinki, Copegen and Stockholm. Three major
stockholders are Sampo Group with 20,6% of sh&wsdish government with 19,9%
of shares and Nordea-Fonden with 3,9% of shaiebalaince sheet total was 600,7
billion Euros and the market value 32 billion Eurdke amount of capital it governs is
180,2 billion Euros. (Nordea, 2011)

In loan negotiations Nordea offered a loan up t®@@8€ with co-guarantees from
current owners. Reference interest rate is Eudbmonths plus marginal of 4% and
delivery fee of O€. They also heavily marketedtiogher products like interest rate
limits, insurances and additional services. Theseat included in the comparisons

because of the comparability of different sour¢ierdea, 2011)
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Turun Seudun Osuuspankki

Turun Seudun Osuuspankki (Cooperative Bank) isqfe@tP-Pohjola Group.
Acoording to their website, they have several défe banks operating under one
name. These banks are individual and operatinigaim bwn geographical area. They
offer services to individuals, entrepreneurs, corpons and public institutes. There
are over 200 individual offices and 16 unions urdsuuspankki. OP-Pohjola Groups
profit before taxes was 575 million Euros in ye@i@ and its balance sheet shows a
total of 84 billion Euros. (OP-Pohjola Group, 2011)

In loan negotiations Turun Seudun Osuuspankki effex loan only with Finnvera
guarantees. The loan period is five years withnsoth Euribor plus 3 % margin and a
300 € delivery fee. They did not market additiosetivices and the meeting was brief.
The bank representative stated that Finnvera @r @arantees are required although
she admitted she had not read the material witkgraand information of the case

company. (Lahteenmaki-Riivari, 2011)

Liedon Saastopankki

Liedon S&astopankki is the second largest co-dgerbank in Varsinais-Suomi region
and the fourth largest savings bank group in Fohldie bank has 14 offices in eight
different cities and 110 employees. Liedon Saasikigas part of the Finnish Savings
Bank group. The Savings Bank group had around ®07clents in year 2009 and
made profit of 66,4 million Euros. Its balance shed®wed a total of 7060 million

Euros (Liedon saastopankki, 2011)
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Liedon Saastopankki offered a 10 000 € loan pesqerl guarantee with an interest of
2,25 % plus six-month Euribor. The payment timepsto a six years with first year

installment free. Delivery fee of the loan is 200&1ly a loan was offered and overdraft
credit account was not. They did not offer any aiddal services such as interest limits

or insurances.

The bank officials had familiarized themselves wilta case company’s status by
reading the material provided by the company angiisiong D&B ratings. The case
company’s rating was AA+, which means that theiaficial status and payment
behavior is on a good level. One of the currentedin@ders knew the bank official
(office manager) and this made the loan applicgtimtess smoother and more

accurate than in other banks. (Ruonamo, 2011)

Sampo

Sampo Bank is part of the Danske Bank group, wisidne of the leading banks in the
Nordic markets. Danske bank group operates in litces: Finland, Denmark,
Sweden, Norway, Estonia, Latvia, Lithuania, IrelaNdrth-Ireland, Great Britain,
Germany, Poland, Luxemburg and Russia. Altogetrsarves over 5 000 000
customers in over 720 offices and has 22 000 erepkyin Finland Sampo Bank has
over 1,1 million customers and 100 000 corporatasgociation clients. Sampo Pankki
Oyj’s profit before taxes was 152,3 million Eurgslats balance sheet showed a total
of 26 158 million Euros. (Sampo Pankki, 2011)

Sampo offered a loan with Finnvera quarantee, tamasat of 3% plus six-month
Euribor and five years payment time. They werewibtiing to grant the loan with
personal guarantees. They made the decisions basbeé material provided to them
earlier. The negotiations were held over phonearidh, 2011)
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Comparison
Table 4 summarizes and compares the capital dffebanks, where max sum in €,
max time in years and I-F months equals maximunalinsent-free months and APR

calculated according to six-month Euribor 17.1.2qEuropean banking federation)
Table 4: Comparison of Bank Capital Offers

Bank Max sum* |Max time (Y)* |APR*  |Marginal |Additional costs |Guarantees I-F months
Nordea 25000 3| 5,249% 4% - £ |Co-guarantee 6
Turun seudun Osuuspankki 40000 5| 4,860% 3% 300,00 € |Finnvera 0
Liedon saastopankki 20000 5/ 4194%| 2,25% 344,00 € |Personal 10k€/each 12
Sampo 40 000, 5| 4,249% 3% - € |Finnvera 0

The table shows that loan amounts provided by bdiffesed from 20 000€ to

40 000€. The total amount of capital that the casepany needed is 40 000€ and to
that amount only Turun Seudun Osuuspankki and Sanfipeed it with Finnvera
guarantees. With personal guarantees Nordea ofgsr@d0€ and Liedon Saé&stopankki
20 000€. This means that with these options the casipany would need more than

one source of capital.

Maximum payback time differed from three to fiveay® Nordea offered the shortest
loan with possibility for six installment-free pagmt months. Also installment-free
payment time was offered for up to one year by are8aastopankki, which offered
maximum payment time of five years. Also Turun Seu@suuspankki and Sampo

offered a five-year loan.

Margins and additional costs were from 2,25% maagibiedon Saastopankki to 4%
margin at Nordea. Turun Seudun Osuuspankki and Sarffigred a 3% margin.
Nordea and Sampo did not have any additional easdilse Turun Seudun
Osuuspankki and Liedon Saastdopankki. These feestafh the interest can be seen

from APR figures in the table.

APR levels differentiated from the lowest 4,194%.iadon saastopankki to the highest
5,249% at Nordea. Turun Seudun Osuuspankki offeadledn with an APR level of
4,86% and Sampo with 4,249%. These APR levels dionolude the costs of

guarantees and are purely calculated based oeéseof banks.
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4.6 Offers from public sources

Public sources were contacted by e-mails and pHidBl€ES and ELY refused,
because of the outlines set by officials. More saatuservices provided by public
sources can be found from chapter 5.5.

TEKES

TEKES does not offer any support for retailingdief business. They only offer
support for innovations and research projects. Wiegotiating with them via phone
they told that they have education and trainingises for all entrepreneurs. The fees

for these services differ, but are mostly operafbparticipants. (Tekes, 2010)

Finnvera

Finnvera offered a credit account guarantee uf@% 6f the maximum credit amount
on the account. For this guarantee their inteadstis 1,75% of the loan and 1% of the
maximum credit amount yearly. These guaranteevieesd be added to the banks own
interest expenses and fees and so the capitalde¥ias a high total APR level.

The negotiations with Finnvera were most time camag and they required all the
available information. It was positive that theyt gmknow the case company’s
business before making a decision, but for flexlsiness this institute does not seem
to be the best choice. Finnvera sets limits tdot@ness after granting a loan or
guarantee. Such operations as ownership changéispadl loans etc. must be

approved by Finnvera.

ELY-KESKUS

ELY-keskus Lansi-Suomi could not offer any finamaapport because of the outlines
laid by the officials. They support only the stagtiphase of the business,
improvement-, innovation and internationalizationjpcts and women’s
entrepreneurship. ELY-keskus does not supporiirggdusiness. ELY-keskus offers
different kinds of courses for entrepreneurs toclwhhe target company has an

opportunity to attend. (Ely-Keskus, 2011)
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Comparison

Table 5: Comparison of Public sources

Public source |Type of support Terms APR
TEKES
Finnvera Credit account guarantee |60% of account, 1,75% interest on credit and 1% yearly fee of the maximum credit amount 3,598 %
ELY-KESKUS

As can be seen from the table, not many capitaligeos are available in the public
sources sector. Most of the public sources offpitabto innovation and research or to
the starting phase of the business. An alreadyiegisompany such as the target
company, which operates in retailing business, doe¢fave many options for support
by public sources. Only one offered capital todhse company in the form of a credit

account guarantee.

Finnvera was the only public source offering cdpdahe case company with 3,598%
APR on their guarantee for credit account. Thismsd¢hat the company would have to
open a credit account in one of the commercial ahke bank would also add an

interest to the credit account and their fees hredriterest would need to be taken into

consideration when evaluating capital costs.
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5. COMPARISON OF COMBINATIONS

5.1 Combinations

Comparison was made with WACC of combinations &edent capital sources.
Venture capitalists are not included in the comtiamacomparison, because of their
lack of interest in investing. Total amount of neédapital was 40 000 €. (MML-
Resources - Financial Plan, 2010)

Private investor and bank loan

Private investors were willing to invest 20 00(h&he company and banks were
interested in a loan of 20 000 — 40 000€. Liedo&sE#ankki offered the cheapest
capital from banks and private investors four aud bffered the whole 20 000 €

amount of capital with 10% ownership of the company

The following charts show the whole effect of tbimice to the case company’s
balance sheet and income statement forecasts.

"MML-Resources Ltd. - Forecast
Balance sheet

2011 2012 2013 2014 201f

Assets Jan Feb Mar Apr VES Jun Jul Aug Sep Oct Nov Dec
Current Assets

Cash [ soooof 51067 490 4630  0ap 42180 4336 a2 aa34f 4670 29%64 53984 571f2 99 126 180 48 268 81 357 117

Accounts receivable (30 days net) [ 19340 1934 280 528 38 68f 38 6fi0 afs 48850 50 830 59§20 s085( 50 8 66 330 105 27 105 27/ 105 2f0

Inventory

Prepaid expenses

Short-term investments

Total current assef 50 000| 70 407 68 7a 571 80.86| 82 ®p7 93 o7 10884 104834 107944 165476 285759 374 08| 6246

Fixed (Long-Term) Assets
Long-terminvestments
Property, plant, and equipment
(Less accumulated depreciation)
Intangible assets

Total fixed assefs:
Other Assets
Deferred income tax
Other

Total Other Assef§.

Total Assets 50 000] 70 407 107 96:

Current Liabilities

6

Accounts payable 20 980| 2179 sigio s 3669 36650 wf7  aasf 4610 53050 46 17 461 51423 80977 8097
Short-termloans
Income taves payable
Accrued salaries and wages 1400) 14 1400 1400) 14 1400 1400 14 1400 1400 140) 1460  2000[ 4 40p0
Unearned revenue
Current portion of long-term debt
Total current liabilitie - 22.380) 231P 32910 9m| 3809 380p0 0p7 262, a7 5 4757 4750 53023 84971 8a9y7
Long-Term Liabilities
Long-term debt r 20000 19667 1933 19 o 6a8| 1833f 180f0 w7pe 1733] 17 00 16667 1633 16 12 4o 8000 0
Deferred income tax
Other
Total long-term liabilitie: 20000 19667 b67  1633: o
Owner's Equity
Owner's investment [ 30000 30000 30 odf 30 ofio 080 30 00 3000 0 3000 30 0§0 30§00 3000 300( 30 oo 72 424 23816
Net profit (1640 (403 (03¢ (702 (555 (408 s

Retained eamings

Total owner's equitf 30 000| 28 360| 259; 22911 972 24 44 259

Total Liabilities and Owner's Equity 50 000| 70 407|

Common Financial Ratios

Debt Ratio (Total Liabilties / Total Assets) 0,40 0 0,6: X 0,48 B 08 of72 .68 .66 .65 0,61 059 9 03

Current Ratio (Current Assets / Current Liabilties) 314 2,9 224 249 2]2 25 1f90 .01 .05 .99 2.20 227 231 .34
Working Capital (Curent Assets - Current Liabiities) 50 000| 48.027| 45300 a9 6a1 4277 43906 a8 46 92 50090 54135 57 26! 60395 112453 200782
Assets-to-Equity Ratio(Total Assets / Owner's Equity) 167 244 2,64 324 3 381 316 3f51 15 .95 p.90 2,56 243 5 16 144
Debt-to-Equity Ratio (Total Liabilties / Owner's Equity) 067 144 1,64 22 20 281 2fi16 2j51 15 .95 .90 156 143 5 06 044

Figure 3: Effects on BS with capital from bank and ive investors

(MML-Resources Ltd., 2011)



32

MML-Resources Ltd. -
Income Stateme

2011
JUN

2012 2013

2014 2015

MAR TOTAL TOTAL

APR MAY

Sales revenue 1228 74 122874%
(Less sales returns and

Service revenue

Interest revenue

Other revenue -

Total Revenues 19340 1934  285]0 28410 3868] 38640 48850  48p50 50850  5902p 50850 50450 482330 764495 122874§ 1228749 1228744
Cost of goods sold 15 71! 1571 23 241 23 24( 31 42 31 42 39 60( 39 60( 40 90 47 78 40 901 40 901 390 42 612 281 971 72 971 72 971 720
Salaries 2000] 200 200 20! 2001 2 2 2 200 200 200 200 24000 48 00( 96 00 96 00 96 00
Social costs 70 % of salaries 1 14 1 40( 14 1401 1404 1404 1404 14 14 14 14 12 000 24 00( 48 00! 48 00 48 00
Employee benefits -

Marketing - 100f 200§ 3000 3 00 3 3

Advertising - 1 Oj 100f 2000 200 2 2

rent - - 72 7 7

Traveling 1000] 100 100 10( 100f 1 1 1 100 100 100 100 12000 12 00( 12 12 1:
Electricity & water - - 18 1 1

Car

Utilities. -

Office supplies 200 2 20( 2 20 2 2 2 2 2 2 2 2400 240 2 400 2 40 240
Telephone 200 2 20 e 204 . . . 2 2 2 2 2400 2 40 2 40( 2 40( 240
Bookkeeping & auditors 2 954 1204 204 204 . . . 2 2 2 2 4150 8 30 16 60 16 60! 16 60
Depreciations - -

IT equipment & Software -

Insurance 200 2 20 2 204 . . e 2 2 2 2 2400 2 40 2 40( 2 40( 240
Interest expenses 70 7 7 7 7 7 7 K 7 7 7 7 83t 83 83t 83 83
Loan payement 333 3 33 33 33 33 33 33 3 3 3 3 4000 4 00 400 4000 400
Other -

Total Expenses 20980 2173 3150 28410 3669] 36690 47870  44Pr0 46170 530D 4610 46170 455608 726619 1166354 116635§ 1166359
Net Income Before Taxes (1 64/ (2 39 (3 00 26729 3787 62 38t 62 38! 62 38!
Income tax expense 26% - 984§ 16 22§ 16 224 16 22

Income from Continuing Operations [ (1640  (2390) (3009 0| 147 1439% 2802 46164 46169 46 164

Below-the-Line Items
income operations
Effect of accounting changes.

Extraordinary items -

Net Income (1640]  (2390) (300 0 147 1413 5 204 346 44)8 3463 346 143% 2802 46164 46169 4616

Net Income, YTD (1640] (@030) (7 oﬂ (7029 (5559 (4089 (@3 353 (41al 305 7468 109p1 395 14 3 46 163 46 163 46 163
Total fixed costs. 521 6020 8270 5270 527 527 8270 5270 5270 5270 5270 5270 65188 114338 194 638 194 638 194638

Figure 4: Impact on IS of five investors and bank

(MML-Resources Ltd., 2011)

Private investor and public sources

Private investors were willing to invest 20 00(h&he company and one of the public
sources, Finnvera, offered a loan guarantee of ®0&aximum sum on credit account.
The following charts show the whole effect of tbimice to the case company’s
balance sheet and income statement forecasts.
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"MML-Resources Ltd. - Forecast
Balance sheet

2012 2013 2014

Current Assets

Cash [ soooof 51067 g 1322 ufbs  aa17g 46585 29§59 53758 56 848 98480 17923; 267 06} 354 9p7
Accounts receivable (30 days net) [ 19340 5 38 6fi0 afs  asss( 50 840 59620 50850 50 840 66 330 105 27 105 27§ 105 2f0
Inventory
Prepaid expenses
Short-tem investments

Total current asst 50 000) 70407 81 E3 9302 97 108579 104 1077{8  164{10  28450; 372 26017

Fixed (Long-Term) Assets
Long-term investments
Property, plant, and equipment . r
(Less accumulated depreciation)
Intangible assets

Total fixed assefS - -
Other Assets.
Deferred income tax

Total Other Assefs. B -

Total Assets 50 000] 70 407| 68 40 74 84

Liabilities and Owner's Equil
Current Liabilities

Accounts payable [ 21008 2174 3138 528| 36718 3678 a3fBo  sa89f 46198 5378 4619 46198 51423 80977 8097 809f7
Short-termloans

Income taxes payable |
Accrued salaries and wages 1400) 140f 1400 1400 140} 1400 1400 140} 1400 1400 1.40] 1460 2000 400 4.00f 40po
Unearned revenue

Current portion of long-term debt

Total current liabilitieq - 22408 231 28 93| 3811} 3818 ) 6 a7 54478 47599 EE3 53023 84971 84 97| 8a9y7
Long-Term Liabilities
Long-term debt r 20000f 19667 1933 19¢0 6a8| 1833F 180f0 176 1733] 1700 16667 1633 16 00 12 400 8000 4.00f o
Deferred income tax
Other
Total long-term liabilitie 20000) 19667 o
Owner's Equity
Owner's investment [ 30000 30000[ 300 237 413
Net profit r (1668] 9

Retained eamings

Total owner's equit] 28333

Total Liabilities and Owner's Equity 50 000 70 407]

Common Financial Ratios

Debt Ratio (Total Liabities / Total Assets) 040 06q 06:
Current Ratio (Current Assets / Current Liabilties) 314 29
Working Capital (Current Assets - Current Liabilties) 50000 47999 45 24
Assets-to-Equity Ratio(Total Assets / Owner's Equity) 167 2,4 2,64
Debtto-Eqiity Ratio (Total Liabilties / Owner's Equity) 067 1.4 1,64

Figure 5: Impact on BS by private investors and pulic sources

(MML-Resources Ltd., 2011)

MML-Resources Ltd. -
Income Stateme

2012
TOTAL

2013 2014 2015

OTAL TOTAL

FEB

MAR APR DEC  TOTAL

Sales revenue 1228 74 122874%
(Less sales retums and -
Service revenue -
Interest revenue -
Other revenue -

Total Revenues 19 340) 19 344 285{0 28910 38 68( 38680 48850  48p50 5085( 59002p 50850 50450 482330 764495 1228744 1228743 1228749
Cost of goods sold 15 71! 1571 23 241 23 24( 31 42 31 42 39 60( 39 60( 40 90 47 781 40 901 40 901 390 42 612 281 971 72 971 72 971 720
Salaries 2000] 200 200 20! 2001 2 2 2 200 200 200 200 24000 48 00( 96 00 96 00 96 00
Social costs 70 % of salaries 1 14 1 40( 14 1401 1404 1404 1404 14 14 14 14 12 000 24 00( 48 00( 48 00 48 00
Employee benefits -

Marketing - 100f 200§ 3000 3 00 3 3

Advertising - 1 C.j 100f 2000 2 00 2 2

rent - - 72 7 7

Traveling 1000] 100 100 10 100f 1 1 1 100 100 100 100 12000 12 00( 12 12 1:
Electricity & water - - 18 1 1

Car -

Utilities. - -

Office supplies 200 2 20( 2 20 2 2 2 2 2 2 2 2400 240 2 400 2 40 240
Telephone 200 2 20 . 204 . . e 2 2 2 2 2400 2 40 2 40( 2 40( 240
Bookkeeping & auditors 2 954 1204 204 204 . . . 2 2 2 2 4150 8 30 16 60 16 60! 16 60
Depreciations -

IT equipment & Software -

Insurance 200 2 20 . 204 2 2 e 2 2 2 2 2400 2 40 2 40( 2 40( 240
Interest expenses 98 9 9 9 9 9 9 9 9 9 9 9 1170 117 1170 117 117
Loan payement 333 3 33 33 33 33 33 33 3 3 3 3 4000 4 00 400 4000 400
Other -

Total Expenses 21008 21 75¢ 31538 28938 36 71§ 36718 47898 44 p98 46 19 5307  461p8 46198 455940 726950 116669 116669 1166 69(
Net Income Before Taxes (1 66 (241 (3 02: (2! 1 96 196 95! 3 95: 4 65! 594 a4 65% a4 65% 26 39 37 54! 62 05: 62 05 62 05:
Income tax expense 26% - 51 51 248 1 121 154% 121 121 6 86! 976% 16 1 16 16 1

| | |

Income from Continuing Operations | (1668  (2418) (3029 (28] 1453 1492 7p5 2925 344p 4397 3443 3443 1412p 27789 4501 45919 45919

Below-the-Line ltems
Income operations -

Effect of accounting changes -
Extraordinary items -

Net Income 1 668] 2418 ; 344 4397 3443 3443 14 12| 2778 45 91 45 91 45 91

Net Income, YTD (1668] (4089 (7113 1 7 120 14124 2778 45 gé 45 gé 45 gé
Total fixed costs. 5298 6048 8298 5298 5298 5298 8298 5298 5298 5298 5298 5298 65520 114670 194970 194970 194970

Figure 6: Impact on IS by private investors and pulic sources

(MML-Resources Ltd., 2011)
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Public sources and bank loan

Finnvera offered a credit account guarantee u®% 6f the total sum and among
banks Liedon Saastépankki was the one offeringhieapest capital with 2,25%
interest rate for a loan of 10 000 € with guararfitem the owners. With two owners
this would make 20 000 € in credit account guamsfeom owners and 20 000 €

guarantee from Finnvera. (Ruonamo, 2011)

The following charts show the whole effect of tbi®ice to the case company’s

balance sheet and income statement forecasts.

"MML-Resources Ltd. - Forecast
Balance sheet

2011 2012 2013 2014 201f

Assets Jan Feb Mar Apr VES Jun Jul Aug Sep Oct Nov Dec
Current Assets

Cash [ soooof s0733f 4832 25175 4 4015§ 4089 ' a100f 43147 45506 49520 52205 88 a7 164 05¢ 246 65| 329 253

Accounts receivable (30 days net) [ 19340 1934 280 528 38 68f 38 6fi0 afs  4885( 50 830 59§20 s085( 50 8 66 330 105 27 105 27/ 105 2j0

Inventory

Prepaid expenses

Short-term investments

Total current assef 50 000| 70073 67660 73ep5 oo 7883 79559 %3 89943 93947 104b26 10037( 103045 154{77 269 351 w3A5p3

Fixed (Long-Term) Assets
Long-terminvestments
Property, plant, and equipment
(Less accumulated depreciation)
Intangible assets

Total fixed assefs:
Other Assets
Deferred income tax
Other

Total Other Assef§.

Total Assets 50000 70073 B

Current Liabilties
Accounts payable
Short-termloans
Income taves payable

21077 2187 a1ef7 6aB 3678 3677 afe  aa96] 4627 s53fa7 46261 6 247 51423 80977 8097 8097

Accrued salaries and wages 1400) 14 1400 1400) 14 1400 1400 14 1400 1400 140) 1460  2000[ 4 4.00f 40p0
Unearned revenue
Current portion of long-term debt

Total current liabilitie - 22477 8274 337 0aY| 3818 381 ] 26 361 a7 52547 47661 47647 5323 84971 8497 8a9y7

Long-Term Liabilties

Long-term debt r 40000 39333 38 66 380 333 36 66 36 0f0 33fE3 34661 340f0 33§33 32667 32 2400 16 00q 800§ 0
Deferred income tax
Other

Total long-term liabilitie:
Owner's Equity
Owner's investment
Net profit
Retained eamings

(1737]

Total owner's equitf 10 000| 8263 577}

Total Liabilities and Owner's Equity 500000 70073 6766 103093 154 747

Common Financial Ratios

Debt Ratio (Total Liabiities / Total Assets) 080 08 04
Current Ratio (Current Assets / Current Liabilties) 3,14 X $ 2 y 8 £ $ . s

Working Capital (Current Assets - Current Liabilties) 50000 4759%] 8 b oah 21956
Assets-to-Equity Ratio(Total Assets / Owner's Equity) 500 8.4 4 4 o 1ha
Debt-to-Equity Ratio (Total Liabilties / Owner's Equity) 4,00 7.4 oba

Figure 7: Impact on BS by bank loan and public soures

(MML-Resources Ltd., 2011)
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MML-Resources Ltd. -
Income Stateme

2012 2013 2014 2015

FEB MAR APR TOTAL TOTAL TOTAL TOTAL
Sales revenue 33 764 4 1228 74 1228 74 122874%
(Less sales retums and -
Service revenue -
Interest revenue -
Other revenue -

Total Revenues 19 340§ 19 344 28510 28310 3868( 38 680 48 850 48 50 50 85( 59 02p 50 850 50 $50 482 330 764499 1228744 1228743 1228744
Cost of goods sold 15 71! 1571 23 24( 23 241 31 42 31 42 39 60( 39 60( 40 90 47 781 40 901 40 901 390 42 612 281 971 72 971 72 971 72
Salaries 2000] 2004 200 20! 2001 2009 2004 2004 2004 2004 2004 2004 24000 48 00( 96 00 96 00 96 00
Social costs 70 % of salaries 1 1404 1 40( 1404 1 401 1404 1404 1404 1404 1404 1404 1404 12000 24 00( 48 00( 48 00 48 00
Employee benefits -

Marketing - 100f 200§ 3000 3 00 3

Advertising - 1 Oﬁ 100f 2000 200 2

rent - - 72 7

Traveling 10@ 1004 100 10( 100f 1004 1004 1004 1004 1004 1004 1004 12000 12 00( 12 1: 1:
Electricity & water - - 18 1

Car - -

Utilities. - -

Office supplies 200 204 20( 204 20 204 204 204 204 204 204 204 2400 240 2 400 2 40 240
Telephone 200 2 20( . 204 . . . 2 2 2 2 2 400 2 40 2 40( 2 40( 240
Bookkeeping & auditors 2 954 1204 204 204 e e . 2 2 2 2 4150 8 30 16 60 16 60! 16 60!
Depreciations - -

IT equipment & Software -

Insurance 200 2 20( e 204 . . e 2 2 2 2 2 400 2 40 2 40( 2 40( 240
Interest expenses 167 16 16 16 16 16 16 16 16 16 16 16 200t 2 00 2008 2 00t 200
Loan payement 667 66 66 66 66] 66 66 66 66 66 66 66 8000 8 00 800 800 800
Other -

Total Expenses 21077 2182 31607 28407 36 781 36747 47967 44 p67 46 267] 531477 46257 46967 456778 727784 1167524 1167528 1167 52§
NetIncome Before Taxes @73p) (248 309 © 189; 189: 388! 458: 5 87: 458: 458: 25 55; 36 70° 61219 61 21! 61 21!
Income tax expense 26% - 49p 119 152] 119 119 6 644 9544 1591 15 91 15 914

Income from Continuing Operations | (1737]  (2487) (3097 o7 140 14q1 6p3 2873 339 4346 3491 3391 1342f 27169 45299 4529 45299

Below-the-Line Items
Income operations -

Effect of accounting changes -
Extraordinary items -

Net Income (1737]  (2487) (3097 (7] 140 14du 663 2873] 339 4346 3491 3391 1342f 2716

Net Income, YTD (1737] (422! (7 32 (7 41 (6 01 (4 61 (3 96! o9 2 zgé 6 64p 10 DEG 13§27 13 427 27 16
Total fixed costs. 5367 6117 8367 5367 5367 5367 8367 5367 5367 5361 5367 5367 66358 115508

Figure 8: Impact on IS by bank and public sources

(MML-Resources Ltd., 2011)
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5.2 Comparison

Risk comparison
Total amount of the capital needed is 40 000 £€.t&bk below shows the current

owners risk level in Euros and in percentages.

Table 6: Current owener's risk

Source Owners risk €| Owners risk %
Bank and private 20000 € 50 %
Public and private 20000 € 50%
Bank and public 40000 € 100 %

WACC Comparison (MML-Resources Ltd., 2011)
Table 7: WACC comparison

Bank and private

Name Liedon sadastopankki Private investor

Weight 50,00 % 50,00 %

APR 4,19% 20,00 %
WACC 12,10 %

The WACC of the combination of a bank loan and ggevinvestors is 12,1%. Private
investors APR is calculated based on their requeremfor return on their investment.
This figure is usually higher because of the riskyttake when investing. Unlike bank
loans they do not require personal guarantees ¢ianent owners. Bank loans are

guaranteed by the current owners and the APR isritn@cause of a lower risk.

Table 8: WACC public and private

Public and private

Name Finnvera Private investor

Weight 60,00 % 40,00 %

APR 5,85 % 20,00 %
WACC 11,51 %

The WACC of the combination of a public source amtivate investor is 11,51%.

Public sources offer guarantees for a bank loadssarthe banks interest rate plus fees
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have to be calculated in their APR rate. This iases their APR rate over the normal
bank loans. Public sources also require guarafte@scurrent owners and thus do not

bring any additional value if a bank loan can bguaed straight from the bank.

Table 9: WACC bank and public

Bank and Public

Name Liedon saastopankki Finnvera

Weight 50,00 % 50,00 %

APR 4,19% 5,85 %
WACC 5,02 %

In the combination of a bank loan and a public sedhe WACC is 5,02%. Public
sources offer guarantees for bank loans so theshatdrest rate plus fees have to be
calculated in their APR rate. This increases tA&R rate over normal bank loans.
Public sources also require guarantees from cuowners and thus do not bring any

additional value if a bank loan can be acquiredight from the bank.

Risk and WACC comparison

Table 10 shows that the lowest WACC is in the coration of a bank and a public
financing source. This also has the highest rigklléor the current owners. It should
be noted WACC is calculated through financial pland the APR level of 20% per

year is uncertain, unlike the WACC level in twoetliorms of capital.

Table 10: Risk and WACC comparison

Source Owners risk €[Owners risk % [WACC

Bank and private 20000 € 50%| 12,10%
Public and private 20000 € 50%| 11,51%
Bank and public 40 000 € 100 % 5,02 %
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6. CURRENT OWNERS POINT OF VIEW

Decision process

Current shareholders had a meeting BoffFebruary 2011. In this meeting the risks
and WACC of the capital offered to them from diffiet sources were analyzed. This
outcome is purely from the current owners’ poinvieiv (MML-Resources Ltd.,
2011).

Private investors

The advantages of private investors were on thesrde and disadvantages in the cost
of capital. Private investors take the risk to teetwes when investing in the target
company. This reduces the risk taken by the cuwemiers of the company. Private
investors that are also clients of the case compard/themselves and their current

employees to the company and so bring additiorakeva it.

Table 11: Private Investors Pros and Cons

Private investor [Pros Cons
Risk Completely on the investor | -
Wacc - High cost of capital rate

Venture capitalist

Venture capitalists did not offer any capital, salaation was not needed.

Banks

Banks offered the lowest cost of capital compaceather sources, but the risk level of
the current owners is high, because they needdmgtee the loan personally. The
current owners thought this source could be usgrhdf the company’s financing
because it makes the current owners more commdatdee company and also shows

the private investors that the current owners arsmitted.

Table 12: Bank pros and cons

Banks Pros Cons

Risk - Completely on current owner through guarantees

Wacc Low cost of capital | -
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Public sources

Cost of capital from public sources was higher thanks’ costs, because they only
offered loan guarantee. The cost of the guarantegdibe added to the bank loans
interest and it would have increased the cost pitaia They also require guarantees
from the current owners, which means that the ogvhear the risks. Also they require
approval for all shareholder changes in the compahich would have brought more
bureaucracy to the company. Current owners didust to bind themselves or the
company to a bureaucratic and expensive instifuteeicapital could be acquired

elsewhere.

Table 13: Public source pros and cons

Public source Pros Cons

Completely on current owner trough guarantees,
bureaucracy is high —hard to make changes inside

Risk - the company
Wacc - High cost of capital compared to straight bank loan
Comparison

Table 14: Comparison of Pros and Cons

Comparison Pros Cons Total

Banks 1 1 0
Private investors 1 1 0
Public sources 0 2 -2

All sources had pros and cons from the current osvp®int of view. Banks and

private investors scored 0 points and public se@qoints.

Banks had a low level WACC and they got a pointrfithat. Private investors require
greater return on their investment, which liftsittACC and this made them loose
one point. Public sources add their interest ard fe banks WACC, which was

considered negative among current owners.
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On the risk side, the fact that banks require guees from current owners made them
loose a point. Investments by private investoraaloneed to be guaranteed by current
owners and so it is risk free from the current omsrpoint of view. This brought a point
to private investors in risk evaluation. Public s@s$ require guarantees from current

owners to their loan guarantees and thus lostrat froim risk assessment.
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7. CASE COMPANY'’S POINT OF VIEW

From the case company’s point of view we can olestrese options through balance
sheet and income statement forecasts. The foreaastame basic figures of sales and
expenses; only the impact of APR from differentrses is affecting ratios and figures.

Five year average ratios and figures are compareddh other.

7.1 Balance sheet ratios

Debt ratio

Debt ratio shows that only through private investitie company can have its debt
equity ratio in a level that if more capital is ded in first two years, it can be required
from several sources. The ratio of public and bark77 in first year and requiring

more capital from banks is hard with this kind ebtratio.

Table 15: Debt Ratio

Debt ratio

Debi ratio (Total Liabilities / Total Assets) 1styear 2ndyear 3rdyear 4thyear 5th year

Publicand private
Private and bank
Publicand bank

Current ratio

Current ratio shows that the current asset comparedrrent liabilities are in good
level with each possibility. Only slight differerebetween options can be seen. The
combination of private investor and bank capitakgithe best average level in five

years.

Table 16: Current ratio

Current ratio

Current Ratio (Current Assets / Current Liabilities) 1styear 2ndyear 3rdyear 4thyear 5th year

Publicand private
3

7
Private and bank
Publicand bank
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Working capital

Working capital level shows that the working calpaimounts are almost in the same
level with combinations of public source and préevatvestors and private investors
and bank loan. Public source and bank loan combméills behind over 15 000€
from the second best choice. In this case alsadh®ination of private and bank loan
Is the best choice with 208 308€ of working capatetrage in five years.

Table 17: Working capital

Working capital

Working Capital (Current Assets - Current Liabilities) Istyear 2ndyear 3rdyear 4thyear 5th year

Publicand private 206779€
Private and bank 208036 €
Publicand bank 191605 €

Assets to equity ratio

Assets to equity ratio gives almost the same in&tion as debt ratio. This shows that
public source and private investor combination ndate investor and bank loan
combination are on the same level. Public sourdebamk loan combination falls
behind also in this ratio.

Table 18: Assets-to-Equity Ratio

Assets-to-Equity Ratio
Assets-to-Equity Ratio (Total Assets / Owner's Equity) Istyear 2ndyear 3rdyear 4thyear 5th year

Publicand private -

1,6
Private and bank
Publicand bank

Debt to equity ratio

Debt to equity ratio also gives the same kind &nmation than debt ratio and assets
to equity ratio. It shows that public source angaie investor combination and private
investor and bank loan combination are in sameyear average ratio level. Public
source and bank loan combination shows a lot biggger and tells that the case
company’s financing is concentrated on debt moae thwner’s investments.
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Table 19: Debt-to-Equity Ratio

Debt-to-Equity Ratio Average

Debt-to-Equity Ratio (Total Liabilities / Owner's Equity) Istyear 2ndyear 3rdyear 4thyear 5thyearfRER

Publicand private 0
0

Private and bank
Publicand bank

7.2 Income statement figures

Total expenses

The total expenses field of the income statememivstihat the cheapest five-year
average level of a loan is in the combination ofade investors and bank loan. Public
source and bank loan combination generates ovdr €®ore expenses yearly than the
cheapest choice. Public source and private investmbination is also slightly more

expensive than the combination of private invesémd bank loan.

Table 20: Total expenses

Total expenses

Total expenses in period

Public and private
Private and bank
Publicand bank

Net income

Table 21: Net Income

Net income

Net iuncome in period

Public and private
Private and bank
Public and bank

5th year

5th year

Net incomes comparison shows us the same inform#iemn expenses comparison.

Because of the taxes the cap between choicestismdller, but the information is that

private investors and bank loan combination brizgsost a 1000€ yearly more income

to the company.
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Net income till date

Net income till date shows the actual differenca the cost of capital brings to the
case company’s income in five years. The combinatiqprivate investors and bank
loan brings almost 4500 Euros more income to tmepamy than the combination of
public source and bank loan. The figures in thdipiource and private investors
combination show that the difference to best chge this case more than 1000

Euros in five years.

Table 22: Net Income till date

Netincome TD
Net income till date Istyear 2ndyear 3rdyear 4thyear  5thyear

Public and private
Private and bank
Public and bank
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7.3 Comparisons

Comparisons were calculated by giving one poirthéocombination with best ratio or

figure of each ratio and figure compared before.

Table 23: Comparison of BS and IS figures

Mixture

Ratio/Figure Public and private |Private and bank [Bank and public
Balance sheet Debt ratio

Current ratio

Working capital

Assets-to-equity ratio

Debt-to-equity ratio

BS total points
Income statement |[Net expenses
Netincome
Netincome TD

IS Total points

Balance sheet ratios

The private investor and bank loan combination thadbest ratio in all balance sheet
ratios, so it gets five points. Three of the ratiese the same also with public source
and private investor combination, so this comboragiets three points. Bank loan and

public source combination gets no points from bedasheet ratios or figures.

Income statement figures

In the income statement figures the private invassamd bank loan combination
collected all three points. This means that whesséhcombinations are analyzed from
the income point of view, private investors andliban combination is obviously the

best one.
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Total points

Eight points was the maximum amount of points is tomparison. As noticed before,
the private investors and bank loan combinationadjaif the possible eight points.
This means that with these comparison method<legly the best source to acquire

capital for the case company.

The second best choice would be the combinatigoublic source and private
investors. It scored three points in total and natsfar behind in at any section. The
bank loan and public source combination did no¢irezany points in this comparison
and was the most expensive source when comparogie. It also had most
unwanted ratios in balance sheet ratios and saiaali capital acquirement for the

company would be harder with this source of capital
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8. CONCLUSION

The current owners of the target company decideséoprivate investors and bank
loan for acquiring capital. Both of them guararaeE) 000€ loan from the bank, which

has to be calculated as their risk.

Private investors can invest in the company by mgy8-shares from the company. The
company buys these shares from the current owneea weeded. Maximum shares
bought by the target company is 20% of the totatetiand it is decided that the
company can sell them forward with a minimum po€000 € per percentage of the
total shares and acquire up to 40 000€ capitdleacompany’s equity through these

sales. This is so called risk-free capital for¢herent owners.

Acquiring capital to a small company such as tingetacompany is not easy during
these times. As told none of the venture capitabstpanies were interest in investing
and public sources offered only loan guaranteds gh interests and risk levels.
Also in the bank sector the loan was granted witloiside guarantees only from one
bank with a bearable level of cost of capital. Aflsm the private investors’ the only
ones offering capital were the ones who alreadykilne company or its current
owners. In other words, personal contacts were stithe only sources where the
capital could be acquired; all financial sourcdenfig capital had already some

contacts to the company’s current owners.

The outcome of the research applies only to the caspany and cannot be
generalized to any other small and medium sizergmses as such. The research might
give some outlines for small and medium size congsamperating in same or similar
business field than the case company. Governm@piosuis targeted to industrial and
production companies, so to companies operatitigisrkind of business, more capital
sources are available. Also the cost of capitllvwger when investing to some tangible

assets, not just to guarantee company’s cash fhaloperational funds.
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