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Capital Management

The key factor of capital management for a private business is whether the
company is achieving a sufficient return on the capital it is using.
Consequently, the financial return that the company is generating must be
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Capital Management

For the purpose of this guide, the issue of
capital management will be canvassed in the
context of Capital Enhancement and Equity
Release.

Capital Enhancement

Capital enhancement strategies permit
companies to improve their return on capital
and optimise the use of business assets. This
can provide an increase in the working capital
available and augment the overall value of the
enterprise.

For private business owners, the appropriate
use of debt can conserve the amount of capital
that is required to operate a business. This can
allow the business owners to achieve a greater
return on the capital being deployed.

The typical measures of capital efficiency are
Return on Assets (ROA) and Return on Equity
(ROE).

A ¢ o mpRetary aih Assets is:
Net Profit After Tax / Total Tangible Assets

This ratio indicates the efficiency of total
assets used by a business. A low ratio may
reveal that the company has too many assets
to support its operations and could therefore
improved its position through the sale of
surplus assets and a reduction in borrowings.

A company 0 BquitRie dalculated a® n

Net Profit After Tax/Own er s 0

This ratio indicates the return the owners are
receiving on the capital they have contributed
to the business. A low ratio can be improved by
substituting debt for equity in the company.
However, higher levels of debt can also
increase the risk profile of the business.

Equity Release

Equity release is a process that allows the
company owners to release value by
converting business assets into equity.

Equity

This can enable the additional capital to be
investment back into the business to fund
growth or acquisitions or allow for external
investment in personal wealth creation
strategies and superannuation.

The full benefit of many business assets is
often not realised in small and medium private
companies. Just as individuals can release the
equity in their homes, businesses can release
the equity in the variety of assets that they
own. Factory equipment, vehicles, stock,
debtors and commercial property are all
examples of assets that can be utilised to
allow a business to access increased funds.

When assessing the return that is being
achieved on corporate assets (see formula
above), and thus the potential equity that can
be released, it is important to consider
revaluation issues. For example, a business
may have previously acquired property for $5m
that is currently worth $10m. From a capital
management perspective, the return being
realised needs to be assessed against the
current value (ie $10m). Equity release is one
method to assist with this.

Asset Management

Effective asset management ensures that the
assets utilised within a business to generate a
return are not placed at unnecessary risk.
Often, owners of private businesses will have
used personal assets or given personal
guarantees in order to raise the -capital
required to start a business.

Asset protection facilitates the reasonable
removal and separation of relevant personal
assets, cross security arrangements and
director's guarantees from the business. This
enables personal assets to be properly
protected and available for other wealth
generating purposes.

It is important that private business owners
structure their financial affairs in such a way
that in the event of unforeseeable business
decline or failure, only the capital contributed
directly to the business is placed at risk.
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The specific asset protection tactics that can

be adopted in each instance will vary
depending on the assets involved in a
particular business. Generally, key asset
protection issues can include:

e The possibility of securing, through a

registered charge over the company, any
loan funds lent to the company by directors
or related parties.

o The benefits of separating real property and
company assets from the main trading
entity.

o The protection of personal assets through
the use of corporate and trust structures.

e The potential downside of director
guarantees and how to limit their use
without restricting a b u s i n acsessots
capital.

State Equity Expertise

State Equity has considerable experience in

the the management of capital and asset
issues. We are able to assist companies by
benchmarking the return on captial that is
approprate for various industries and asset
classes. To improve the use of capital and
corporate assets, we initially undertake a
detailed appraisal of t
sheet and lending collateral,  whilst
determining the objectives of the business and
personal goals of the owners. This may lead to

a subsequent restructure of asset classes and
business cash flow, which can help the
company reduce its depende
equity and increase its borrowing capacity for

growth or investment. This can enable

businesses to reduce the cost of funding whilst

improving the return on the capital employed

in the business.
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Disclaimer

This guide is provided for general information purposes only and does not consider any specific objectives, situations or needs that you
may have. You should not rely on the information provided in this guide. State Equity accepts no duty of care or liability to you or
anyone else regarding this guide and is not responsible to you or anyone else for any loss suffered in connection with the use of this
guide or any of its content. For specific advice, please contact State Equity.
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