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General types of debt 

financing: 

• Long-term loans

• Short-term loans

• Overdrafts

• Leasing

Characteristics of debt 

financing:

Long-term loans: repayment terms may be up to 15 

years; may have covenants attached; potential 

security against business property/other.

Short-term loans: usually for specific purposes such 

as working capital, capex, investment, other; 

repayment terms may be up to 7 years but may be 

shorter.

Overdrafts: usually for working capital or other 

seasonality needs; generally expected to go into 

credit for a period of time each year.

Leasing: can be either finance or operating lease.

COVID-19 related SBCI or 

Future Growth Loan 

Schemes

These short-term loans were introduced to help 

businesses during the cashflow challenges of COVID-

19.  They will be in addition to existing loans and are 

probably unsecured.

Examples of loan covenants:

Loan-to-value (LTV) ratio: This compares the 

amount of the loan in relation to the value of the 

asset secured against it.

Debt service cover (DSC) ratio: This is the cash 

available for debt service/annual debt service cost to 

include interest and principal.

Interest cover ratio: The number of times that the 

EBITDA (Earnings before Interest Tax Depreciation 

Amortisation) covers the interest payments on the 

loan.

Directors’ remuneration: There may be a limit on 

how much a director can take from the business in a 

given year.

Capital expenditure (CAPEX): There may be a limit 

on the total CAPEX spend in a given year. Any 

additional CAPEX would then need bank approval.
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Loan evaluation:

A bank will typically evaluate a loan on an annual 

basis after the business has provided the end of year 

audited accounts. The covenants will be checked but 

also other elements such as gearing or ability to pay 

in the future.

Gearing can be important as this will take into 

consideration total debt compared to total equity, so 

will include all loans, any warehoused tax debt, other 

creditors etc.

Non-Performing Loan (NPL)

Non-performing loans, or “NPLs”, are bank loans that 

are subject to late repayment or are unlikely to be 

repaid by the borrower. (Source: www.ec.europa.eu).

A loan is generally deemed non-performing when 

more than 90 days have passed without the borrower 

paying the agreed instalments or there are signals 

that the borrower is unlikely to repay the loan.

What does becoming a Non-

Performing Loan mean?

If your loans are considered non-performing, then it 

will be important to work with the bank to look to 

have the loans performing again. The business/loans 

may be moved into the “solutions” section in the 

bank.

What is Forbearance?

This is a support mechanism granted by lenders to 

borrowers who require support.

During COVID-19, options such as moratoriums, 

interest only, term extension, for example, were 

offered to businesses. At the end of the forbearance 

agreement the business would then return to 

payments. 

http://www.ec.europa.eu/
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Solutions Department in the 

Bank

This department in a bank is an area where the 

business will have a different relationship manager 

who will work with the business to help restructure 

the loans and return the loans to performing status if 

possible.

There may be new covenants or requirements of the 

business while they are in this section of the bank, for 

example, more reporting, limited capital expenditure, 

approved spending, etc.

Restructuring Options

The bank would work with the business to restructure 

their existing loans. An example may be where an 

overdraft/short-term loan is rolled up into a longer-

term loan, where the repayments may be smaller but 

over a longer period.

Communication

It is important to communicate with your relationship 

manager and understand/know any covenants you 

have on your loan and/or requirements the bank may 

have.

Be sure to stay on top of the financial side of your 

business – understanding profitability, cashflow, 

working capital requirements, loan facility 

requirements, etc.

Requirements for 

refinancing or new lending

The lending institution may look for the following:

• Audited accounts

• Management accounts

• Future projections

• Bank accounts

• Debtor/Creditor listing

• Tax status confirmation

• Other outstanding liabilities

• Business Plan (optional – depending on the level 

of debt being sought).


