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What is Contract Financing and What is Contract Financing and 
how does it benefit you?how does it benefit you?

Contract Financing (or monetizing) is a very flexible financial Contract Financing (or monetizing) is a very flexible financial tooltool
providing a number of capital options providing a number of capital options -- much less expensive andmuch less expensive and
onerous than equity or subonerous than equity or sub--debt.  So long as there is an equipmentdebt.  So long as there is an equipment
component, contract financing can be used to:component, contract financing can be used to:

Acquire equipment necessary for the fulfillment of a service or Acquire equipment necessary for the fulfillment of a service or supply supply 
contractcontract
May provide much needed working capital to run your clientMay provide much needed working capital to run your client’’s business s business 
and/or develop infrastructure to facilitate the contract serviceand/or develop infrastructure to facilitate the contract servicess
Refinance existing equipment and improve cashflowRefinance existing equipment and improve cashflow
Accelerate contract revenuesAccelerate contract revenues
EntreEntre’’ to repeat businessto repeat business

Each transaction is a custom product designed to meet the needs Each transaction is a custom product designed to meet the needs ofof
your clientyour client’’s ends end--user/customer. user/customer. 



Industrial & Commercial 
Leasing Company

(Lessor/Lender)

Service/Equipment
Provider 

(Lessee/Debtor)

Investment Grade 
Customer

(End User/Obligor)

Lockbox(U
nc

on
di

tio
na

l P
ro

m
is

e 
to

 P
ay

)
A

ss
ig

nm
en

t o
f C

on
tra

ct

Fu
nd

s (
EQ

. C
os

t)

V
ar

io
us

 C
on

tra
ct

(U
nc

on
di

tio
na

l P
ro

m
is

e 
to

 P
ay

)

V
ar

io
us

 C
on

tra
ct

Fu
lfi

llm
en

t

Full Contractual Payment

Balance of Pmt
(Contract Fees)

Minimum Required Pmt

Contract Financing Flow Chart 

Minimum required payment must be non-cancelable



Where Can Contract Monetization Work?Where Can Contract Monetization Work?

Small and Medium Sized CompaniesSmall and Medium Sized Companies: that have fixed term contracts with : that have fixed term contracts with 
investment grade entities.  Contract Monetization gets the supplinvestment grade entities.  Contract Monetization gets the supplier funds ier funds 
upfront to acquire equipment and working capital to fulfill the upfront to acquire equipment and working capital to fulfill the contract.contract.

••Municipal and Commercial Investment Grade EntitiesMunicipal and Commercial Investment Grade Entities: which need to : which need to 
acquire goods or services but are not able to purchase or lease acquire goods or services but are not able to purchase or lease at this time.  A at this time.  A 
rental or service agreement can be written between the supplier rental or service agreement can be written between the supplier and investment and investment 
grade entity.  Monetization gets the supplier the funds upfront.grade entity.  Monetization gets the supplier the funds upfront. Investment Investment 
grade entity can achieve their off balance sheet objective.grade entity can achieve their off balance sheet objective.

••Software TransactionsSoftware Transactions:  A service or rental contract can be written between :  A service or rental contract can be written between 
the software supplier and the investment grade entity.  Contractthe software supplier and the investment grade entity.  Contract monetization monetization 
gets the software supplier the funds upfront.  Investment grade gets the software supplier the funds upfront.  Investment grade entity can entity can 
achieve their off balance sheet objective.achieve their off balance sheet objective.



Components of a successful Components of a successful 
Contract FinancingContract Financing

End user must be an investment grade entityEnd user must be an investment grade entity
There must be a necessary equipment component There must be a necessary equipment component 
End user must provide a fixed, determinate, nonEnd user must provide a fixed, determinate, non--
cancelable payment streamcancelable payment stream
Early involvement of Industrial & Commercial Leasing Early involvement of Industrial & Commercial Leasing 
Company (although can be successfully done by an Company (although can be successfully done by an 
amendment to an existing contract)amendment to an existing contract)
Strong motivation on the end userStrong motivation on the end user’’s part to have service s part to have service 
and/or equipment provided and/or equipment provided 
Proprietary contract language makes it easier for your Proprietary contract language makes it easier for your 
client to say yesclient to say yes
Term of contract should be 2 years or more, (preferably Term of contract should be 2 years or more, (preferably 
3 years)3 years)



Motivation for agreement Motivation for agreement 
by end userby end user

May save a significant amount of money May save a significant amount of money 
May generate a significant amount of revenueMay generate a significant amount of revenue
Access to a unique product or serviceAccess to a unique product or service
Off balance sheet treatment; contract is a Off balance sheet treatment; contract is a 
contract for services and payment for those contract for services and payment for those 
services is an expense.  As they are services is an expense.  As they are notnot
financing equipment, nor do they have financing equipment, nor do they have 
ownership in the equipment, there is no ownership in the equipment, there is no 
traditional traditional ““financing costsfinancing costs”” to the end userto the end user



LetLet’’s get starteds get started
Your company uses the Industrial & Commercial Leasing Company Your company uses the Industrial & Commercial Leasing Company 
checklist to identify a potential contract finance transactionchecklist to identify a potential contract finance transaction
Industrial & Commercial Leasing Company develops a term sheet Industrial & Commercial Leasing Company develops a term sheet 
and creates a proposal for your portfolio company or your potentand creates a proposal for your portfolio company or your potential ial 
clientclient
Client carefully reviews the proposal, signs and returnsClient carefully reviews the proposal, signs and returns
Client provides a copy of their standard contract for legal reviClient provides a copy of their standard contract for legal review ew 
(proprietary language to be inserted by Industrial & Commercial (proprietary language to be inserted by Industrial & Commercial 
Leasing Company)Leasing Company)
Client confers with their end user to review contract language (Client confers with their end user to review contract language (with with 
Industrial & Commercial Leasing CompanyIndustrial & Commercial Leasing Company’’s assistance) s assistance) 
Gain agreement in purchasing (with Industrial & Commercial Gain agreement in purchasing (with Industrial & Commercial 
Leasing CompanyLeasing Company’’s assistance) s assistance) 
Move to legal (Industrial & Commercial Leasing Company negotiateMove to legal (Industrial & Commercial Leasing Company negotiates s 
the language with the end userthe language with the end user’’s legal department)s legal department)
Upon agreement and execution, the transaction in fundedUpon agreement and execution, the transaction in funded



Overcoming typical roadblocks to Overcoming typical roadblocks to 
success success 

ASKASK the end user to agree to the contract the end user to agree to the contract 
language (language (askask is the most powerful word in the is the most powerful word in the 
universe)universe)
Remind the end user of initial motivation for Remind the end user of initial motivation for 
entering into contract entering into contract 
Gain general agreement in customerGain general agreement in customer’’s s 
purchasing department; specifics worked out in purchasing department; specifics worked out in 
legallegal
Let us help you negotiate with the end user Let us help you negotiate with the end user 



Compare Contract Financing to traditional fundingCompare Contract Financing to traditional funding

Contract Financing Contract Financing BankBank Venture/InvestorsVenture/Investors

Funding ApplicationsFunding Applications No Industry LimitationsNo Industry Limitations TraditionalTraditional StartStart--Up Up 
Expansion/Growth MezzanineExpansion/Growth Mezzanine

RecourseRecourse Limited to equipment Limited to equipment Yes: Funding is recourse to borrower Yes: Funding is recourse to borrower 
and often personaland often personal

Yes: Funding is recourse to borrowerYes: Funding is recourse to borrower

Funding ScopeFunding Scope $1 million and up$1 million and up Limited by department and credit Limited by department and credit 
review committeesreview committees

Highly variable and dependent on Highly variable and dependent on 
fund size fund size 

Monetized Amount Monetized Amount Up to 100% net present value of Up to 100% net present value of 
fixed payment streamfixed payment stream

Typically 10% Typically 10% -- 50%50% Typically 10% Typically 10% -- 70%70%

Interest RateInterest Rate Fixed: Competitive Fixed: Competitive Not Fixed: May be competitiveNot Fixed: May be competitive Not Fixed: Not CompetitiveNot Fixed: Not Competitive

Fees or Equity GrantsFees or Equity Grants Documentation & Legal OnlyDocumentation & Legal Only Closing & renewable feesClosing & renewable fees Typically Fees AND EquityTypically Fees AND Equity

Time to CloseTime to Close 22--4 Weeks average4 Weeks average 90+ days 90+ days 6 mos 6 mos –– 18 mos18 mos

Repayment StructureRepayment Structure Customized to suit specific cash flow Customized to suit specific cash flow 
needs of project including option to needs of project including option to 
defer start of repayment defer start of repayment 

Restrictive/RigidRestrictive/Rigid 55--7 yr 10x Investment return 7 yr 10x Investment return 
expectationexpectation

Security/CollateralSecurity/Collateral Assignment of unconditional promise Assignment of unconditional promise 
to pay from investment grade entityto pay from investment grade entity

11stst Lien position on tangible assetsLien position on tangible assets Control Control 

OversightOversight NoneNone Audits, frequent reviews Audits, frequent reviews –– life of life of 
loanloan

Board representationBoard representation

DocumentationDocumentation Efficient Efficient –– prepared inprepared in--househouse Litigious and ExtensiveLitigious and Extensive Litigious and ExtensiveLitigious and Extensive
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