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Business Insights

UNLOCKING FINANCIAL FLEXIBILITY:

Explore the Benefits of a
Business Line of Credit

IT'S A SOURCE OF QUICK FUNDS TO

COVER EXPENSES AND KICKSTART GROWTH

Most businesses have a few basic needs in common: collect receivables
from customers, pay employees and vendors, and reinvest in business
growth and success. It may be basic business, but it’s rarely as simple
as it sounds. When companies find themselves temporarily short on
cash, they need a convenient way to borrow money to bridge the gap.
That’s when a business line of credit can help.

Read on to learn how business lines of credit work, how to get one,

and how they compare to other financing options.

e What is a business line of credit?
A business line of credit is a revolving loan that
provides easy access to the cash it needs to cover
expenses. Unlike a traditional business loan, a line of
credit doesn’t involve a lump sum disbursement. It’s
more like a credit card, allowing the company to borrow
funds as needed and pay interest only on the amount
withdrawn. Business lines of credit typically carry
much lower interest rates than credit cards, and they
can be used for a wider variety of expenses.

e Do I need one?
Most small and medium-sized businesses occasionally
need more working capital. Having a little more cash
on hand can help them to do things like cover payroll
or rent or pay vendors and suppliers on time. A cash
shortage isn’t necessarily a sign that the business
is failing; more often, it’s because the business isn’t
collecting revenue from customers as quickly as
expected, creating a cash flow imbalance. A business
line of credit can cover those gaps in the cash cycle,
helping you meet your obligations and stay in good
standing with your employees and vendors.

Some companies also use a business line of credit to
finance growth activities. For example, using the money
to acquire more inventory and hire additional staff
might help you capitalize on an opportunity to take on
anew major customer.

e How do I qualify?

Banks offer lines of credit in several ways, depending
on the credit limit required, the size of the borrowing
company, how well established it is and its
creditworthiness. Newer companies with shorter credit
histories may need to obtain a secured line of credit,
which requires the business to put up collateral such as
real estate or equipment. For many startups, banks may
look at the creditworthiness of the individual owners.

Larger businesses that are more mature and have
strong sources of repayment may qualify for an
unsecured line of credit. Although no collateral is
required, the lender may still maintain certain rights
and remedies, such as placing a lien on business assets
such as accounts receivable.



e Is there a "right” way to use a e Choosing the right lender

business line of credit? While it may seem like a loan is simply a loan, not
A business line of credit is intended to be a convenient all lenders are alike. An experienced partner who
source of quick cash while helping your company build understands your business can help you get the
a solid credit history that will serve you well on future best financing to meet your needs.
loan applications.

Itis a good idea to shop around to compare fees,
But just because you can use the line of credit for almost interest rates and terms of service for the line of credit,
anything doesn’t mean you should. A line of credit is which might amount to a material impact on your
best for regular operating expenses that the company company’s finances. At the same time, building a
can pay back quickly. Major purchases like vehicles or relationship with a bank (and a banker) you trust
construction projects are better served by other business can also add value.

loans, which typically offer lower longterm rates.

Business owners should also ensure they don’t become
overly reliant on their line of credit. Facing the same cash
flow problems month after month could indicate it is
time to address operational inefficiencies, consider some
process improvements or find new ways to cut costs.

We're here Reach out to a trusted advisor at Frost to learn if a line of credit is right for your business.

to help.
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