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range County remains the economic engine leading Southern California, accelerating
job creation in diverse industries and making it a Mecca for entrepreneurs. The Orange

County Business Journal has asked some of the community’s top experts in the field to share
their insights on the biggest challenges and key issues that entrepreneurs face today.
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Bridge Bank
Bridge Bank is a full-service, professional business bank headquartered in Silicon Valley and serving companies
nationwide. From the very beginning in 2001, our goal has been to offer small- and mid-market businesses across many
industries a better way to bank. Whether we are helping our clients disrupt an industry or remain competitive in their
changing environments, our bankers are personally invested in the success of their clients and provide the tools and
guidance they need to succeed. Bridge Bank’s product offering includes growth capital, equipment and working capital
credit facilities, and treasury management solutions, along with a full line of international products and services and
financing secured by domestic, government and foreign receivables.

K&L Gates
K&L Gates’ Orange County lawyers serve a wide range of multiple industry sectors, including life sciences, financial
services, technology, manufacturing, construction, entertainment, hospitality, health care, food services, retail and
energy. Our seasoned lawyers have deep roots in the legal and business communities, and work seamlessly within a
number of industries to provide integrated advice and counsel to clients across diverse practice areas. Our lawyers
collaborate across the international network of offices to handle any transaction with ease. The success of our Orange
County office reflects its strategic location in this fast-growing and highly diversified area of Southern California.

KSJG
KSJG’s unique philosophy is that we are a business partner within our clients’ management teams. Teamwork and
passion are the foundation for success at KSJG. We stay keenly involved with each client to ensure the ultimate goal of
maximizing profits. We pride ourselves in providing quality professionals who are attentive and form long-term
relationships with clients, making their financial success our top priority. KSJG focuses on privately held Southern
California-based companies. Generally, our clients’ annual revenues place them in the upper middle market segment.
So many of our clients are family-owned, and are most often in their second or third generation of ownership. They are
excited and passionate about their businesses and we like that, because we’re passionate about what we do too. Our
expertise runs across many different sectors. We specialize in manufacturing, distribution services, construction, real
estate, mortgage banking, assisted care living, retail, not-for-profit and employee benefits.

OneWest Bank N.A.®
OneWest Bank N.A.® was founded as a regional bank in Southern California, dedicated to customer service and a
commitment to the community. Our executive team is comprised of industry-leading experts who reside in Southern
California and understand the local market and economy. Our mission is to help you achieve your financial goals One
Person at a Time® and One Business at a Time®. We provide customized lending solutions up to $400 million and a
complete suite of treasury management products to help your business succeed. We offer an outstanding suite of
deposit, lending, private banking and investment advisory services.
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“Only by assessing [a company’s
financing, operations and exit]
can an effective determination be
made as to the choice of entity
and residency to minimize taxes.”

– Stephen Freeman
Partner

K&L Gates

“

”

u Taxes in California are some of
the highest in the nation, should
entrepreneurs consider moving their
businesses to a more tax-friendly
state?

Larry Gregson, KSJG: This can definitely
be a consideration, however you need to
consider the cost of moving your business
versus the tax savings moving would yield. To
get the greatest benefit, ownership would have
to move their personal residence as well,
which is a big deal for many reasons. Another
major consideration would be, knowing how
many of your employees would make the
move with you. If current employees don’t
move, will the new location have sufficient
talent pools to fill your staffing requirements?

Stephen Freeman, K&L Gates: Tax is just
one of the many factors that entrepreneurs
must consider when deciding where to locate
their business. In my experience, it is not a
sole deciding factor. However, taxes have
been increasing in California, which certainly
has put additional pressure on the decision.
Some have considered expanding outside of
California rather than moving altogether.

u How can business owners
structure their organization and/or
residency to reduce their tax bill?

Stephen Freeman, K&L Gates: The
answer to this question depends on many
factors and cannot be generalized with
respect to business owners. Each situation
requires a careful analysis of the owner’s
circumstances. The use of a pass-through
entity (such as limited liability companies and
S corporations) is a popular choice for closely
held businesses, but the decision depends on
the owner’s short- and long-term goals.
Financing, operations and exit planning play
important roles. Only by assessing these
goals can an effective determination be made
as to the choice of entity and residency to
minimize taxes. These goals must be made in
the context of the owner’s overall objectives.
As I like to say, “taxes are not done in a
vacuum.” There are always competing goals.

Larry Gregson, KSJG: If their business is
in a tax-friendly state and their business is a
flow-through entity, then they can reduce their
California tax bill by moving to that state,
making it their primary residence by living
there at least six months and one day!

They can also make sure their business is a
flow-through entity and not a C Corporation,
which can avoid a potential double tax
situation!

continued on page B-44
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“Whether raising debt or equity,
[a] capital partner will likely have
a great deal of influence and
impact on your business. As
such, it is vital that there is a
common vision.”

– Michael Janett
Senior Vice President/Region Manager

Commercial Banking Group
OneWest Bank N.A.

“

”

u What is the key thing to know or
the most effective method to secure
the capital necessary to grow a
business?

Larry Gregson, KSJG: You need to have a
very detailed business plan that addresses the
key areas of the business. This plan should
have well-thought-out financial assumptions
and budgets to match the business plan.

You need to be realistic in what your cash
needs will be. More often, I see businesses
understate their needs, which sometimes
doesn’t give them enough time to make their
ideas work!

You also need to understand all of the ways
to raise capital or finance debt and understand
all of the terms, what you’re giving up and the
costs involved. Debt financing is much
cheaper than capital!

Michael Janett, OneWest Bank N.A.: The
first step is to determine the type of capital
needed. Capital comes in many forms,
ranging from debt to equity. The business’s
current capitalization and projected growth will
influence the appropriate and efficient type of
capital to raise. Once the type of capital is
determined, the next decision is selecting the
right “capital partner,” which is a critical
decision for an entrepreneur. Whether raising
debt or equity, this capital partner will likely
have a great deal of influence and impact on
your business. As such, it is vital that there is
a common vision. The best way to achieve
this is through careful due diligence and
evaluation. Being partnered with the right
bank or investor is more important than the
cumulative cost difference over the lowest
priced alternative.

u What are some keys to selecting
the right lending partner?

Michael Janett, OneWest Bank N.A.:
Selecting the right lending partner takes
time. Ideally, the due diligence process
should start before needing a new lending
partner. This applies even to companies that
have had the same banking relationship for
10 years. The right banking partner for a
company today may not be the right one in
the future, as needs generally change with
growth. Consider whether the prospective
lender is familiar with the needs and trends
in your industry, and with other companies at
your stage of maturity or place in the market.
What is your assessment of the lender’s
financial strength? What level of attention
can you expect as their customer? What
other products and services do they offer to
support your business? These kinds of
conversations can enable business owners
to build and maintain backup relationships
so that they are prepared to engage other
institutions as the need arises. continued on page B-46
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Caroline Harkins, Bridge Bank: Select a
banker the way you select any key business
partner, like a CPA or attorney. You need a
banker who will provide guidance and
assistance, someone who will anticipate your
needs and understand what’s going on in
your business. The best financial partners
strive to see in advance the things that would
help you manage your business, improve
operations and profitability.

The best bankers will think proactively on
your behalf, “The company is sending X
dollars to India monthly to support an R&D
team. I wonder if they are managing that
foreign exchange risk and cost in the most
efficient way possible. We should offer to
consult with them on that.”

Experienced financial managers love to
have someone show them something that he
or she had never thought of before. Pick a
banker who knows your business and is
experienced enough to be a real partner. A
commercial bank is not just a place to put
your cash. You want somebody who is going
to be an instrumental part of managing your
business.

Larry Gregson, KSJG: A good lending
partner should know or want to know your
business and industry. The selected lender
should have a stable track record of
employment, meaning they are not changing
banks every two years.

The lender should be a consistent lender
with very little variation in their lending
policies and practices.

The selected lender should have the
capacity to grow with you and your borrowing
needs. They should be able to provide a long
list of other services to assist you in your
financial needs.

u Once you’ve entered into a loan
with a bank, how do loan covenants
strengthen your relationship with
the bank?

Caroline Harkins, Bridge Bank: Financial
covenants are set to let the borrower and
lender know when it’s time to “have a
conversation.” Some financial managers fear
that if they trip a covenant, the bank will
suddenly take a very risk-averse position,
possibly calling the loan. Very often these
events can be managed or resolved in a
manner that allows the company and bank to
move forward and maintain the relationship. If
your business is 20 percent off of its revenue
plan, you and your banker should be having a
conversation about what’s going on in the
business. The earlier that conversation
happens, the easier it is for your banker to do
the work necessary to advocate for the
company.

Ideally, the covenant will be set to trigger in
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advance of what might be a dramatic
change in business performance.

Michael Janett, OneWest Bank N.A.:
Covenants are conditions spelled out in the
loan agreement and agreed to upfront
between the borrower and lender(s).
During the due diligence process, the
borrower shares their business plan (e.g.
multi-year forecast, borrowing needs,
CAPEX needs, plans for growth, etc.) with
the lender. The lender and the borrower
then negotiate appropriate covenants (both
financial and non-financial), which are
incorporated into the loan agreement. The
purpose is to establish a common
understanding of the expectations and
boundaries of the agreement while
allowing for flexibility. Covenants
strengthen the relationship because they
lay out the specific financial and non-
financial criteria the company plans to
observe in managing the business. This
reduces the chance for misunderstandings
and surprises.

u How do you determine what
form of debt financing is right for
your business?

Michael Janett, OneWest Bank N.A.: A
company’s current financial position,
growth plan and borrowing needs generally
determine which form of debt
financing/product is appropriate.
Sometimes, a company’s financial profile is
conducive to a very “black and white”
financing solution/structure while other
times, a company may have options for
different types of financing structures. In
these situations, it’s beneficial to engage
knowledgeable and experienced bankers
to determine the an optimal product and
structure to fit the situation. For example, a
company may have a relatively high
borrowing need and a large percentage of
collateral consisting of inventory. Some
banks may suggest a formal ABL (“Asset
Based Lending”) structure, while other
banks may suggest a formula borrowing
base structure. These two structures have
different requirements and costs. This is an
example of why it’s important to engage
with several bankers in determining the
options available and the benefits and
potential drawbacks of each.

Caroline Harkins, Bridge Bank: That’s a
consultative discussion among a company
and its finance partners. If a company has
revenue and cash tied up in the accounts
receivable cycle, it should consider a
working capital line of credit, such as a line
tied to specific invoices or a collection of
invoices. With regards to more permanent
source of debt financing, a potential lender

will look at your business plan and determine
whether it can support typical financial
covenants and a term debt structure. If so,
then typically that’s the least expensive form
of term debt financing.

But if a company’s forecast won’t support
covenants, or you don’t want to be burdened
by managing covenants because there’s too
much uncertainty, then a venture debt
structure makes the most sense.

Banks also can be used in conjunction with
other financing partners. Banks are regulated
entities, and are limited in terms of providing
venture debt. But they can participate with a
venture debt provider and combine that with a
working capital line of credit from the bank.
That combination can be a powerful solution
because it gives short-term financing at a low
cost and flexible term debt that extends cash
runway to allow a company to execute its
business plan.

There are flexible, customized solutions for
each company, but it takes some digging into
the plan, market and financial history. A good
lender will conduct a diligent underwriting
process to determine pricing and structure
that meets a client’s needs.

u What type of company is asset-
based lending for?

Caroline Harkins, Bridge Bank: It is for
companies in growth mode that may not have
enough established revenues to the point
where they can get traditional loans. They
don’t have three years of profitability or Tier 1
venture capital funding. These companies
may have hit a few bumps in the road. Or they
were bootstrapped, and never had outside
equity. Now they’re hitting their stride, but that
lack of equity capital has caused them to miss
out on business opportunities.

What they can do is have a facility
specifically structured to help them reach
those goals.

For example, a computer company calls and
needs additional funding quickly because it
has a backlog of $15 million worth of orders.
In order to complete these orders, the
company needs working capital. With the right
bank relationship in place, the company could
then obtain working capital via a vendor
assurance program, which is similar to
purchase order financing.

u What do lenders look at when
financing based on recurring
revenue?

Caroline Harkins, Bridge Bank: It revolves
around the predictability and sustainability of
that recurring revenue stream. Some of the
important key metrics are customer retention
rates, contract terms, gross margin, growth
rates and customer acquisition costs.

“There are flexible,
customized [debt financing]
solutions for each company,
but it takes some digging into
the plan, market and financial
history.”

– Caroline Harkins
Senior Vice President/Southern

California Regional Manager
Bridge Bank

“

”
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“The best time [for owners to sell
their business] is when it’s a seller’s
market and the company is peaking
with high profits, and there is still a
long runway for the company to show
buyers their future potential.”

– Larry Gregson
Audit Partner

KSJG

“

”

A borrower with a high margin and sticky
customer base will get a much better
advance rate than a similar company that has
been experiencing high customer churn.

Even most legacy software vendors have a
sort of recurring revenue, often in the form of
a maintenance component. But it’s a less
predictable business model given the lower
recurring revenue stream, and it’s a longer
sales cycle, so these businesses will not
garner the same multiples on the debt side
that a SaaS business might.

It all goes back to predictability. If it’s a
good business, it can still get financing on
both the equity investment and debt sides.
But it will likely be looked at differently than
one with recurring revenue.

u When is a good time for owners
to sell their business?

Larry Gregson, KSJG: The best time is
when it’s a seller’s market and the company
is peaking with high profits, and there is still a
long runway for the company to show buyers
their future potential. Industry strength is
often the determining factor on driving the
sales price up or down.

Another consideration is when there are no
family members to pass the business down to
and selling becomes part of ownership’s
strategic succession plan.

There are also times when selling your
business becomes more attractive because
tax codes are favorable.

Stephen Freeman, K&L Gates: When they
don’t have to.

Michael Janett, OneWest Bank N.A.: The
right answer is “at the top of the market!”
Unfortunately, this point in time may not be
known. A better question to ask is when an
owner should be preparing the business for
sale. The answer is now. Every entrepreneur
should have conversations with their CPA,
attorney and banker on the perpetuation
plan for the company. Many areas require
planning to maximize the optimal sale price
and pool of prospective buyers. For
example: 

1. What is the most effective legal entity 
structure for the business to limit tax 
impact upon sale?

2. How should the business be marketed?
3. Should the business be sold to a 

strategic buyer or the highest bidder?
4. Will there be costs to terminate the 

existing bank credit facility?
These questions, as examples, should be

discussed with trusted advisors as many of
the answers will require months (possibly
even years) of work/preparation prior to an
actual sale.
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