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Introduction

Established in 1988, Sc ot ti sh Paci fic Debtor Finance is Australia
provider of debtor finance , with more than 1,000 clients generating a combined turnover of $6
billion per annum .

The companyo6s clients artceMegiumeSizedrEnterpaises (EMES)Svhich| dre often
faced with cash flow and working capital issues, in particular during periods of sustained growth.

Scottish Pacific is therefore well placed to understand the needs and the sentiment of SME
businesses, and the Scottish Pacific SME GrowthIndex i s a response to the firmbds
the market, and its growing status as a market leader.

This is the second round of the Index, representing the first step in reporting unique and reputable
trends forming from a demand side perspective in the debtor finance market.

The purpose of the Index is three -fold:

< To drive development of the financial solutions available to SMEs throughout Australia and
New Zealand, by provid ing Scottish Pacific with market intelligence to deepen our
understanding of SMESs' needs

< To provide Scottish Pacific with the data to help us act as advocates for SMEs, and as
thought leaders within the business finance community.

< To share our insights with the broad SME community - the lifeblood of business in Australia -
and with fellow business finance professionals.

Scottish Paci fic has engaged East & Partners to execute the Index, which comprises eight core
guestions 0 to be repeated each round every six months 8 and three special questions, which can
differ with each index round. The interviews were with key SME decision -makers (82 percent of
respondents were either the business owner, CEO or CFO).

The questions cover growth forecasts, investment and product/service intentions, funding
alternatives and constraints, acqui  sition and merger plans, cash flow timing, business advice and
long term plans for the business

Thissecond round of the index , carried out in January 2015, revealed an Australian SME community
which remains largely optimistic about their business prospects despite considerable  funding
constraints.

There wa s sgnificant energy  directed towards the introduction of new products and services and ,

among those businesses in growth mode, an appetite for acquiring other businesses in order to
grow.

The Scottish Pacific SME Growth Index & March 2015 Page 1
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Key Market Insights

< More than half of all businesses surveyed  (58.9 percent) forecast positive growth against 16.1
percent predicting a decline and exactly a quarter expecting no change in business
revenue growth in the first half of 2015 . These figures show a slight swing since the September
2014 results in which 62.6 percent of businesses predicted positive growth and only 13.2
percent predicted a decline

< SMEs average growth forecast for the next six months contracted since the inaugural round
of reporting conducted in  September 2014. SMEs predict an average enterprise revenue
growth rate of 6.7 percent over the next six months 9 dropping significantly from a forecasted

8.6 percent bi annual growth rate nominated by SME&s i n Rol
< SMES suse of specialist non -bank lenders has expanded considerably , with 13.6 percent

naming this as a preferred method of funding future growth , compared to 1 0.8 percent last

round .

< Although a significant 38.6 percent of SMEs plan to invest in their business by funding growth
via bank lending, the overwhelming majority do not look beyond their own funds and
unsecured lending sources (89.6 percent).

< 40.3 percent of growth SMEs intend to borrow from their main relationship bank in contrast to
21.3 percent of declining growth SMEs, which indicates that it is easier to access ban k funding
as a growing business .

< 45. 0 percent of SMEs mar ket wide describe the phase
eclipsing 6stabled condiwuipelds (L2754 ppeceant) andstbars
down (11.4 percent).

< Four out of ten businesses are planning a trade sale for the business while an alarming 34.9
percent of small business owners do not have any concrete current plans for the business in
the long term, perhaps pointing to the short term nature of small business man agement.

< 65.0 percent of small business owners intend to add new products, new services and new
product s and services in the first half of 2015, down from 68.8 percent in September 2014
New services (33.4 percent) remain more prevalent than new products (21.1 percent) while
SMEs introducing a combination of new products and new services was 10.5 percent
compared to 11.6 percent last round.

< These findings strongly support the notion that small businesses are in fact targeting new
markets and customer demographics by expanding their product and service offering.

< Businesses experiencing declining or flat-lining turnover are unsurprisingly po sitioned

defensively, reflected by 84.3 percent possessing no plans to introduce new products or
services & up from 82.8 percent inthe  September 2014 Scottish Pacific SME Growth Inde x.

The Scottish Pacific SME Growth Index & March 2015 Page 2
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< Growth by merger and/or acquisition remains firmly on the agenda for 25.5 percent of
growth SMEs in the first half of 2015, up from 23. 7 percent. Outright acquisitions are marginally
more popular than merging, evidenced by the whole of market 10.9 percent of enterprises
seeking new acquisitions compared to 9.1 percent inten t on merging with another business.

< 37.7 percent of growth SMEs plan to grow geographically 0 both domestically and/or
internationally & before the end of the financial year. 97.1 percent of enterprises in the
declining/no change ¢ ategory hold no plansto  expand.

< Cash flow conditions are tightest during the busy year -end and New Year periods. Q4 was
selected by 36.2 percent of businesses, followed by Q1 (31.8 percent). The end of financial
year does not represent a tight cash flow time period for SMEs

< Businesses are broadly untrusting of outside advice, reflected by 38.6 percent of business
owners not nominating an explicit trusted business advisor. Other sources of trusted business
advice included trading partners (26.6 percent) and friends (9.7 percent ). Bank managers
elicit a strongly unfavourable response in terms of trustworthiness , garnering a mere 4.2
percent of responses.

< High taxes and overlapping/multiple taxes emerge as the key barrier to growth for SMEG s
market wide (65.8 percent) ahead of ch allenging credit conditions seemingly resulting from
asset definitions as opposed to record low interest rates (63.8 percent) and outright
availability of credit (54.7 percent)

< NAB remains the largest primary working capital provider to the SME segment w ith 31.4
percent of primary relationships and 15.3 percent secondary market share. CBA (including
Bankwest) consolidated its position as the second most preferred working capital provider
(22.9 percent) ahead of Westpac & St George (22.0 percent) and ANZ (12.1 percent).
Cumulative Big Four working capital market share  stands at 88.4 percent, down one point
from 88.5 percent last round.

< Regional providers BOQ (3.4 percent) and Suncorp (3.7 percent) gained market share
ground at the expense of Bendigo Adela ide (1.0 percent) and Citi (0.4 percent). It is
important to note that a rising 22.8 percent of SMEs do not employ a secondary working
capital provider.

< A lower Australian Dollar is clearly beginning to influence export competitiveness, evidenced
by the p ercentage of businesses targeting international expansion increasing from 3.7 to 4.3
percent with in the last six months.

< Undoubtedly core customers (36.0 percent) and capable staff (33.7 percent) form the
backbone of sustainable business growth, yet the rising incid ence of business owners who do
not know what the key drivers are behind their business growth would be of paramount
concernto key stakeholders, regulators and lenders alike (32.2 percent).

< An additional 20.9 percent of S Mién@inating good  fortune as a key driver would also
present as a worrying trend to review closely next round , given smart marketing (12.7
percent) and technology integration (13.4 percent) are surprisingly underrepresented.
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Methodology

East & Partners interviewed 1 ,253 SME businesses with annual revenues of between A$1-20 million
executed over a five week period ending 16 January 2015 . The interviews were conducted with key
decision -makers (82 .0 percent of respondents were either the business owner, CEO or CFO).

All interviews were condu cted over the telephone or face -to-face by an accredited East
interviewer, speaking with the company CEO, CFO or treasurer as represented in Table B below.

The sample was framed in accordance  with ANZSIC codes to provide a natural sam  ple of the
Australian enterprise population, with state and sector demogra phics outlined in Tables Aand C

All interviews followed the questionnaire which is included as Appendix 1 to this report.

TABLE A
Geographical Distribution
% of Total
Feb 2015
(N: 1253)
NSW & ACT 38.8
VIC & TAS 24.0
QLD 18.0
WA 12.9
Other 6.2
TOTAL 100.0
TABLE B
Interviewee Distribution
% of Total
Feb 2015
(N: 1253)
Business Owner / CEO 59.9
CFO 22.1
Finance Director 8.6
Treasurer 2.6
Other 6.8
TOTAL 100.0
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TABLE C
Sample Industry Sector Distribution
% of Total
Feb 2015
(N: 1253)
Agriculture, Forestry, Fishing 5.6
Mining & Resources 8.5
Manufacturing 18.7
Electricity, Gas & Water 1.1
Construction 8.5
Wholesale 8.9
Retalil 12.4
Accommodation, Cafes & Restaurants 2.8
Transport & Storage 7.2
Media & Telco 1.0
Finance & Insurance (non -banks) 4.6
Property & Business Services 12.1
Personal & Other Services 8.8
TOTAL 100.0
TABLE D
Age of Business
Years
Feb 2015
(N: 1253)
Average number  of years in business 8.6
TABLE E
Headcount of Business
Full Time Employees
Feb 2015
(N: 1253)
Average FTE in Business 86

The Scottish Pacific SME Growth Index & March 2015 Page 5
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TABLE F
Primary Working Capital Provider
% of Total
Feb 2015 Relationship Age
(N: 1253) (Average Years)
ANZ 121 6.0
BankWest 5.6 51
Bendigo Adelaide Bank 1.0 7.9
BoQ 34 6.9
CBA 17.3 6.0
Citigroup 0.4 8.1
HSBC 0.6 3.9
NAB 314 7.8
St George 7.4 7.4
Suncorp 3.7 5.0
Westpac 14.6 6.2
Other 25 6.2
TOTAL 100.0 6.7
TABLE G
Secondary Working Capital Provider
% of Total
Feb 2015
(N: 1253)
ANZ 7.7
BankWest 5.2
Bendigo Adelaide Bank 0.8
BoQ 3.8
CBA 14.4
Citigroup 1.0
HSBC 1.9
NAB 15.3
St George 7.8
Suncorp 3.7
Westpac 11.8
Other 3.7
None 22.8
TOTAL 100.0
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Please forecast the percentage change in your business revenues -
either negative or positive - over the coming six months?

< The average overall growth forecast for SME®& s st Aa3mpdreent a-tdown six points from 4.9
percent recorded in the first round of the SME Growth Index in September 2014
< Over half of all SMEs forecast positive growth, on average improving by 6.7 percent

< The number of small business owners forecasting neg  ative growth in 1H 2015 jumped  from
13.2 percent in September 2014 to 16.1 percent this round.

< The average negative change forecast also rose by five points from 3.9 percent to 4.4
percent .
TABLEL

Forecast Changes in Enterprise Revenue

(N: 1253) Positive Growth Negative Decline No Change Whole SME Market

% of Enterprises 58.9 16.1 25.0 100.0

Average Change Forecast 6.7 4.4 - 4.3

Range of Change Forecasts 3.5-8.2 3.3-8.9 - 3.5-89
Note: no statistically significant variance by state or industry sector of SME

The Scottish Pacific SME Growth Index & March 2015 Page 8
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FIGUREL
Forecast Changes in Enterprise Revenue
% of Enterprises
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Which of these descriptions best describes the phase your business is
currently in ?

< SME business owners broadly continue to  display optimism towards growth.

< 45.0 percent of SMEs market wide perceive their business to be realising growth against 11.4
percent describing themselves in a contracting business phase

< 27.4 percent of enterprises are  experiencing stable growth 0 unchanged from  September
2014 6 owing to the large proportion of SMEs encountering declining revenue yet describing
their current business phase as O6stablef6 (60.8 perc

< Fewer SMEs classify themselves as outright start-ups, declining from 13.8 percent to 11.5
percent since September 2014 overall. Most business owners in this classification have shifted
into a growth phase, evidenced by a rise from 72.6 percent to 76.2 percent of SMEs
achieving growing revenue.

TABLE2
Perception of Own Business Phase
% of Total SMEs

Growth Declining/No Change Whole Market

(N: 738) (N: 515) (N: 1253)
Start-up 19.5 - 11.5
Growth 76.2 0.4 45.0
Stable 4.1 60.8 274
Consolidation 0.3 11.1 4.7
Contracting - 27.8 114
TOTAL 100.0 100.0 100.0

Note: no statistically significant variance by state or industry sector of SME
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FIGURE2
Perception of Own Business Phase
% of Total SMEs
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