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Debt or equity? From a bank or the capital markets? When it comes to finding the right formula 

that enables your business to grow optimally, no two companies are the same – there is no one-

size-fits-all capital structure. That said, our high growth clients often follow a natural sequence of 

lending solutions as they evolve; understanding common strategies may be helpful as you embark 

on your own growth journey.

Assessing the implications of each financing option is more important than ever given macro-

economic headwinds that are impacting the cost of debt: inflation and interest rates have reached 

levels not seen in a decade, and investor scrutiny is intensifying. The funding choices described 

below are not prescriptive – companies can leapfrog to a strategy that suits them or forge their 

own path entirely. By understanding the options, you can plan and make the right choice for your 

company’s unique situation.
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Getting started 

The archetype of a start-up is an entrepreneur in their garage, growing their business with funds 
from family and friends. Even if the first part of this picture isn’t always the case, the second part 
is often close to the truth. Unless you are a tech start-up that takes on venture capital funding, it 
is common for new businesses to rely on small scale debt – whether that’s from family and friends, 
government programs, or an overdraft line with their account at a local bank. 

Investing in capacity

After a while, many organizations decide to invest in capacity – such as a new factory, warehouse, 
office, or production facility – to supercharge growth. These kinds of expenditures can be sizeable and 
take time, so longer-term financing may be necessary. Bilateral term loans, with maturities that align 
more to the longer duration of the investment, are commonly used at this point of a company’s journey. 

Working your capital 

Many organizations move on to fund their growth through short-term working capital. Sales rise, 
and hopefully margins with them, freeing up cash to fund growth internally. Quite often, though, 
companies will have to pay suppliers sooner than they collect from customers. To accelerate growth, 
a short-term working capital loan can help address this timing mismatch and give you a flexible tool 
to continue your expansion.

Diversifying your funds

Once companies reach a certain size, their funding requirements will exceed a level beyond what 
a single bank can provide. Organizations at this stage may also be interested in diversifying their 
sources of financing. In such situations, a club or syndicate of banks may come together to offer a 
more significant funding boost compared to what would be available from bilateral arrangements. 

Ringing the bell

At the upper end of the market, companies may conclude that their needs exceed what a bank – or 
even a group of them – can provide. When this happens, it’s time to think about options in the capital 
markets. Organizations may stick with debt and choose to issue bonds or could adopt the newer 
approach of seeking private institutional debt investors. However, many companies aspire to “ring 
the bell” and go public. An IPO is an important milestone event in a company’s growth journey, at 
which point it will typically have a sophisticated capital structure that enables it to tap into both 
private and public capital markets through a diversity of financial instruments.
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This information is provided for general information and discussion purposes only. It does not constitute an offer or solicitation to purchase or sell any financial instruments, 
is not based on your business’ individual circumstances and should not be relied upon as an assessment of suitability of a particular product or transaction. The information 
contained in this communication is based on generally available information and, although obtained from sources believed to be reliable, its accuracy and completeness is not 
guaranteed. This communication has been prepared by Citibank, N.A. and/or its affiliates (the “Firm”) and is not intended to constitute “research” as that term is defined by 
applicable regulations. Unless otherwise indicated, any reference to a research report or research recommendation is not intended to represent the whole report and is not in 
itself considered a recommendation or research report. 

You should assume the following: The Firm may be the issuer of, or may trade as principal in, the financial instruments referred to herein or other related financial instruments. 
The author may have discussed the information contained herein with others, who may have already acted on the basis of this information (including by trading for the Firm’s 
proprietary accounts or communicating the information contained herein to other customers of the Firm). The Firm and other customers of the Firm may be long or short the 
financial instruments referred to herein, may have acquired such positions at prices and market conditions that are no longer available, and may have interests different or 
adverse to your interests. 

Certain personnel or business areas of the Firm may have access to or have acquired material non-public information that may have an impact (positive or negative) on the 
information contained herein, but that is not available to or known by the author. The Firm shall have no liability whatsoever to the user or to third parties for the quality, 
accuracy, timeliness, continued availability or completeness of any information presented because of the use of the information or otherwise arising in connection with this 
communication, provided that this exclusion of liability shall not exclude or limit any liability under any law or regulation applicable to the Firm that may not be excluded  
or restricted. 

The information herein does not constitute investment advice and the Firm makes no recommendation as to the suitability of any of the products or transactions mentioned.  
Any trading or investment decisions you take are in reliance on your own analysis and judgment. 

This communication is not intended to forecast or predict future events. Past performance is not a guarantee or indication of future results. Any prices provided herein (other 
than those that are identified as being historical) are indicative only and do not represent firm quotes as to either price or size. You should contact your relationship manager 
directly if you are interested in buying or selling any financial instrument, or in pursuing any trading strategy mentioned herein. 

All commercial loans and credit lines are provided by Citibank, N.A. (Citibank), or its banking or lending affiliates. All credit products are offered subject to satisfaction of 
Citibank’s underwriting guidelines and credit approval. Fees and conditions, including minimum balances, apply to some deposit and other products and services described.

The capital structure question

Once a company brings equity into the funding equation, the question of capital structure comes 
into play. What combination of debt and equity is optimal? How much debt capacity does the 
company have? We work with clients to help them tackle these questions and can benchmark 
a company’s working capital and debt structures against its peer group, discuss bank group 
strategies, explore the possibility of mergers and acquisitions, and review the firm’s target cost of 
capital. Although this stage represents mature commercial growth, the journey is far from over. 

Thinking ahead is key

It’s common for Citi to work with entrepreneurs who can think 
two steps ahead for their business, but who are more uncertain 
about what their funding will look like at that point. The most 
successful organizations anticipate future inflection points and 
position themselves accordingly. For instance, if your business 
model requires 30-day payment terms for your suppliers, but 
you’re collecting from buyers in 90 days, it’s time to start thinking 
beyond what you can fund with internal working capital. And if 
syndicated lending might be valuable to fund future growth, it’s a 
good idea to start building relationships with banks early on.

In conclusion

Companies are all different: some will never go through the 
funding stages described above. You may be leading an 
organization that took on equity funding from the beginning, or 
maybe even bootstrapped your way to unicorn status. But more 
often than not, the companies that we work with will generally 
follow this sequence, even if they leapfrog certain stages. 
Regardless, Citi is here to help you think through your funding 
journey and plan ahead so you can access the funding you need to 
achieve your strategic goals in today’s ultra-competitive market.
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