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How do I raise more finance for my business?

Case Study

Until recently the big banks were the first stop for businesses wanting to borrow money, 
but the marketplace is changing. 

Alternative funders are increasingly becoming the first choice for businesses worried that the banks will 
not lend. But how do you chose which alternative lender is right for you? What services do they provide 
and how do the charges stack up?

This guide has been designed to help you weigh up the different options that each form of financing 
presents. We have created broad categories and the figures used are simplified for illustrative purposes.

This is not meant as a definitive document, all business have unique needs and circumstances as do the 
funders. What it is designed to do is give you a general starting point from which you can then find out 
further information. We’ve used the borrowing requirement that industry estimates suggest is  
the average needed by SMEs in the UK (£75,000 over a five year period).

Many of these types of funding can also be used in combination, allowing you to mix and match your 
needs with what works best for you.

Click a link below to compare your options



With continued stagnation among traditional high street providers, 
non-bank lending is more than ever a viable option for small and 
medium-sized businesses looking to grow.

Despite encouraging signs of an economic upturn with record low interest 
rates and falling unemployment, bank lending to businesses remains 
depressed.

In response a recent Confederation of British Industry (CBI) report has 
urged small companies to consider a wider range of finance options.

Encouragingly a new wave of innovative non-bank providers has been 
gathering momentum and is playing an important role in filling the funding 
gap. AccountingWEB takes a look at the alternative options that are taking 
root in the UK.

Asset-based lending 
Asset-based lending is finance which is secured by assets such as the 
debtor book, plant and machinery, stock and property.

One of the most common forms of asset-based lending is invoice financing, 
which in most cases acts to support business to manage cashflow and is 
used to fund working capital.

High growth businesses find invoice finance flexible as the borrowing 
grows alongside the sales ledger, and businesses that have to pay their 
suppliers before receiving payment from their customer also benefit.

According to the CBI the total number of businesses in the UK using asset-

based lending at the end of 2012 was just under 43,000 - this is up 3% from 
the same period last year.

Total advances to businesses reached £17bn, up 6% on the same quarter 
the previous year.

Key providers: PS Finance, MarketInvoice, ABN AMRO Commercial Finance

Peer-to-peer and crowdfunding  
These platforms enable investors and businesses to lend to SMEs for a 
specific project and make a financial return based on the level of interest 
the borrower pays.

Investors in a crowdfunding bid usually receive a non-monetary return 
such as a finished product.

There are two types of crowdfunding - reward-based and equity-based 
funding.

Reward-based funding offers crowd members a reward in return for their 
investment, whilst equity-based crowdfunding allows people to invest, even 
small amounts of money and in return receive a small piece of ownership 
of the project.

Peer-to-peer lending is a practice of individuals lending money to 
businesses that require a cash injection. Peer-to-peer providers will act as 
an introducer, and take a fee for this service.

Peer-to-peer and crowdfunding has experienced significant growth in 
recent months with US$2.7bn raised globally in 2012.
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According to the BDRC Continental’s recently published SME Finance 
Monitor, around one in five SMEs were aware of crowd funding in the 
second quarter of 2013. 

From April 2014 the FCA will also regulate the peer-to-peer lending market, 
at the request of peer-to-peer providers, helping to bring credibility and 
stability to the market.

Key providers: Funding Circle, Crowdcube, Seedrs, Zopa, Assetz Capital

Pension-led funding 
Pension-led funding uses directors’ personal, existing pension facilities to 
raise capital for their business.

It provides funding without having to give a personal guarantee to a lender 
and can provide protection for business assets held within the pension 
scheme.

Funds are released from existing pensions with HMRC and FCA regulations 
and repaid to the scheme with interest.

Pension-led funding can also use intellectual property (IP) as a new asset to 
secure these funds.

All funding is repaid via loan payments over a fixed term or lease payments 
as agreed by the trustees and at an agreed commercial rate, providing a 
chance for real growth for the pension scheme.

Key providers: pensionledfunding.com

Business angels  
Angel Investors are commonly high-net worth individuals who invest 
in early stage or high growth businesses.

They usually have substantive knowledge and experience of growing 
businesses and can act as a mentor for the business.

Angel investment is most suitable for seed or early stage companies 
looking for their first or second stage of external funding to grow quickly.

According to the CBI there are currently 18,000 business angels in the UK 
investing an estimated £850m per year.

Key providers: UK Business Angels Association, Angels Den

Conclusion 
Increasingly non-bank providers are focusing on speed and have an 
advantage of often really understanding the complexities of the business 
they are engaging with.

As the alternative market grows in the coming years it’s reassuring that the 
UK is well-stocked with forward-thinking disruptive finance organisations.

However, there is still a significant way to go until non-bank providers 
account for a decent proportion of the market. Of the £7.5bn lent each 
month to UK SMEs, lending through non-bank channels still accounts for a 
very small amount of the overall market share.         
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Pension-Led Funding

Company Considerations Amount Outcome

Facility amount £75,000 Funds forwarded to the business

Term 60
Term in months of the arrangement - agreed prior to commencement of
the transaction and agreed by Trustees and borrowers

Type Loan Capital Repayment and Interest

Interest Rate 5%
Proposed Interest Rate - agreed prior to commencement of the
transaction and agreed by Trustees and borrowers

Arrangement Fee £1,375 There may also be additional costs associated with the pension scheme

Annual Renewal / Service / Admin Fee £0 Typically there are no annual renewal fees

Security - 1st charge on an unencumbered asset of equal value plus interest of the loan

Annual interest £1,984.08 Average annual interest payable on a reducing balance basis

Cost to company over term £11,295.55
The cost to the company over the period of the loan - arrangement fee + 
interest payments

Pension-led funding works by deploying funds from the business owner's own accumulated pension pot, in accordance with HMRC regulations. These will be 
repaid to the scheme with interest at a commercial rate. Typically this is achieved by the pension making a loan to, or purchasing an asset from, the business, 
with it subsequently making loan/lease payments back. This methodology utilises value in commercially owned assets including intellectual property.  
No personal guarantees are required, however some pension benefit may be at risk.



Bank Loan

Company Considerations Amount Outcome

Facility amount £75,000 Funds forwarded to the business

Term 60
Term in months of the arrangement - agreed prior to commencement of 
the transaction

Type Capital & Repayment Capital repaid over term

Interest Rate 5% Proposed Interest Rate - agreed prior to commencement of the transaction

Arrangement Fee £1,125
Typically an arrangement fee of 1.5% of the value of the bank loan is paid
by the business to the lender upon commencement of the bank loan

Annual Renewal / Service / Admin Fee £0 Typically there are no annual renewal fees

Security -
Typically an all assets (fixed and floating) charge is required plus personal
guarantees

Annual interest £1,984.08 Average annual interest payable on a reducing balance basis

Cost to company over term £11, 045.40
The total cost to the company over the period of the loan - arrangement
fee + interest payments

A set amount of money is advanced over an agreed term at a fixed or variable interest rate. The bank will often insist upon a personal guarantee being 
signed by all the Directors of the business, thus putting their personal assets, including their home, at risk, in addition to the business assets.



Bank Overdraft

Company Considerations Amount Outcome

Facility amount £75,000 Funds forwarded to the business

Term 60
Term in months of the arrangement - agreed prior to commencement of 
the transaction

Type Interest only Interest only paid on outstanding balance

Interest Rate 4.5% Typically interest rate on an overdraft is 0.5% less than on a bank loan

Arrangement Fee £750
Typically an arrangement fee of 1% of the value of the bank overdraft is paid
by the business to the lender upon commencement of the bank overdraft

Annual Renewal / Service / Admin Fee £750 Typically there is an annual renewal fee of 1% for renewing a bank overdraft

Security -
Typically an all assets (fixed and floating) charge is required plus personal
guarantees

Annual interest £3,375 Assuming constant outstanding balance of £75,000

Cost to company over term £20,625
The total cost to the company over the period of the loan - arrangement
fee + interest payments

This flexible but short-term funding is usually offered on a 12 month renewable basis, with an agreed borrowing limit and interest payable on the amount 
you use. Typically the bank will insist upon a personal guarantee being signed by all the Directors of the business, thus putting their personal assets,  
including their home at risk, in addition to the business assets. Figures below assume full amount utilised over term.



Invoice Discounting

Company Considerations Amount Outcome

Facility amount £75,000 Funds forwarded to the business

Term 60
Term in months of the arrangement - agreed prior to commencement of 
the transaction

Business turnover (assumed) £1,000,000 -

Type Interest only Interest only paid on outstanding balance

Interest Rate 3.5% Typical interest rate - agreed prior to commencement of the transaction

Arrangement Fee £500 Typical arrangement fee = 0.67% of facility

Annual Discounting Fee £5,000 0.5% of annual turnover

Security Debtor book minimum Typically debenture/ charge over debtor

Annual interest £2,625 Assuming constant outstanding balance of £75,000

Cost to company over term £38,625
The total cost to the company over the period of the maximum advance, 
so arrangement fee + interest payments + renewal fees

This allows a business to draw money against its sales invoices before the customer has actually paid. To do this the business borrows a percentage of the 
value of its sales ledger from a finance company, effectively using the unpaid sales invoices as collateral for the borrowing.



Factoring

Company Considerations Amount Outcome

Facility amount £75,000 Funds forwarded to the business

Term 60
Term in months of the arrangement - agreed prior to commencement of 
the transaction

Annual turnover (assumed) £1,000,000

Type Interest only Interest only paid on outstanding balance

Interest Rate 3.5% Typical interest rate - agreed prior to commencement of the transaction

Arrangement Fee £500 Typical arrangement fee = 0.67% of facility

Annual Discounting Fee £10,000 1% of turnover

Security Debtor book minimum Typically debenture/ charge over debtor

Annual interest £2,625 Assuming constant outstanding balance of £75,000

Cost to company over term £63,625
The total cost to the company over the period of the maximum advance, 
so arrangement fee + interest payments + renewal fees

An alternative option that could be considered is factoring. In factoring a business sells its accounts receivable (such as invoices) to a third party at a discount.



Peer 2 Peer

Company Considerations Amount Outcome

Facility amount £75,000 Funds forwarded to the business

Term 60
Term in months of the arrangement - agreed prior to commencement of 
the transaction

Type Capital and repayment Capital repayment and interest

Interest Rate 7.5% Typically interest rate achieved via online bidding process

Arrangement Fee £3,000 Typically an arrangement fee of 4% of the value of the loan

Annual Renewal / Service / Admin Fee £0 Typically there are no renewal fees

Security - Personal Guarantees

Annual interest £2,976.08 -

Cost to company over term £17,880.40
The total cost to the company over the period of the loan - arrangement fee + 
interest payments

This is the practice of borrowing money from unrelated individuals, without going through a traditional financial intermediary. This process takes place online 
via peer-to-peer lending websites using auction principles to drive price/ interest payable. Typically this will require the Directors of the business to give 
personal guarantees, thus putting their personal assets, including their home, at risk.



Summary

Cost to company over term:

Disclaimer

The information provided does not constitute financial advice and is provided 
for illustrative purposes only. Interest rates and costs illustrated are informed 
by our knowledge of current financial markets. These may differ depending 
on individual business circumstances. Clifton Asset Management plc and 
AccountingWeb accept no liability for the accuracy of the information now or 
in the future.

The forms of funding illustrated may not be suitable for all business owners; 
therefore, you should seek advice from a professional financial adviser

Pension-led funding involves complex products and can involve a level of risk 
that can result in significant capital losses that may have a detrimental effect 
on the value of the fund.

Your home or property may be repossessed if you do not keep up 
repayments on your mortgage or any other debt secured on it. Think carefully 
before securing commercial debts with a personal guarantee or your home

Certain types of commercial finance are not regulated by the Financial 
Conduct Authority.
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