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Alternatives to Bank Financing 
 
At the beginning of the last recession, the Wall Street Journal recently published an article titled Lending 
Falls at Epic Pace.  
 
“U.S. banks posted last year their sharpest decline in lending since 1942, suggesting that the industry’s 
continued slide is making it harder for the economy to recover…besides registering their biggest full-
year decline in total loans outstanding in 67 years, U.S. banks set a number of grim milestones. 
According to the FDIC, the number of U.S. banks at risk of failing hit a 16-year high at 702. More than 5% 
of all loans were at least three months past due, the highest level recorded in the 26 years the data have 
been collected. And the problems are expected to last through 2010.”  
 
While the situation today is not nearly so dire, it is still prudent for businesses not to place all their faith 
in one sector of the universe of financing. Presented below are some simple explanations for non-
traditional bank financing or alternative financing.  
 
1) Asset Based Loans  
 
Asset based loans are loans made to companies secured directly by the company’s assets. These loans 
differ from traditional bank financing because they rely more on the collateral that secures them rather 
than the credit strength of the company. Assets that secure these loans include accounts receivable, 
inventory and equipment. The most common form of the asset based loan is a revolving line of credit. 
Advance rates are pegged at 80% of the company’s accounts receivable value and 50% of the inventory 
value and 70% of the forced liquidation value of the equipment. The balance of this loan type relies on a 
borrowing base, submitted monthly to the bank. The borrowing base is the total amounts of A/R, 
Inventory and equipment at a given time calculated to the advance rate.  
 
Example: at the end of the month if the company has A/R = $100, Inv = $200 and equipment is valued at 
$50 (forced liquidation), then the loan balance is $50. The borrowing base is calculated by applying the 
advance rates to the current values (A/R = $80, (100 X .80), inv = $100 and equipment = $35 total = 
$215), we then take the total advance value of $215 and subtract the outstanding balance of $50 to get 
an available balance of $165). If the loan balance is over the advance amount, a payment is required to 
satisfy the over advance. Interest is calculated monthly on the average outstanding loan balance.   
 
Asset based loans are sometimes the best alternative for a company because it allows the most 
flexibility for the business.  



2) Factoring  
 
Factoring is a form of asset based lending which sets an advance against the accounts receivables and 
secures them as collateral for the loan. There are two main differences for a factoring line of credit: the 
first is that the ownership of the receivables (or right to collect) transfers from the business to the 
lending institution. In short, the company sells the receivables to the lending institution. The second is 
that the lending institution places their name on the invoice for collection and will contact the business’ 
customers directly for collections.  
 
3) Leasing  
 
Leasing is an advantageous way of deferring the credit burden on the business for obtaining financing on 
fixed assets. Equipment and buildings can be leased creating more flexibility for the operating business.  
 
4) Sale – Leaseback  
 
The sale – leaseback option is a way of tapping into the liquidity of a company owned fixed asset. The 
most utilized method of the sale leaseback involves the business owned real estate. The business sells 
its real estate to a financing company for fair market value, and then enters into a leasing agreement to 
leaseback the real estate and continues operations. The advantage is that the company can easily 
convert the real estate equity into liquid cash without disrupting operations.  
 
5) Additional Equity (investors)  
 
Investors will exchange cash for ownership in the business. This form of financing is long term and can 
cause the owner to lose material control of the business. However, if growth financing is necessary, 
investors can make great partners and provide stable support.  
 
6) Extended Terms  
 
Increasing the terms of credit that you receive from the business’ vendors is another way to raise 
financing. If you are currently on a 30 day due date for invoices, you can increase cash immediately by 
extending that payment date out to 60 days. One of the best ways to do this is to buy from multiple 
vendors for the same raw material. You then have the power to negotiate for more favorable terms by 
offering more purchases to one vendor in exchange for extended terms.  
 
7) Discounts for Receivables  
 
Offering discounts for your customers to pay faster is another way to increase business financing. Most 
companies offer 30 day terms for their customers, which is similar to the terms they are paying their 
own vendors. However if the business offers its customers a 2% discount to pay in 10 days this will 
significantly increase cash holdings. The discount will then be applied against the business net margin, 
which may reduce borrowings on which interest is paid, or 2) increase pricing to build in the 2% 
discount.  
 
8) Consignment goods  
 



This is mainly an option for retail operating businesses. For a Consignment, the owner of the store does 
not directly purchase the goods they sell in the store, rather they have the manufacturer ore third party 
retain ownership and receive the proceeds of the sale minus a fee that goes to the store owner for 
selling the goods. Retailers use this type of financing to purchase half the inventory to stock the store 
and cosign the other half. This reduces the cash needed to purchase inventory for the entire store with 
minimal profit margin erosion.  
 
Alternative financing became an option for businesses during the recession because traditional bank 
financing was not always an option. In order for businesses to survive during down turns, having 
alternative financing options is necessary. 
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