


Unlocking the Power of your Capital

Asset Based Lending (ABL) is
experiencing a significant rise in
popularity within the UK at present.
In this paper we look at what ABL is
and discuss how this approach is
key for businesses seeking to unlock
much needed capital, whilst also
helping improve the terms of their
existing facilities.

ABL typically provides significantly higher
levels of working capital than conventional
methods of funding, such as bank loans and
overdrafts. It is especially useful in event-driven
scenarios, such as raising working capital,
restructuring,  acquisitions, management
buyouts (MBOs), and management buy-ins
(MBIs), where increased headroom is needed
to support the purchase consideration and to
fund future growth.

Obtaining high street banking facilities such as
loans and overdrafts still requires a high bar
for business profitability and balance sheet
strength, often restricting the access to much
needed cash. ABL packages provide a strong
alternative, often underpinned by invoice
finance facilities and term loans.

They canalsoinclude vehicles, plant, machinery,
property finance, and in some cases inventory.
Typically, transactions will either replace existing
finance providers or use unencumbered assets
to produce a greater outcome.

ABL providers are focused on the people
behind the business and the collateralisation of
their security, enabling them to support larger
growth, investment, mergers and acquisitions
(M&A), restructuring, or recovery plans.

With so many businesses adversely impacted
through Covid and post Covid challenges, ABL
platforms allow businesses to talk about their
plans and projections, rather than their past
performance.

Independent lenders and challenger banks
are at the centre of this activity, representing a
sizeable portion of the growth in the ABL market
— approximately 39,000 businesses have now
benefited from this type of funding.

Asset-based lending is now supported by
the British Business Bank through the Growth
Guarantee Scheme (GGS) aiming to broaden
the support available to smaller businesses in
the UK. The ABL variant allows an increased
percentage of loan to value (LTV) against key
assets, combining the benefits of the existing
termloan, revolving credit facility, invoice finance
and asset finance variants of the scheme.

By the end of 2019, invoice
finance and asset based
lending supported 39,000
UK businesses
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The British Business Banks’ Guarantee and
Wholesale division worked closely with UK
Finance and asset-based lenders to develop
the ABL offering, representing significant
innovation in the way finance can be dispersed
to those who need it.

To conclude the paper, we look at what makes
a good ABL facility and how each part can be
accessed even when there is existing debt
against assets of the business. We then bring this
to life for you with real-world customer examples.
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Setting the Scene

Without doubt this has been a unique few
decades, marked by a financial and banking
crisis, Brexit, a worldwide pandemic, a war
on the margins of Europe, and a resulting
energy crisis, followed by rising inflation and
corresponding rising interest rates.

Business owners in the UK have been in and
out of survival mode for a prolonged period,
and for some navigating these challenges has
brought tremendous pressure.

Whilst insolvencies are still rising in 2024, overall
business confidence is increasing, supported
by optimism in the economy and softening
interest rates.

Manufacturers’ expectations grow in positivity.
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Whilst insolvencies are
still rising in 2024, overall
business confidence is
increasing, supported by

optimism in the economy.

Many businesses have struggled to grow
organically, resulting in an active M&A market
with deals of varying sizes being executed
across all industry sectors.

In arriving at the acquisition price, the acquiring
companies or investors have often utilised
some form of ABL solution, as it's underpinned
by asset values, it represents a very attractive
and favourable form of funding.

The tightening of lending criteria by more risk
adverse high street banks has created a trigger for
the growth of ABL solutions for M&A, restructuring,
turnaround, and capital raising events.

With economic conditions improving, activity
in this market is expected to continue rising,
with the appetite of challenger banks and
independents ready to meet the demand.

01732 833477 | compassbusinessfinance.co.uk




The ‘Toolbox’ of Asset Based Lending

Asset-based lending is comprised of two or For example, the size of transactions that are
more types of finance being knitted together to possible, and to understand the potential fees
achieve the overall funding package required. and rates involved. All of this and more is covered
It is important to understand what types of in the next section.

finance is available in the toolbox of ABL.
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Invoice Finance (discounting or factoring)

Invoice Finance (IF) provides your business with
a steady cash flow injection by releasing the
capital locked up in unpaid invoices, it allows
you to access typically 85%-90% of the value
of your unpaid invoices the moment they are
raised. Once the payment has been settled, you
receive the balance minus a pre-agreed fee.

Unlike a traditional overdraft or loan, this type of
funding grows in line with the business turnover
and works as a flexible solution to regulate cash
flow. Your ability to access funds increases
relative to the value of your outstanding invoices.

Atruly diverse range of industries, from printing,
packaging, wholesale, manufacturing and
haulage, along with recruitment and healthcare,
successfully use invoice finance facilities.

Challenger banks in this sector offer very flexible
terms and can help businesses move away from
facilities where restrictions on facility sizes exist.
Conversely, there have been instances where
companies have sought an increase in their limit
from their bank to then be put on review and
even had facility sizes reduced!

Matching your business with the right provider
is key. You need to find one that understands
your sector, SME lifecycles, and is right
not just at inception but also ‘in-life’ — good
providers live off their reputation and referrals
in the market. The aim of business is normally
growth; you should expect the lender to want

to grow with you. It may be that you wish to
acquire another business to grow, and this
also needs a lender with a good track record
in helping groups acquire. Selecting a lender
that understands the underlying value of your
customers and the nuances of your business
is vital to underpinning a successful IF facility.

The speed and flexibility at
which invoice finance in ABL
transactions can be delivered
Is attractive to many who
have felt like they have been
‘running in treacle’ with their
own lender or bank.

Facility Sizes & Useful to Know

Typically facilities range from £200k to £65m,
deals above this level often involve lenders
syndicating or ‘clubbing’ together to make a
super-sized transaction possible.

Some providers have real time reconciliation
software that helps with the smooth running of
the business, for example, the Close Brothers
award winning ldeal system. By taking on an IF
facility, some providers will also be happy to look
at term loans to support a transaction.
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Requirements for personal guarantees can
vary but most commercial lenders do not
require guarantees, however, other documents
such as warranties may be requested by the
lender to provide some protection against
facility misconduct.

Facilities can be arranged where there are
traditional challenges for high street lenders,
such as new start businesses, high involvement/
single debtor, export debtors, turnaround
stories and high work ledgers.

Credit decisions can

be made very quickly,
particularly for facilities of
less than £2m, which can be
completed in under 48 hours.

Often customers who review the latest facilities
available in the market through us will find
opportunities to improve terms against their
incumbent IF provider. This may be in terms
of rates, fees, concentration levels and the
availability of supporting cash flow loans to
help with paying suppliers earlier to gain
improved costs and support urgent cash needs
for business growth and support.

Larger facilities require more detailed
information and due diligence, transactions of
a significant size tend to require a third-party
due diligence report, but these firms are on
the panel of the providers to ensure a smooth
process and clear terms of reference.

Security for these transactions is by way of a
debenture over the company assets and book
debts. Intercreditor security arrangements are
quite common. The lenders may want to set
covenants around business performance and
the provision of management information.

Rates and Fees

Rates and fees vary between lenders but as
the market is competitive, IF facilities can be
a cost-effective way of raising working capital.

Arrangement fees typically range from 0.1 to
0.25% of the funding line, although it can be
more for highly complex transactions. Good
providers have extensive internal expertise and
teams to help with the speed of execution but if
external due diligence reports are needed this
is paid for by the borrower.

Service fees are payable each year depending
on the size of the company’s turnover. The
higher the turnover the lower the fee % typically
is, in some cases service fees can be negotiated
at a fixed level.

You will also need to pay discounting fees for
every invoice that you finance. This works on the
basis that you only pay for what you’ve drawn.

Rates will depend on the performance of your
business over recent times, however, good
lenders will recognise where a company’s
underlying strength may not be reflected in the
current balance sheet.

Credit appetites of larger high street banks fell
away during Covid, and the challenger banks
have used this opportunity to gain ground in
servicing SMEs and larger industrials. As a
result, some challenger banks have a larger
credit appetite than before, as their own portfolio
has increased.

The costs of an IF facility can be negotiated to
some extent but it's worth noting that if other parts
of the ABL tool box are being used, the customer
and the lender can discuss costs across the
wider facility to arrive at a ‘blended rate’.

What has impressed us greatly is the speed
at which a desktop assessment can be made,
and the initial terms be provided.
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Term loans

In the past, term loan facilities were solely
provided by high street banks, large financial
institutions, or debt providers, whereas now,
term loans can be provided by IF and asset
finance providers as top-up facilities or as part
of an ABL transaction.

Where there is an IF facility in place and
depending on the circumstances, loans of up
to 20% of the overall asset-based lending limits
can be available. Smaller ‘top up’ loans are
commonplace and can make all the difference in
attaining the right facility or transaction outcome.

Cash flow loans are available as standalone
facilities, however these are typically restricted
in size. During Covid cash flow loans were easy
to access, as they were government supported
via CBILS. Now there are just 4 or 5 active
lenders in this market with varying limitations
and acceptance criteria.

In some circumstances,
term loans in excess

of £5-10m have been
achieved, illustrating their
iImportance and usefulness
in complex deals.

Facility Sizes & Useful to Know

Term loans are commonplace in ABL and can
be the key constituent along with an IF facility.

The use of the Government Guarantee Scheme
(GGS) or previously the Recovery Loan Scheme
(RLS) in these facilities is quite usual, where the
lender is afforded extra comfort to be able to
say, ‘yes’ rather than ‘'no’.

In other cases, term loans are unsecured, other
than a debenture residing from the IF facility.

Depending on the size of the facility it may
trigger an external due diligence review over
the business to cover the provision of an IF
facility and the term loan — these are usually
reserved for larger transactions. The nature of
these deals usually requires them to be repaid
over a maximum term of 4 years.

Term loan sizes within ABL structures can be
considerable, and transactions with loan sizes
above £4-5m are common.

Rates and Fees

Along with other facilities, the rates for ABL
loans will be proportional to the risk in the
transaction but will be less than stand-alone
cash flow loans, as ABL lenders have a better
security package. Rates for stand-alone loans
will always be higher, even with the presence
of a personal guarantee.

01732 833477 | compassbusinessfinance.co.uk




Commercial Property Funding

Commercial property funding is becoming
increasingly commonas partofan ABL structure,
although standalone it is a challenging asset to
use, due to the complex recovery process.

In some cases, a business will have purchased
the property some years ago and have built
up equity over and above their commercial
mortgage or it may have been paid in full.

The growth of ABL has meant
that, as one component in

a wider facility structure,
lenders can view this as
good security.

However, evenifthereis amortgage outstanding
this can be settled as part of the facility with the
ABL funder can taking over the debt.

In most cases the property must be ‘mainstream’,
‘quirky properties’ are often dismissed.

Facility Sizes & Useful to Know

Lenders can take a charge over property
to provide up to 60-65% of the ‘red book’
valuation — in simple terms, the forced sale and
vacant possession value. Key considerations
are property type and location, much like any
asset given as security.

Facility sizes will vary with the size of the ABL
but would not represent the principle or largest
value in the overall facility.

The commercial property will need a valuation
instructed by the lender and this ‘red book’
valuation would be at the cost of the borrower.

The GGS ABL variant will enhance the LTV%
on these transactions and each case will be
judged on its own merits.

ABL lenders will consider terms of up to 15 years.

Rates and Fees

Rates will be similar to those of term loans and
whilst possibly costing a little more, these deals
represent one of the cheaper forms of lending
within the toolbox of ABL assets.
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Asset Finance — Plant, Vehicles & Machinery

Asset Finance is a well-established form of
lending, and along with Invoice Finance can
be the key component of an ABL transaction
or simply used to support ABL facilities. The
advantage of lenders such as Compass and
our partners is the specialist knowledge we
have in asset types and classes that hugely
helps with facility construction and execution.

High street banks dominated this space up to
the mid-nineties but with recessions and the
financial crisis they have slowly been scaling
down their own involvement and have removed
much of their physical sales presence; many
business owners no longer have a relationship
with their bank manager or feel understood by
them.

Independent banks and challenger banks have
been quick to fill this space with the view that
SMEs require a long-term relationship in funding
their assets. By providing specialist knowledge,
they are also able to be more proactive. Why
does this matter?

In ABL transactions, the ability to understand
the nuances of large asset numbers and
accurately understand the values of the assets
for security is paramount.

To an untrained eye a lender can take the
least line of resistance and lower their LTV and
reduce the advantage of value in assets to
make the best of a facility.

Facility Sizes & Useful to Know

Facility sizes can be considerable and
transactions in excess of £15m are possible
— facility sizes of £500k to £5m in ABL are
commonplace. Asset valuations are required
and depending on the type of assets these will
involve established specialists or valuers.

Rates & Fees

Rates are subject to the risk profile of the
borrower, as is the Loan to Value (LTV). There
are usually arrangement or facility fees of
0.25% to 2% of the advance depending on
the complexity of the transaction. Fees are
negotiable of course on a deal-by-deal basis.

Valuation fees are payable by the borrower in
most cases.

01732 833477 | compassbusinessfinance.co.uk




Inventory Finance

Lenders will evaluate your stock including your
inventory’s quality, quantity, and marketability
to determine the loan amount they are willing
to provide. Stock considered will generally be
finished goods rather than work in progress.

Banks and their credit teams consider inventory
financing on a case-by-case basis. They look at
factors like resale value, perishability, theft, and
loss provisions as well as business, economic,
and industry inventory cycles, and logistical,
and shipping constraints.

Inventory finance in its own right is challenging
to obtain, and it's not always the right solution.

Banks may view inventory finance as a type
of unsecured loan, because if the business
cannot sell its inventory, the bank may not be
able to either.

If a retailer or a wholesaler makes a bad bet
on a product, the bank could get stuck with the
goods. However, when considering inventory
finance as part of an ABL facility, lenders can
use this as ‘boot collateral’ or in some cases
get comfortable with a loan associated with the
inventory values of a business.

Arranging this type of finance can be
administration heavy for all parties.

Lenders will evaluate

your stock including your
inventory’s quality, quantity,
and marketability to
determine the loan amount
they are willing to provide.
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Asset Based
Lending in Action

Central to getting the most from an ABL
facility is finding the right lender for your
business, and we can help. We often find
that a brief discussion about the project
or investment need is enough to place the
business with the correct lender.

The following case studies highlight how
we have worked with arange of businesses
to provide the solutions they required.
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QEP UK
Coporate Buy-Out

QEP UK is now a standalone manufacturer
and supplier of tiling, flooring and hardware
tools and accessories in both the DIY and
trade sectors, providing premium products to
consumers, trade, and retailers.

Its products are sold in various UK home
improvement stores and trade merchants,
including B&Q, Wickes, Topps Tiles, Screwfix,
Homebase, and Travis Perkins.

Based in Burton on Trent in the Midlands, the
former UK subsidiary of global American-based
QEP Co Inc was acquired by the Boyce Family
Group in a management buyout in 2023.

Founded in 1979, Florida-based QEP Co.,
markets over 8,000 products under various
brand names that are well respected in their
market niches.

It has offices throughout the US, Canada,
Europe, Asia, Australia, and New Zealand. As
part of a strategy to simplify its business, QEP
had signalled its intention to sell off the UK
subsidiary.

Paul Boyce, who had been a member of the
QEP Group management team for 14 years and
at the time was CEOQ of international operations,
set up his own UK-based management team
for the corporate buyout.

This also comprised of his wife, Sarah Boyce,
FD Steven White, and newly appointed COQ,
Cam Gradwell.

With potential volatility still in the marketplace, the
UK management team needed to speed up the
sale process, sourcing the necessary funding in
a timely manner was crucial. Cam, a chartered
accountant who previously worked at Deloitte’s,
called on the services of Compass Business
Finance through family friend Jordan Pocock.

The requirement was for an ABL (Asset-
Based Lending) agreement to help facilitate
the buyout. An NDA was signed and within
weeks heads of terms were agreed with Close
Brothers. Compass pledged full support to
ensure timescales were met and expectations
managed.

Cam, who was on holiday when the call came
through, urgently set up a Teams meeting. He
said: ‘We had been going through one of the
major banks for funding, but it was going to take
a lot longer than we wanted. Our requirement
was for a flexible facility that we could use
going forward as a business.

We knew that because of the strength of our
business, we didn't need to offer an equity
Share or anything, because for us, it was a
straightforward loan really.

As part of that, Compass came in, managed
to secure the funds for us and did the deal
quickly. | worked closely together with Jordan
who was incredibly helpful from start to finish
and guided us through each step of the way.
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In the end, securing this finance through
Compass was relatively straightforward. It was
an easy, dynamic negotiation.

These acquisitions are highly intensive, and
you're dealing with multiple stakeholders.
The personal, collaborative relationship with
Compass enabled me not to have to worry
about that side of the acquisition. | could
focus more on the legal situation and other
commercial matters.’

The multi-million-pound finance deal has also
paved the way for significant investments
across the Group, including doubling the size
and modernising one of their manufacturing
facilities.

More staff have been employed including
Steve Collinge, the new Group Managing
Director of QEP UK Ltd. Paul Boyce remains
as CEO.

Cam concluded: ‘Had we continued with our
usual bank, | believe it would probably have
taken us up to an extra four months, and even
then, we could have been potentially turned
down for the funding.

Fortunately, we got the green light through
Compass, but you never know until the deal is
signed, especially with the market as it is. We
were under time pressures to close the deal.

So, instead of closing the deal probably taking
at least a year with a bank, we closed it over 6
months with Compass.

We are all highly impressed with the first-
class service we received from start to finish.
| couldn’t ask for more.’

Cam Gradwell, COO, QEP UK



Affinity Packaging Limited
M&A | Platform for Growth

Affinity was formed from a buyout of the
business and assets of Leyprint in February
2014. Leyprint was established as a family
printing company in Leyland in 1901 and over
a century later was still part owned by the great
grandchildren of the original founder, Thomas
Edward Mould.

The business occupied a number of sites in
Leyland and Preston over the early years, until
settling atthe currentlocation in Leyland in 1956.
Although printing has formed the main part of
Leyprint’s history, the company diversified into
printed folding cartons over 40 years ago.

The business was bought from Administration
in 2013 by a team led by Chris Dew, an
experienced packaging entrepreneur with over
30 years in the industry. The new team put into
place significant savings and focused on core
products and invested in equipment with a
focus on organic growth.

The business went from strength to strength
generating healthy results and grew its bench
strength of employees, including the addition
of a new MD, Jerry Corcoran among other
senior hires.

Affinity print a wide range of products with carton
board and flute. They have various printing formats
and a wide range of finishing capabilities.

AFFINITY >

DESIGN»PACKAGING

David Bunker, Compass, Jerry Corcoran, Affinity,
Gareth Davies, Investor (L-R)

Owner and investor Gareth Davies said: ‘When
looking to buy this business, we discussed with
Compass how we might arrive at the purchase
price using not just traditional methods of
funding but where there might also be more
funding available in total’.

Whilst undertaking early due diligence, the
investing team and Compass could start to paint
a picture of how they might construct the deal.

As well as using their own funds, the investor
team finally arrived at a mix of invoice finance,
asset finance, property, term loan and deferred
consideration. Parts of the transaction were
able to benefit from the RLS cover provided
to Compass and their funding partner, Close
Invoice Finance, in the transaction.

‘We were so pleased with the final terms and
deal. We bought Affinity to be able to have a
platform for growth and continue the great
legacy of the business.

Having an ABL transaction that felt more than
the sum of its parts made the process so much
easier’, said Gareth, Investor.
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Browns Print Limited

M&A | Investment in Machinery | Working Capital

Established in 2001, Browns Print Limited is
the North West's largest commercial printer,
specialising in delivering high quality print for a
wide customer base throughout the UK.

The business was acquired by Tim Guest,
Chairman, through his investment vehicle,
Guest Investments Limited on the 1 October
2018. Tim’s other business interests include
property and his business and equipment /
stationery business, Boss Direct Limited.

Browns is a commercial B1, B2, B3 and
digital printer based in Greater Manchester,
employing over 82 people, from their 30,000
sq. ft. freehold factory.

The Browns acquisition was a continuation
of Tim’s investment strategy where he had to
date acquired 5 previous businesses in the
commercial print and related sector.

Before finding Browns, Tim Guest and David
Bunker had been discussing the need to find a
suitable site when David introduced the idea of
an M&A deal to acquire Browns Print Limited
and floated the idea to both the seller, Andrew
Brown, and Tim.

This quickly became an opportunity to acquire
not only a good print business but a ‘one-site’
freehold factory with capacity for growth.

The purchase price was agreed, and Tim
used a mixture of private funds and an ABL
facility including a loan and asset finance to
refresh the plant in the factory. Following the
acquisition, they set about introducing changes
in the factory and bedding in the combined
businesses.

They successfully navigated Covid by managing
internal costs, working with their staff and utilising
the government’s furlough and CBILS facilities.
Notably, during Covid they recognised the need
to adapt and invested in a state-of-the-art B1
Heidelberg press at the same time as accessing
working capital facilities.

This investment enabled Browns to increase
efficiencies and prepare for post-Covid
revenues. More recently Browns have acquired
the business assets of a digital printer, Phillips-
UK Limited.

Tim Guest, Chairman, Browns Print
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Suitability & Getting
the Discussion Started

tends to work best in businesses with turnover

l ABL can work in most size businesses but
in excess of £10m.

Since Compass’s inception in 2005, we've
been helping businesses carefully select

F which finance product is right and matching
lenders and customers’ needs.

As a lender ourselves and a broker to over
25 banks we can put your needs at the
forefront of arranging an ABL facility.

From first contact, our team will help you
though the process, starting with a personal
discussion and meeting to establish the

requirements.
Deals with compressed timeframes are '

commonplace and we have an unrivalled
reputation for both integrity and success in
the market.
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This paper was written by David Bunker MBA, Director & Equity
Partner at Compass Business Finance. Over the past 31 years,
David has worked in client management across multiple sectors,
specialising in working with the management and shareholders of
large corporates, investors and their stakeholders. David’s portfolio
includes significant M&A and debt restructuring transactions,

in addition to supporting smaller businesses across the UK.

E: david@compassbusinessfinance.co.uk | M: 07391 565406
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Who We Are

Compass Business Finance is an independent lender and broker providing
funding to UK SMEs for a wide range of business projects.

Specialising in asset finance, asset-based lending, M&A and MBO funding,
Compass can support you in raising capital for projects and investments,
or simply improving your monthly cash position.

Compass take a relational approach to doing business, considering it important
to understand customers’ needs and requirements both now and into the future.

If you have any projects you would like to discuss, or any questions
about the contents of this document, please call 01732 833477.

compassbusinessfinance.co.uk

Compass Business Finance Ltd. is a limited company registered in England and Wales Registered
number 05649414. Registered office Compass House, Medway Wharf Road, Tonbridge, TN9 1GH





