
Once considered as a funding vehicle for lower quality 
borrowers and firms in turnaround situations, asset-based loans 
are now a mainstream financing resource for all types and sizes 
of businesses. Used across a wide range of industries and 
companies, asset-based finance has the potential to unlock the 
working capital needed for a business to grow.

A flexible and efficient financing vehicle

A form of secured credit based on the value of the borrower’s 
underlying collateral, asset-based financing revolving credit can 
offer significant advantages when compared with cash-flow 
revolving credit facilities:

Flexibility •  Asset-based loans customarily do not have 
financial covenants as restrictive as those 
found in cash-flow loans. 

•  Based on the value of pledged current 
assets rather than the company’s enterprise 
value, asset-based financing isn’t dependent 
on considerations such as debt/EBITDA 
(earnings before interest, taxes, depreciation 
and amortization), which can fluctuate due  
to seasonal or cyclical factors.

Capital 
Efficiency

•  Asset-based loans are usually fully secured 
with current assets, which gives the financing 
vehicle the potential for a lower cost of 
borrowing versus a cash-flow loan, which 
may be unsecured or not fully secured.

A representative example comparing a cash-flow facility with an 
asset-based loan facility is shown in the Appendix (page 5).
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Key takeaways

Asset-based financing can provide 
the flexibility needed to align a 

company’s funding with income 
statement and balance sheet 

changes in a growth environment.

Many businesses today are finding 
that asset-based lending is the 
optimal vehicle to support both 
organic and external expansion.

Financing Your Company’s  
Growth with Asset-Based Loans
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Asset-based lending to support 
business growth 

Asset-based financing solutions can be used in a 
variety of situations, including seasonal or cyclical 
businesses that encounter strains in cash flow  
during the year, businesses that require liquidity  
as part of an ownership succession financing plan, 
turnaround situations, and organizations undertaking 
recapitalizations, refinancing, and restructurings. 
Today, asset-based financing is frequently chosen  
by companies as the optimal financing vehicle to  
help them expand their businesses through:

•  Organic growth, including geographic expansion 
into new territories, new product development and 
expenditures to build the framework to support  
future growth.

• External growth via mergers and acquisitions.

“While businesses have a number of ways to fund 
growth, asset-based lending can play an important 
role in creating the most efficient capital structure,” 
said Paul Cronin, National Director of KeyBank 
Business Capital. “Raising funds by issuing equity  
or through traditional debt and cash-flow funding 
can be expensive and restrictive. Growing companies 
don’t always know the timing of cash flows and 
needs with certainty. Asset-based financing can 
offer a company the best way to align funding with 
income statement and balance sheet changes in a 
growth environment.” 

While businesses have a number of ways to fund growth, asset-based lending can play 
an important role for many companies in creating the most efficient capital structure. 

Paul Cronin, National Director of KeyBank Business Capital

”

An asset-based revolving credit 
facility can give a company 
significant flexibility and borrowing 
capacity. Companies benefit from 
a greater loan availability with 
asset-based loans than a more 
restrictive cash-flow revolver could 

provide. An asset-based loan can be structured such 
that the amount the asset-based lender is willing to 
lend increases if the secured assets grow. And the 
absence of ongoing financial covenants in an asset-
based loan makes it natural to combine with a secured 
term loan used to finance capital expenditures, giving 
the company the ability to meet both working capital 
requirements and long-term needs.

Asset-based financing can often provide a substantial 
source of capital to fund acquisitions. “Acquiring 
companies may be able to use the receivables or 
other current assets as a resource for borrowing funds 
needed to complete the purchase,” said Cronin. “If the 
target company has high levels of current assets to 
pledge relative to the purchase price, the assets of that 
company can often be used as part of the borrowing 
base to fund the transaction.”



Businesses are poised for growth

In America’s economic engine — Breaking the cycle (Deloitte, February 2017), 
executives at US middle-market companies reported that they are optimistic about 
their respective companies’ potential for success over the coming two years:

•  A strengthening economy has helped boost the value of collateral, providing many 
businesses with additional capacity to expand their use of asset-based loans.

•  Companies in the survey said they plan to borrow more in the next year to finance 
investments, with 35% citing secured loans such as asset-based lending.

•  Increased productivity and the development of new products and services are 
tied atop the list of respondents’ main growth strategy over the next 12 months. 

•  Many companies in the survey were acquisitive over the past year and likely will 
be again in the coming year. More expect their company to be an acquirer in the 
coming year than they did a year ago (53% versus 39%).

The bottom line: American businesses are setting their sights on growth — through 
both organic and external means — and will be seeking the most attractive financing 
to make it happen. Many will find that asset-based financing offers the optimal 
blend of flexibility and capital efficiency to meet their needs.
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35% of companies 
plan to borrow more 
in the next year to 
finance investments,  
citing secured loans 
such as asset-based 
lending.

Asset-based finance in action
The retail pet supply and service provider had a well-
thought-out strategy. For pet owners in large towns, 
it was easy to find a store that stocks all the things 
they need. But pet owners in smaller markets were 
being underserved — or not served at all. The company 
wanted to be the place for pet lovers in small towns 
across the nation. 

The owners were in an expansion mode, having 
identified several hundred markets that had potential 
for new locations. The owners now needed financing 
to fund that growth. The pet store chain’s current 
assets position, strategy, and business model made  
an asset-based revolving credit an ideal solution, giving 
the company the liquidity it needed to grow. The pet 
supply and service provider now has over 160 locations 
nationwide — up from 73 at the time of financing.
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To learn more about how KeyBank Business Capital can help with your needs,  
go to key.com/businesscapital.

KeyBank Business Capital has the experience, resources, and expertise to help companies by providing asset-
based financing solutions. Raising nearly $1.2 billion in asset-based loan commitments in 2016, KeyBank has 
played a major role in helping a number of middle market and large companies in a variety of industries meet 
their financing requirements. KeyBank Business Capital is a nationally recognized asset-based practice providing 
origination, structuring, and servicing of senior credit facilities. We support clients through underwriting and 
arranging senior secured asset-based credit facilities by balancing client needs with market conditions.

KeyBank offers distinct advantages for our business clients, including:  

•  Commitment to long-term client relationship management: Companies may utilize asset-based credit for 
a period of time to meet a specific need, move to a cash-flow solution later, and perhaps move back into asset-
based lending after that. Whatever the credit facility used and the changes that take place over time, KeyBank’s 
relationship manager stays involved to ensure continuity and maintain the institutional knowledge of the company.

•  Industry specialists: By tapping into KeyBank’s specialty groups, our relationship managers gain valuable 
information on market trends and developments. As a result, our teams are well positioned to provide clients with 
relevant and actionable insights on their markets and sectors. For example, industry-leading payment and cash 
management solutions enable clients to efficiently and effectively optimize cash flow and reporting that works 
seamlessly with our asset-based lending solutions. 

Asset-based financing from KeyBank Business Capital
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Cash-Flow Versus Asset-Based Loan Revolving Credit Comparison (Representative Example)

Cash-Flow Facility Asset-Based Facility

Use of Funds General, leverage focused Not leveraged focused 
Growth, M&A, cyclicality, 
seasonality, ownership 
transition

Typical Financial  
Ratio Metrics

Senior Debt/EBITDA

Total Debt/EBITA

Fixed Charge Coverage

<3.00x

<4.00x

>1.25x

n/a

n/a

>1.10x

Typical Financial 
Covenant Package

Senior Debt/EBITDA

Tangible Net Worth

Fixed Charge Coverage

Yes

Yes

Yes

No

No

Yes

Typical Facility 
Structure

Maturity

Accounts Receivable

Inventory

M&E/Real Estate

Cash Dominion

Monitoring

Revolver/Term Loan %

1+ year(s)

70-80%

50%

%NBV/80% FMV

No

Monthly/Quarterly

n/a

3 years

Up to 80%

Up to 65% or 85% of NOLV

85% NOLV/80% FMV

Yes

More frequent

Revolver 70 – 75%/Term  
25 – 30%

Other Considerations •  Do you have more borrowing base availability than your line of credit limit? Is your  
line of credit fully drawn?

• Is your inventory advance rate and/or inventory cap restricting your ability to grow?

•  Does your business have seasonal cash flow requirements or operate in a cyclical industry?

Appendix

As a service to our clients, KeyBank is providing this brief overview to raise client awareness. KeyBank does not make any warranties regarding the results obtained from the 
use of this information. The information and recommendations contained herein is compiled from sources deemed reliable but is not represented to be accurate or complete. 
In providing this information, neither KeyBank nor its affiliates are acting as your agent, broker, advisor, or fiduciary, or is offering any tax, accounting, or legal advice regarding 
these instruments or transactions.
All credit, loan, and leasing products subject to credit approval. ©2017 KeyCorp. KeyBank is Member FDIC.  170920-295383
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