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It can be overwhelming trying to categorize 
the pros and cons of each loan type when 
trying to choose what’s best for your 
business. Here’s a simple look at a 
non-traditional option.  
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Every business-owner knows that their 
company is worth more than simply the 
money in their checking account. While you 
may not be able to secure a business loan 
based on your company’s commitment to 
quality or vision for the future, you can use 
tangible assets such as equipment and 
inventory in asset-based lending. In 
asset-based lending, businesses are 
granted loans based on the value of assets 
pledged as collateral.  
 
Say you are the proprietor of a local gym. 
Wanting to invest in a new set of treadmills, 

you do your research and find that you will 
need at least $10,000 in order to provide a 
sufficiently modern set of treadmills for your 
clients. Maybe you are just beginning to dip 
your toes into the industry, or maybe 
business is about to enter a lull between 
New Year’s Resolution season and Summer 
Body season. When viewed through the 
lens of the qualifications for a cash-flow 
loan, your business may not inspire 
confidence in a lender. Lucky for you, all the 
equipment in your gym that you already own 
can be used as collateral, allowing you to 
take out an asset-based loan. The loan 
amount will vary based largely on the 
liquidity of the assets you pledge as 
collateral. The more easily liquidated your 
assets, the more confident your lender can 
be in the security of their investment.  
 
If you actually do own a gym and are 
seeking to purchase new treadmills, now 
you know that asset-based lending could be 
a great option for you. Chances are, 
however, your business needs are unique 
and could not be exactly predicted by 
someone creating a hypothetical situation to 
explain the basics of asset-based lending. 
In that case, there are some general 
guidelines to refer to when determining what 
type of loan is the best fit for your business.  
 
Asset-based lending allows for greater 
credit limits than cash-flow lending; the 
collateral assets guarantee that the lender 
will have a means of seeing a return on their 
investment should your payments fall 
through. Essentially, to qualify for a 
cash-flow loan your business must look 
nearly airtight on paper since you are 
leveraging profit that you expect your 
business to bring in. For many businesses, 
such as smaller enterprises or those newly 



introduced to the market, the real value of 
the company may not be best expressed 
through the particular numbers that 
cash-flow lenders base their decisions on. 
Although pledging business assets as 
collateral is not necessarily more secure for 
the borrower since you will need to think 
carefully about what size loan you can 
realistically make payments on and what 
assets you feel comfortable leveraging (if 
you run a snow cone stand and offer your 
snow cone machine as collateral, you would 
have a hard time coming back from the loss 
if you missed payments and your assets 
were seized), it does offer more security for 
the lender.  
 
Asset-based lending also offers more 
flexibility than a cash-flow based loan. 
Although a credit line is set on an 
asset-based loan, the amount borrowed is 
determined by a formula based on the 
underlying value of the assets pledged as 
collateral. This value offers more room to 
increase the borrowing amount during 
months when business is slowed due to 
seasonality of expenses (as in the lull 
between New Year’s Resolution season and 
Summer Body season discussed 
previously) or other factors.  
 
Another advantage of asset-based lending 
is the speed with which you can acquire 
working capital. Maybe all your business 
needed to thrive was that new treadmill, and 
once you get it more clients are drawn in 
and your cash flow increases enough to 
make payments and a profit. Asset-based 
lending is more straightforward than 
cash-flow lending, and the formula based 
borrow amount means changes can be 
made more frequently.  
 

As you consider whether an asset-based 
loan is the best fit for your business, be 
aware that the lender will be closely and 
constantly monitoring the value of the 
assets pledged as collateral. Understanding 
the true value of your assets is vital to 
improving your position as a borrower, so 
do your research and be realistic about the 
value of your business before seeking out 
an asset-based loan. Whether you are a 
treadmill seeking gym owner, a snow cone 
stand entrepreneur, or anything above, 
below, or inbetween, you have to be aware 
of your business’ value if you want to 
increase it.  
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