
Even before the onset of the COVID-19 
pandemic, small and medium-size 
enterprises (SMEs) and their CPAs 

began to see signs of a weakening global 
economy.   In the retail sector, we saw 
businesses that were heavily reliant on 
brick and mortar continue to struggle with 
the high cost of rent and less foot traffic in 
stores. The uncertainty of trade tariffs and 
their potential impact resulted in many busi-
nesses purchasing inventory in advance of 
the probable rising costs of their products.  
As a result, prices increased in many indus-
try sectors, including food, textiles, clothing 
and consumer goods.  

Government Loans
This is a very stressful and complex 

time for business owners. Now, they are 
focused on how to transition their business 
through this economic cycle, potentially 
restructure their balance sheets and adjust 
their business models to compete in this 
challenged economy.  A critical component 
of this assessment will be the access 
to working capital, the lifeblood of all 
operations. Many businesses have taken 
quick action to secure either an Economic 
Injury Disaster Loan (EIDL) or a Paycheck 
Protection Program loan, both administered 
by the Small Business Administration 
(SBA). In June, we expect the U.S Treasury’s 
Main Street Lending Program to provide 

additional 
working capital 
solutions.

Looking 
beyond the matrix 
of government 
supported loan 
programs and the 
shifting dynamics 
of the COVID-19 
economy, it may 
be difficult for 
business owners 
to evaluate 
which financing 
solutions to 
utilize moving 
forward.  At 
the same time, banks will be evaluating 
their loan portfolios, increasing loan loss 
provisions and exiting marginal loan 
arrangements.  Some businesses will lose 
their banking relationships.

Unsecured vs. Secured Financing
There are a variety of funding solutions 

for companies to evaluate.  To sustain 
and grow their operations through all 
business cycles, a business will require a 
working capital line of credit   either on 
an unsecured basis or secured by forms 
of collateral. An unsecured loan carries 
a higher degree of risk for both the bank 

and the borrower. The lack of collateral 
raises reliance on the borrower’s cash flow 
from income and liquidity as well as on 
the guarantor. In addition, it is typical for 
unsecured revolving lines of credit to have 
certain requirements and loan covenants.

The primary advantage of a secured 
line of credit is that the business can 
gain access to a higher line of credit at a 
lower interest rate because of the security 
of the assets pledged as collateral.  In 
many instances, asset-based lending, a 
form of secured financing, will support a 
company through both tranquil and volatile 
economic conditions.

Asset-Based Lending
Asset-based lending (ABL) finances 

both seasonal and permanent working 
capital in the form of revolving credit lines, 
collateralized by accounts receivable and 
inventory, and are subject to a periodic 
borrowing base.   ABL financing is 
available from banks as well as non-banks, 
such as independent commercial finance 
companies.  With this type of financing, 
lenders closely control credit availability 
and collateral. Asset-based lenders typically 
use a borrowing-base formula (derived by 
multiplying the value of eligible collateral 
by an advance rate or discount factor), 
and may control cash receipts.  Because 
greater emphasis is on collateral (than in 

cash flow lending), ABL is structured so 
that collateral will be available if the loan 
must be liquidated.  Asset-based loans 
offer a lower degree of risk for lenders 
and are more likely to gain approval for 
borrowers, making them a good solution 

for most lending 
needs.  ABL is 
an attractive 
lending option to 
borrowers who 
lose their banking 
relationships.

Businesses and 
their advisors 
should follow 
a process in 

identifying specific asset-based lenders and 
evaluating the proposed structure and terms 
of an asset-based working capital line of 
credit.  It’s not uncommon for the proposed 
loan amount, availability, advance rates 
and interest rates to be different among 
the various asset-based lenders.   Business 
owners should work with their advisors in 
assessing their business financing needs 
and assisting with the transition into the 
new financing arrangement.

Visit www.dopkins.com to learn more 
about the various secured financing 
solutions, the Key Steps to Securing Capital 
and Financing or to schedule a meeting to 
discuss your immediate financing needs.
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Secured Financing
Solutions for an Insecure World
Unprecedented events are impacting your 
business in multiple ways, creating challenges 
with cash fl ow, customer demand, supply chains 
and productivity.  Solutions are available to help 
you solve these complex issues.

Dopkins Financial Advisory Service Team is here 
to assist you in accessing liquidity and how to 
respond to changed business circumstances in 
light of COVID-19.

Learn more at
www.dopkins.com/COVID
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