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A lot has changed since 
the coalition govern-
ment came to power 
back in 2010, but there is 

one issue that is still a concern for 
many firms across the country.

It is that some British businesses, 
especially small and medium-sized 
enterprises (SMEs), are still strug-
gling to access the funds they so des-
perately need in order to grow from 
the traditional lending routes since 
the financial crisis struck in 2008.

While there had been some prom-
ising signs last year that the tradi-
tional frozen lending routes had 
started to thaw, the latest available 
figures show 2015 ended on a neg-
ative note.

According to data from the Brit-
ish Bankers’ Association, net lend-
ing to businesses – the amount of 
new loans paid out compared with 
the amount paid off by customers – 
slumped by £2.7 billion in December.

While it does not break down 
the data by company size, similar 
figures from the Bank of England 
showed that net lending to SMEs fell 
by £300 million in December, after 
a modest rise the previous month.

“The sharp fall in lending at the 
end of last year was a timely re-
minder that accessing finance 
remains a major issue for busi-
nesses,” says Suren Thiru, UK eco-
nomic adviser at the British Cham-
bers of Commerce.

“Young, high-growth firms in par-
ticular are still facing a real strug-
gle to get the finance they need to 
reach their full potential. More must 
be done to improve SME access to 

non-equity finance and to ensure 
that the British Business Bank has 
sufficient funding to help support 
some of our most promising young 
firms on their growth journey.”

The fall in net lending at the end 
of last year came despite the in-
troduction of the 
Bank of England 
and Treasury’s 
Funding for Lend-
ing Scheme (FLS) 
in 2012, which 
was originally de-
signed to encour-
age banks and 
building societies 
to boost their lend-
ing to both house-
holds and busi-
nesses.

At the end of 
2013, it was altered 
to focus mainly on 
business lending 
after borrowing by 
households recov-
ered much more 
quickly than had 
been expected by 
policymakers.

Further altera-
tions were made to 
the flagship lend-
ing scheme to in-
clude asset-based 
lenders and most 
recently chancel-
lor George Osborne 
announced in the 
Autumn Statement 
that the scheme would be extended 
for another two years.

“Now that credit conditions for 
households and large businesses 
have improved, it is right that we fo-
cus the scheme’s firepower on small 

businesses, which are the lifeblood 
of our economy,” Mr Osborne said.

The FLS extension was an-
nounced alongside a package of 
measures to help boost lending to 
SMEs, including guaranteeing up 
to £500 million of bank lending to 

these firms, which 
the government is 
no doubt hoping 
will kick-start a 
fresh wave of cor-
porate borrowing 
in 2016.

But while every-
one waits for bank 
lending to busi-
nesses to get back 
on track this year, 
the ever-growing 
army of alternative 
funders, includ-
ing crowdfund-
ing, peer-to-peer 
lending and pen-
sion-led funding 
among others, is 
gathering pace and 
is set to expand 
further in 2016.

For example, 
Funding Circle, 
the peer-to-peer 
lender, which was 
set up by three 
Oxford Univer-
sity graduates to 
capitalise on the 
high street banks’ 
failure to lend to 
SMEs, recently re-

ported that it passed the £1-billion 
lending milestone.

According to Samir Desai, its 
chief executive, more than half of 
this was lent in 2015 and investors 
are on track to lend a further £1 

billion over the next 12 months, as 
marketplace lending proves to be 
the preferred option for small busi-
nesses looking to access finance.

Apart from whether funds are 
available from banks and alterna-
tive lenders, there are also several 
factors at play this year, which will 
impact SMEs’ decision to borrow 
money in the first place as well as 
choosing what to do with it.

The first is the prospect of policy-
makers at the Bank of England vot-
ing to lift interest rates from the re-
cord low of 0.5 per cent, where they 
have stood still since the depths of 
the downturn in 2009.

While there has been a succession 
of mixed signals on the timing of 
the first increase from the Bank of 
England, the latest steer from gov-
ernor Mark Carney is that Britain is 
not ready for one.

As a result of comments by Mr Car-
ney and some of his fellow dovish 
colleagues on the Monetary Policy 
Committee, analysts are predicting 
that a small rise would come at the 
end of 2016, while others believe 
that 2017 is much more likely.

Other factors at play, according 
to recent research from the Feder-
ation of Small Businesses, include 
the rollout of pension auto-enrol-
ment and the new national living 
wage. Its members are also deeply 
worried about proposed mandatory 
quarterly tax reporting, which in its 
current form will add to the admin-
istrative burden of small firms and 
the self-employed.

2016 will certainly be an inter-
esting year.
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As the world economy flirts with an ugly slowdown,  
go-ahead British firms are eager to finance growth  
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£2.7bn
reduction in net 

borrowing by 
UK companies in 
December 2015

36%
of UK SMEs were using 
external finance as of 
November 2015, equal 

to 1.6 million

Source: British Bankers’ 
Association

Camden Town 
Brewery raised £2.75 
million via Crowdcube 
in 2015, before being 
sold to AB InBev for a 
reported £85 million

RACONTEUR raconteur.net 03FUNDING BRITAIN’S GROWTH18 / 02 / 2016

Create deeper customer engagement, build 
brand trust and drive loyalty with a loans-based 
crowdfunding campaign branded entirely for you.

Forward thinking companies are now taking crowdfunding and peer-to-
peer lending seriously. For established brands with strong customer bases 
it is key there is no brand dilution and the customer journey is not diverted.

So welcome to “Your Brand Crowdfunding”, an all-in-one crowdfunding 
service which provides you with the right regulatory, administrative 
and technology services, so you can focus on growing your business, 
supported by your loyal brand crowd. 

Brought to you by a team with over 5 years of crowdfunding experience 
and a proven technology platform.

YourBrandCrowdfunding.com
020 7717 9708

ENGAGE YOUR 
CUSTOMERS TO FUND 
YOUR GROWTH

FUNDING BRITAIN’S 
GROWTH



A lot has changed since 
the coalition govern-
ment came to power 
back in 2010, but there is 

one issue that is still a concern for 
many firms across the country.

It is that some British businesses, 
especially small and medium-sized 
enterprises (SMEs), are still strug-
gling to access the funds they so des-
perately need in order to grow from 
the traditional lending routes since 
the financial crisis struck in 2008.

While there had been some prom-
ising signs last year that the tradi-
tional frozen lending routes had 
started to thaw, the latest available 
figures show 2015 ended on a neg-
ative note.

According to data from the Brit-
ish Bankers’ Association, net lend-
ing to businesses – the amount of 
new loans paid out compared with 
the amount paid off by customers – 
slumped by £2.7 billion in December.

While it does not break down 
the data by company size, similar 
figures from the Bank of England 
showed that net lending to SMEs fell 
by £300 million in December, after 
a modest rise the previous month.

“The sharp fall in lending at the 
end of last year was a timely re-
minder that accessing finance 
remains a major issue for busi-
nesses,” says Suren Thiru, UK eco-
nomic adviser at the British Cham-
bers of Commerce.

“Young, high-growth firms in par-
ticular are still facing a real strug-
gle to get the finance they need to 
reach their full potential. More must 
be done to improve SME access to 

non-equity finance and to ensure 
that the British Business Bank has 
sufficient funding to help support 
some of our most promising young 
firms on their growth journey.”

The fall in net lending at the end 
of last year came despite the in-
troduction of the 
Bank of England 
and Treasury’s 
Funding for Lend-
ing Scheme (FLS) 
in 2012, which 
was originally de-
signed to encour-
age banks and 
building societies 
to boost their lend-
ing to both house-
holds and busi-
nesses.

At the end of 
2013, it was altered 
to focus mainly on 
business lending 
after borrowing by 
households recov-
ered much more 
quickly than had 
been expected by 
policymakers.

Further altera-
tions were made to 
the flagship lend-
ing scheme to in-
clude asset-based 
lenders and most 
recently chancel-
lor George Osborne 
announced in the 
Autumn Statement 
that the scheme would be extended 
for another two years.

“Now that credit conditions for 
households and large businesses 
have improved, it is right that we fo-
cus the scheme’s firepower on small 

businesses, which are the lifeblood 
of our economy,” Mr Osborne said.

The FLS extension was an-
nounced alongside a package of 
measures to help boost lending to 
SMEs, including guaranteeing up 
to £500 million of bank lending to 

these firms, which 
the government is 
no doubt hoping 
will kick-start a 
fresh wave of cor-
porate borrowing 
in 2016.

But while every-
one waits for bank 
lending to busi-
nesses to get back 
on track this year, 
the ever-growing 
army of alternative 
funders, includ-
ing crowdfund-
ing, peer-to-peer 
lending and pen-
sion-led funding 
among others, is 
gathering pace and 
is set to expand 
further in 2016.

For example, 
Funding Circle, 
the peer-to-peer 
lender, which was 
set up by three 
Oxford Univer-
sity graduates to 
capitalise on the 
high street banks’ 
failure to lend to 
SMEs, recently re-

ported that it passed the £1-billion 
lending milestone.

According to Samir Desai, its 
chief executive, more than half of 
this was lent in 2015 and investors 
are on track to lend a further £1 

billion over the next 12 months, as 
marketplace lending proves to be 
the preferred option for small busi-
nesses looking to access finance.

Apart from whether funds are 
available from banks and alterna-
tive lenders, there are also several 
factors at play this year, which will 
impact SMEs’ decision to borrow 
money in the first place as well as 
choosing what to do with it.

The first is the prospect of policy-
makers at the Bank of England vot-
ing to lift interest rates from the re-
cord low of 0.5 per cent, where they 
have stood still since the depths of 
the downturn in 2009.

While there has been a succession 
of mixed signals on the timing of 
the first increase from the Bank of 
England, the latest steer from gov-
ernor Mark Carney is that Britain is 
not ready for one.

As a result of comments by Mr Car-
ney and some of his fellow dovish 
colleagues on the Monetary Policy 
Committee, analysts are predicting 
that a small rise would come at the 
end of 2016, while others believe 
that 2017 is much more likely.

Other factors at play, according 
to recent research from the Feder-
ation of Small Businesses, include 
the rollout of pension auto-enrol-
ment and the new national living 
wage. Its members are also deeply 
worried about proposed mandatory 
quarterly tax reporting, which in its 
current form will add to the admin-
istrative burden of small firms and 
the self-employed.

2016 will certainly be an inter-
esting year.

DISTRIBUTED IN

KATHRYN HOPKINS
Former property and 
economics correspondent 
at The Times, she was 
a spokeswoman at HM 
Treasury and economics 
reporter on The Guardian.

JAMES HURLEY
Enterprise editor at The 
Times and award-winning 
journalist, he was formerly 
enterprise editor with the 
Telegraph Media Group.

DAN MATTHEWS
Journalist and author of 
The New Rules of Business, 
he writes for newspapers, 
magazines and websites on  
a range of issues.

CHARLES 
ORTON-JONES
Award-winning journalist, 
he was editor-at-large of 
LondonlovesBusiness.com 
and editor of EuroBusiness.

SAM SHAW
Freelance writer and 
editor, she covers a 
range of topics including 
business, finance, 
technology and travel. 

JOHN STEPEK
Editor of MoneyWeek  
and its daily e-mail  
Money Morning, he was 
formally a finance  
writer for Teletext. 

CATHERINE 
WHEATLEY
Business journalist 
specialising in startups and 
fast-growing companies, 
she contributes to 
newspapers including  
The Sunday Times. 

RACONTEUR

PUBLISHING MANAGER 

Phillipus Putter

DIGITAL CONTENT MANAGER

Sarah Allidina

HEAD OF  PRODUCTION

Natalia Rosek

DESIGN

Samuele Motta
Grant Chapman
Kellie Jerrard

PRODUCTION EDITOR

Benjamin Chiou 

MANAGING EDITOR

Peter Archer

BUSINESS CULTURE FINANCE HEALTHCARE LIFESTYLE SUSTAINABILITY TECHNOLOGY INFOGRAPHICS raconteur.net/funding-britains-growth-2016

CONTRIBUTORS

Although this publication is funded through advertising and 
sponsorship, all editorial is without bias and sponsored features 
are clearly labelled. For an upcoming schedule, partnership in-
quiries or feedback, please call +44 (0)20 3428 5230 or e-mail  
info@raconteur.net
Raconteur is a leading publisher of special-interest content 
and research. Its publications and articles cover a wide range 
of topics, including business, finance, sustainability, health-
care, lifestyle and technology. Raconteur special reports are 
published exclusively in The Times and The Sunday Times as well 
as online at raconteur.net
The information contained in this publication has been ob-
tained from sources the Proprietors believe to be correct. 
However, no legal liability can be accepted for any errors. No 
part of this publication may be reproduced without the prior 
consent of the Publisher. © Raconteur Media

Smaller firms still
struggling for cash
As the world economy flirts with an ugly slowdown,  
go-ahead British firms are eager to finance growth  

and buck the global economic trend

OVERVIEW
KATHRYN HOPKINS

Share this article online via 
Raconteur.net

A
la

m
y

Source: BDRC Continental

£2.7bn
reduction in net 

borrowing by 
UK companies in 
December 2015

36%
of UK SMEs were using 
external finance as of 
November 2015, equal 

to 1.6 million

Source: British Bankers’ 
Association

Camden Town 
Brewery raised £2.75 
million via Crowdcube 
in 2015, before being 
sold to AB InBev for a 
reported £85 million

RACONTEUR raconteur.net 03FUNDING BRITAIN’S GROWTH18 / 02 / 2016

Create deeper customer engagement, build 
brand trust and drive loyalty with a loans-based 
crowdfunding campaign branded entirely for you.

Forward thinking companies are now taking crowdfunding and peer-to-
peer lending seriously. For established brands with strong customer bases 
it is key there is no brand dilution and the customer journey is not diverted.

So welcome to “Your Brand Crowdfunding”, an all-in-one crowdfunding 
service which provides you with the right regulatory, administrative 
and technology services, so you can focus on growing your business, 
supported by your loyal brand crowd. 

Brought to you by a team with over 5 years of crowdfunding experience 
and a proven technology platform.

YourBrandCrowdfunding.com
020 7717 9708

ENGAGE YOUR 
CUSTOMERS TO FUND 
YOUR GROWTH

FUNDING BRITAIN’S 
GROWTH



COMMERCIAL FEATURE

Alternative goes mainstream
British businesses, especially startups and smaller firms hungry for growth capital, are increasingly turning 
to alternative forms of funding to get quick and ready cash

ALTERNATIVE FINANCE
CATHERINE WHEATLEY

New year honours for the 
co-founders of two pi-
oneering alternative fi-
nance firms, Zopa’s Giles 

Andrews and Funding Circle’s Samir 
Desai, shows just how firmly estab-
lished the sector has become. 

More startups and expanding firms 
than ever are turning to peer-to-peer 
lending, equity crowdfunding and 
invoice trading to secure finance for 
growth. Last year, the total value of 
loans and investments made on these 
web-based platforms to business and 
consumers rose almost 90 per cent to 
more than £3 billion, according to a 
report by innova-
tion charity Nesta 
and the University  
of Cambridge. 

“Peer-to-peer fi-
nance is entering 
a new phase,” says 
Nesta’s Peter Baeck, 
the report’s co-au-
thor.  “After the 
crash, it was an alter-
native to scarce bank 
funding. But the 
market has evolved 
and now it’s the first 
choice for some en-
trepreneurs because 
it can be cheaper and  
faster than traditional debt and equity 
arrangements.”

The alternative finance tag has 
been attached to a growing col-
lection of business models, from 
pension-led funding to challenger 
banks as the market has expanded. 
“Banks themselves are starting to 
get into the space, which is a sign it 
has become more mainstream,” says 
Mr Baeck. Both Goldman Sachs and 
Hargreaves Lansdown are expected 
to unveil lending platforms this year. 

Peer-to-business crowdlending 
sites, such as Funding Circle, Thin-
Cats and RateSetter, which offer debt 
finance, make up the biggest slice of 

the sector and accounted for 3.2 per 
cent of all commercial lending last 
year. Small businesses raised almost 
£150 billion in 2015 by making re-
quests directly to thousands of po-
tential lenders, according to Nesta.  

Typically, loans of between £5,000 
and £3 million can be arranged with-
in a week.  Like banks, crowdlending 
platforms check companies’ credit-
worthiness, but they also calculate 
risk based on cash flow and even so-
cial media presence. Fees at around 5 
per cent of the amount borrowed and 
interest rates at 7-10 per cent can be 
higher than bank charges. 

Both government and institutions 
have thrown their weight behind the 
peer-to-business sector. The Busi-
ness Finance Partnership and the 

British Business 
Bank has made a 
total of £60 million 
of small-business 
loans available via 
Funding Circle.  
Meanwhile, both 
Santander and RBS 
direct startups to 
Funding Circle 
when they are una-
ble to offer commer-
cial finance.  Since 
2014, crowdlenders 
have been regulat-
ed by the Financial 
Conduct Authority.

Last year, chancel-
lor George Osborne gave the clearest 
signal yet that the sector has matured 
when he announced plans for the inno-
vative finance Isa (individual savings 
account). From this April, investors will 
receive tax-free interest on loans ar-
ranged via peer-to-business platforms. 

“The new Isa is an important moment 
for the industry as it shows we have 
support from the government. It can 
only raise the profile of peer-to-peer 
lending and mean more businesses will 
look to our platforms to grow their busi-
nesses,” says Christine Farnish of the 
Peer-to-Peer Finance Association, the 
industry’s trade organisation. 

Equity crowdfunding, via platforms 

such as Crowdcube, Seedrs and Syn-
dicateRoom, was among the fast-
est-growing sources of alternative fi-
nance for small firms over the past 12 
months, Nesta’s research found. Busi-
nesses raised around £332 million 
in 2015, up a massive 295 per cent on 
the previous year, although around a 
quarter went to real estate ventures. 

Typically, entrepreneurs pitch 
their idea directly to thousands of 
potential equity investors, who put 
in anything from £10 to £100,000. 
Raising finance can take days or 

months, depending on the reception; 
colourful, high-profile firms tend 
to attract most attention. Fees are 
around 7 per cent of funds raised. 

“There has been a conscious 
shift towards the crowd among en-
trepreneurs.  Customers become 
evangelical shareholders and it 
helps differentiate these compa-
nies from their competitors. Ven-
ture capitalists have embraced it 
too because they understand the 
business benefits,” says Crowd-
cube co-founder Luke Lang.  

The market has 
evolved and now it’s 
the first choice for 

some entrepreneurs 
because it can be 

cheaper and faster 
than traditional 
debt and equity 
arrangements

Last year, JustPark, an app and web-
site that matches drivers with spare 
parking spaces, raised £3.7 million on 
Crowdcube in Britain’s largest crowd-
funding deal. The firm had already 
received backing from Index Ventures 
and BMWi, the car giant’s venture arm.  

In another sign that the market 
has matured, British crowdfunded 
companies achieved exits for the first 
time last year. E-Car Club, an elec-
tric-car sharing company that raised 
£100,000 on Crowdcube in 2013, was 
acquired by the rental group Europcar, 
while Mill Residential, a real estate in-
vestment trust that had secured equity 
investments worth more than £2 mil-
lion on SyndicateRoom, floated on the 
London Stock Exchange AIM market.  

Seasoned ventures are also start-
ing to use equity crowdfunding plat-
forms to offer investors mini-bonds 
at a fixed interest rate.  Last year, the 
Eden Project in Cornwall raised £1.5 
million while Hugh Fearnley-Whit-
tingstall’s River Cottage achieved £1 
million in loan funding. 

Invoice trading platforms, including 
MarketInvoice and Platform Black, are 
the third key source of alternative fi-
nance for small businesses. Last year, 
firms raised around £325 million, up 
20 per cent on 2014. Typically, firms 
with an established client base, but an 
irregular cash flow, auction some or all 
of their invoices at a discount to either 
institutional clients or individuals and 
receive funds within 24 hours instead 
of waiting 30 or even 90 days for pay-
ment. In a vote of confidence in the 
sector, the British Business Bank has 
invested £40 million in small business 
invoices via MarketInvoice. 

The platform’s founder Anil Stocker 
urges more growing firms to consider 
alternative lending sources. “When 
most businesses think of finance, 
they still think only of their bank – 
that’s a culture we need to break,” he 
says.  “It’s just a matter of awareness 
– and that takes time.” 

Share this article online via 
Raconteur.net

Anthony Eskinazi, 
chief executive 
of parking space 
allocation service 
JustPark, which 
raised £3.7 million 
on Crowdcube  
in 2015

*Real estate was not separated from main data in 2014

FIND THE 
SIGNAL IN   
THE NOISE
How to navigate the alternative finance 
sector successfully to secure the right 
funding for your business

S ince the 2008 financial crisis, 
the UK business lending 
landscape has changed 

considerably. Bank lending to 
small and medium-sized businesses 
(SMEs) has reduced dramatically 
and overdrafts for SMEs have been 
withdrawn at a rate of £5 million 
a day since 2011. This has starved 
businesses of the vital finance 
they need to grow, damaging the 
economy in the process. 

Ironically, there is liquidity in 
the market to fund lending; it has 
just been unable to find a route to 
borrowers. This liquidity, combined 
with the lending drought, has fuelled 
the growth of the alternative finance 
(AltFi) sector. AltFi lenders offer a 
different range of finance products, 
frequently using technology and data 
to make lending decisions, typically 
via online platforms, with a seamless 
customer experience and in a fraction 
of the time it takes traditional lenders 
to arrive at a decision. 

AltFi has seen exponential growth 
and is projected to hit £12.3 billion 
in 2020 – ten times higher than in 
2014 – and the sector has clear UK 
government support via the British 
Business Bank, which has so far 
invested £60 million in the AltFi 

sector to facilitate lending to SMEs.  
You may have heard about AltFi 

and maybe even considered taking 
advantage of the benefits it can 
provide. However, this is a noisy 
sector, with hundreds of providers 
and products each promising a 
unique proposition. Essentially, 
most AltFi products fall into three 
broad categories:
• Peer-to-peer (P2P) business 

lending – an online marketplace 
where investors are matched 
with borrowers and the provider 
merely acts as an intermediary.

• Crowdfunding – where a large 
number of investors invest in a 
company, typically taking a share 
of the business they lend to. 

• Invoice trading – where you sell your 
invoice to a lender at a discount to 
accelerate your cash flow.

So what are the key considerations 
when contemplating AltFi solutions? 

DO YOU REALLY NEED 
TO BORROW?
Knowing why you need to borrow 
may sound obvious; you may be 
in growth mode and have to buy 
more stock, hire more staff or fund 
new contracts. However, it may 
also be due to issues with working 

capital because your customers 
aren’t paying you quickly enough. 
In that case, the first question to 
ask is whether you can get these 
payments back on track, rather than 
borrowing money. 

MATCH YOUR FINANCE TO  
YOUR NEEDS
Make sure that you get the right 
finance for your business. Certain 
types of finance align well to 
certain types of needs; for example, 
lease finance to fund vehicles or 
machinery. But taking out a long-
duration, fixed-term loan may not 
be suitable to meet short-term 
borrowing and vice versa. Innovative 
solutions, such as Verus360’s online 
revolving finance, give businesses 
much greater flexibility and address 
a range of funding needs with cost-
effective finance. 

HOW MUCH DOES YOUR 
BORROWING REALLY COST? 
Borrowing money is one of the most 
critical business decisions you will 
make, so it’s vital that you understand 
the true costs involved. Our research 
has shown that 40 per cent of UK 
businesses are unsure what they’re 
paying for their finance. The headline 
rate can often seem attractive, but 
there may be additional costs, such 
as penalties if you go over your 

agreed limit, non-utilisation fees and 
administration fees which make the 
total cost of borrowing far higher. 
Verus360 has decided to take a 
stand against these hidden costs by 
offering flexible business funding, 
and charging interest only on the 
funds businesses use and for the time 
they use them. 

MAKE YOUR FINANCE  
FACILITY WORK FOR YOU  
Ask how your loan will operate, and 
work out how much time it will take 
to apply for and manage the money. 
Lending platforms, such as Verus360’s, 
connect securely to a business’s 
accounts software to offer a credit 
facility that’s similar to a secured 
overdraft. A business can apply online, 
get a decision within the hour, and 
access funds within days, making the 
offering more responsive to customers 
and driving greater choice. 

WHAT IS AT RISK IF 
YOU BORROW? 
Some lenders offer unsecured loans, 
others take security against the 
business via an industry-standard 
debenture, while others take it via a 
personal guarantee from individual 

directors. You need to have peace 
of mind about the security that you 
provide; Verus360 doesn’t ask for 
personal guarantees. 

MAKE YOUR DATA WORK 
HARDER FOR YOU
Technology and data are revolutionising 
the customer experience. Online 
accounts analysis enables AltFi firms to 
offer businesses fast access to finance 
as well as playing back valuable data 
on business performance. Verus360’s 
platform provides a personalised 
dashboard for its customers with 
valuable business information. 
Businesses that can capitalise on 
the competitive advantage this data 
provides will be able to grow faster.  

AND THE FUTURE?
SMEs are the lifeblood of the UK 
economy and deserve better. The 
positive reaction to Verus360’s pay-
as-you-use finance and transparent 
pricing is clear evidence that businesses 
are looking for fairer funding. How 
quickly “fair” becomes the norm for 
business borrowers remains to be seen. 

Tony Morgan, CEO Verus360 
www.verus360.com

Innovative solutions, such as 
Verus360’s online revolving finance, 
give businesses much greater flexibility 
and address a range of funding needs 
with cost-effective finance
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UK ALTERNATIVE FINANCE INDUSTRY 2015 

P2P consumer lending 909 66%

P2P business lending 
for real estate* 609 N/A

Equity-based  crowdfunding, 
excluding real estate 245 192%

Community shares 61 79%

Pension-led funding 23 -8%

Debt-based securities 6.2 41%

P2P business lending, 
excluding real estate 881 18%

Invoice trading 325 20%

Equity-based crowdfunding 
for real estate* 87 N/A

Reward-based 
crowdfunding 42 61%

Donation-based 
crowdfunding 12 500%

Volume 2015 (£m)Model Year-on-year growth
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Alternative goes mainstream
British businesses, especially startups and smaller firms hungry for growth capital, are increasingly turning 
to alternative forms of funding to get quick and ready cash

ALTERNATIVE FINANCE
CATHERINE WHEATLEY

New year honours for the 
co-founders of two pi-
oneering alternative fi-
nance firms, Zopa’s Giles 

Andrews and Funding Circle’s Samir 
Desai, shows just how firmly estab-
lished the sector has become. 

More startups and expanding firms 
than ever are turning to peer-to-peer 
lending, equity crowdfunding and 
invoice trading to secure finance for 
growth. Last year, the total value of 
loans and investments made on these 
web-based platforms to business and 
consumers rose almost 90 per cent to 
more than £3 billion, according to a 
report by innova-
tion charity Nesta 
and the University  
of Cambridge. 

“Peer-to-peer fi-
nance is entering 
a new phase,” says 
Nesta’s Peter Baeck, 
the report’s co-au-
thor.  “After the 
crash, it was an alter-
native to scarce bank 
funding. But the 
market has evolved 
and now it’s the first 
choice for some en-
trepreneurs because 
it can be cheaper and  
faster than traditional debt and equity 
arrangements.”

The alternative finance tag has 
been attached to a growing col-
lection of business models, from 
pension-led funding to challenger 
banks as the market has expanded. 
“Banks themselves are starting to 
get into the space, which is a sign it 
has become more mainstream,” says 
Mr Baeck. Both Goldman Sachs and 
Hargreaves Lansdown are expected 
to unveil lending platforms this year. 

Peer-to-business crowdlending 
sites, such as Funding Circle, Thin-
Cats and RateSetter, which offer debt 
finance, make up the biggest slice of 

the sector and accounted for 3.2 per 
cent of all commercial lending last 
year. Small businesses raised almost 
£150 billion in 2015 by making re-
quests directly to thousands of po-
tential lenders, according to Nesta.  

Typically, loans of between £5,000 
and £3 million can be arranged with-
in a week.  Like banks, crowdlending 
platforms check companies’ credit-
worthiness, but they also calculate 
risk based on cash flow and even so-
cial media presence. Fees at around 5 
per cent of the amount borrowed and 
interest rates at 7-10 per cent can be 
higher than bank charges. 

Both government and institutions 
have thrown their weight behind the 
peer-to-business sector. The Busi-
ness Finance Partnership and the 

British Business 
Bank has made a 
total of £60 million 
of small-business 
loans available via 
Funding Circle.  
Meanwhile, both 
Santander and RBS 
direct startups to 
Funding Circle 
when they are una-
ble to offer commer-
cial finance.  Since 
2014, crowdlenders 
have been regulat-
ed by the Financial 
Conduct Authority.

Last year, chancel-
lor George Osborne gave the clearest 
signal yet that the sector has matured 
when he announced plans for the inno-
vative finance Isa (individual savings 
account). From this April, investors will 
receive tax-free interest on loans ar-
ranged via peer-to-business platforms. 

“The new Isa is an important moment 
for the industry as it shows we have 
support from the government. It can 
only raise the profile of peer-to-peer 
lending and mean more businesses will 
look to our platforms to grow their busi-
nesses,” says Christine Farnish of the 
Peer-to-Peer Finance Association, the 
industry’s trade organisation. 

Equity crowdfunding, via platforms 

such as Crowdcube, Seedrs and Syn-
dicateRoom, was among the fast-
est-growing sources of alternative fi-
nance for small firms over the past 12 
months, Nesta’s research found. Busi-
nesses raised around £332 million 
in 2015, up a massive 295 per cent on 
the previous year, although around a 
quarter went to real estate ventures. 

Typically, entrepreneurs pitch 
their idea directly to thousands of 
potential equity investors, who put 
in anything from £10 to £100,000. 
Raising finance can take days or 

months, depending on the reception; 
colourful, high-profile firms tend 
to attract most attention. Fees are 
around 7 per cent of funds raised. 

“There has been a conscious 
shift towards the crowd among en-
trepreneurs.  Customers become 
evangelical shareholders and it 
helps differentiate these compa-
nies from their competitors. Ven-
ture capitalists have embraced it 
too because they understand the 
business benefits,” says Crowd-
cube co-founder Luke Lang.  

The market has 
evolved and now it’s 
the first choice for 

some entrepreneurs 
because it can be 

cheaper and faster 
than traditional 
debt and equity 
arrangements

Last year, JustPark, an app and web-
site that matches drivers with spare 
parking spaces, raised £3.7 million on 
Crowdcube in Britain’s largest crowd-
funding deal. The firm had already 
received backing from Index Ventures 
and BMWi, the car giant’s venture arm.  

In another sign that the market 
has matured, British crowdfunded 
companies achieved exits for the first 
time last year. E-Car Club, an elec-
tric-car sharing company that raised 
£100,000 on Crowdcube in 2013, was 
acquired by the rental group Europcar, 
while Mill Residential, a real estate in-
vestment trust that had secured equity 
investments worth more than £2 mil-
lion on SyndicateRoom, floated on the 
London Stock Exchange AIM market.  

Seasoned ventures are also start-
ing to use equity crowdfunding plat-
forms to offer investors mini-bonds 
at a fixed interest rate.  Last year, the 
Eden Project in Cornwall raised £1.5 
million while Hugh Fearnley-Whit-
tingstall’s River Cottage achieved £1 
million in loan funding. 

Invoice trading platforms, including 
MarketInvoice and Platform Black, are 
the third key source of alternative fi-
nance for small businesses. Last year, 
firms raised around £325 million, up 
20 per cent on 2014. Typically, firms 
with an established client base, but an 
irregular cash flow, auction some or all 
of their invoices at a discount to either 
institutional clients or individuals and 
receive funds within 24 hours instead 
of waiting 30 or even 90 days for pay-
ment. In a vote of confidence in the 
sector, the British Business Bank has 
invested £40 million in small business 
invoices via MarketInvoice. 

The platform’s founder Anil Stocker 
urges more growing firms to consider 
alternative lending sources. “When 
most businesses think of finance, 
they still think only of their bank – 
that’s a culture we need to break,” he 
says.  “It’s just a matter of awareness 
– and that takes time.” 

Share this article online via 
Raconteur.net

Anthony Eskinazi, 
chief executive 
of parking space 
allocation service 
JustPark, which 
raised £3.7 million 
on Crowdcube  
in 2015

*Real estate was not separated from main data in 2014

FIND THE 
SIGNAL IN   
THE NOISE
How to navigate the alternative finance 
sector successfully to secure the right 
funding for your business

S ince the 2008 financial crisis, 
the UK business lending 
landscape has changed 

considerably. Bank lending to 
small and medium-sized businesses 
(SMEs) has reduced dramatically 
and overdrafts for SMEs have been 
withdrawn at a rate of £5 million 
a day since 2011. This has starved 
businesses of the vital finance 
they need to grow, damaging the 
economy in the process. 

Ironically, there is liquidity in 
the market to fund lending; it has 
just been unable to find a route to 
borrowers. This liquidity, combined 
with the lending drought, has fuelled 
the growth of the alternative finance 
(AltFi) sector. AltFi lenders offer a 
different range of finance products, 
frequently using technology and data 
to make lending decisions, typically 
via online platforms, with a seamless 
customer experience and in a fraction 
of the time it takes traditional lenders 
to arrive at a decision. 

AltFi has seen exponential growth 
and is projected to hit £12.3 billion 
in 2020 – ten times higher than in 
2014 – and the sector has clear UK 
government support via the British 
Business Bank, which has so far 
invested £60 million in the AltFi 

sector to facilitate lending to SMEs.  
You may have heard about AltFi 

and maybe even considered taking 
advantage of the benefits it can 
provide. However, this is a noisy 
sector, with hundreds of providers 
and products each promising a 
unique proposition. Essentially, 
most AltFi products fall into three 
broad categories:
• Peer-to-peer (P2P) business 

lending – an online marketplace 
where investors are matched 
with borrowers and the provider 
merely acts as an intermediary.

• Crowdfunding – where a large 
number of investors invest in a 
company, typically taking a share 
of the business they lend to. 

• Invoice trading – where you sell your 
invoice to a lender at a discount to 
accelerate your cash flow.

So what are the key considerations 
when contemplating AltFi solutions? 

DO YOU REALLY NEED 
TO BORROW?
Knowing why you need to borrow 
may sound obvious; you may be 
in growth mode and have to buy 
more stock, hire more staff or fund 
new contracts. However, it may 
also be due to issues with working 

capital because your customers 
aren’t paying you quickly enough. 
In that case, the first question to 
ask is whether you can get these 
payments back on track, rather than 
borrowing money. 

MATCH YOUR FINANCE TO  
YOUR NEEDS
Make sure that you get the right 
finance for your business. Certain 
types of finance align well to 
certain types of needs; for example, 
lease finance to fund vehicles or 
machinery. But taking out a long-
duration, fixed-term loan may not 
be suitable to meet short-term 
borrowing and vice versa. Innovative 
solutions, such as Verus360’s online 
revolving finance, give businesses 
much greater flexibility and address 
a range of funding needs with cost-
effective finance. 

HOW MUCH DOES YOUR 
BORROWING REALLY COST? 
Borrowing money is one of the most 
critical business decisions you will 
make, so it’s vital that you understand 
the true costs involved. Our research 
has shown that 40 per cent of UK 
businesses are unsure what they’re 
paying for their finance. The headline 
rate can often seem attractive, but 
there may be additional costs, such 
as penalties if you go over your 

agreed limit, non-utilisation fees and 
administration fees which make the 
total cost of borrowing far higher. 
Verus360 has decided to take a 
stand against these hidden costs by 
offering flexible business funding, 
and charging interest only on the 
funds businesses use and for the time 
they use them. 

MAKE YOUR FINANCE  
FACILITY WORK FOR YOU  
Ask how your loan will operate, and 
work out how much time it will take 
to apply for and manage the money. 
Lending platforms, such as Verus360’s, 
connect securely to a business’s 
accounts software to offer a credit 
facility that’s similar to a secured 
overdraft. A business can apply online, 
get a decision within the hour, and 
access funds within days, making the 
offering more responsive to customers 
and driving greater choice. 

WHAT IS AT RISK IF 
YOU BORROW? 
Some lenders offer unsecured loans, 
others take security against the 
business via an industry-standard 
debenture, while others take it via a 
personal guarantee from individual 

directors. You need to have peace 
of mind about the security that you 
provide; Verus360 doesn’t ask for 
personal guarantees. 

MAKE YOUR DATA WORK 
HARDER FOR YOU
Technology and data are revolutionising 
the customer experience. Online 
accounts analysis enables AltFi firms to 
offer businesses fast access to finance 
as well as playing back valuable data 
on business performance. Verus360’s 
platform provides a personalised 
dashboard for its customers with 
valuable business information. 
Businesses that can capitalise on 
the competitive advantage this data 
provides will be able to grow faster.  

AND THE FUTURE?
SMEs are the lifeblood of the UK 
economy and deserve better. The 
positive reaction to Verus360’s pay-
as-you-use finance and transparent 
pricing is clear evidence that businesses 
are looking for fairer funding. How 
quickly “fair” becomes the norm for 
business borrowers remains to be seen. 

Tony Morgan, CEO Verus360 
www.verus360.com

Innovative solutions, such as 
Verus360’s online revolving finance, 
give businesses much greater flexibility 
and address a range of funding needs 
with cost-effective finance
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UK ALTERNATIVE FINANCE INDUSTRY 2015 

P2P consumer lending 909 66%

P2P business lending 
for real estate* 609 N/A

Equity-based  crowdfunding, 
excluding real estate 245 192%

Community shares 61 79%

Pension-led funding 23 -8%

Debt-based securities 6.2 41%

P2P business lending, 
excluding real estate 881 18%

Invoice trading 325 20%

Equity-based crowdfunding 
for real estate* 87 N/A

Reward-based 
crowdfunding 42 61%

Donation-based 
crowdfunding 12 500%

Volume 2015 (£m)Model Year-on-year growth
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Funding SME House Builders 
across England, Scotland and Wales

Our experienced team provides property developers 
with bespoke finance to best suit your housing 
development. We are responsive, proactive and 
solutions driven. 

Talk to us 
Our Business is Helping you Build.

0845 465 6500
contact@blgdf.co.uk
www.blgdevelopmentfinance.co.uk

Hold tight for more
business disruption 
The alternative finance industry looks set to go from 
strength to strength to become a tried-and-tested  
means of business funding

London may claim to be the 
capital of the global alter-
native finance industry, 
but until recently there 

was a self-styled Chinese peer-to-
peer platform whose loan book 
dwarfed the activity all of its Brit-
ish counterparts combined.

Ezubao used money from an es-
timated one million Chinese con-
sumers to lend billions of dollars, 
ostensibly to borrowers including 
students and small businesses.

The platform’s remarkable 
growth was reflected in its opera-
tors’ largesse, spending big on state 
television advertising and spon-
sorship slots, and handing out mil-
lions of dollars to staff and telling 
them to spend it on flashy accou-
trements so the company appeared 
even more successful.

Sadly, it was all too good to be 
true. According to the Chinese au-
thorities, Ezubao was in fact an 
enormous, $8-billion Ponzi fraud. 
Some 95 per cent of investments 
turned out to be fake and the site’s 
operators tried to cover their tracks 
by literally burying loan contracts 
in the ground.

The collapse of the house of cards 

has at least as serious ramifica-
tions as Bernie Madoff’s infamous 
$64.8-billion Ponzi fraud. While 
most of Madoff’s victims were 
wealthy, experienced investors, 
Ezubao took much of its money from 
the man and woman in the street.

It’s enough to send a shiver 
through Britain’s alternative fi-
nance community, where reputable 
peer-to-peer platforms have also 

been experiencing remarkable, if 
hopefully more sustainable, growth.

As one platform entrepreneur put 
it to me, the Ezubao collapse pro-
vokes two fears: on one hand, that 

FUTURE OF FUNDING
JAMES HURLEY

a smaller failure in the UK could 
badly damage the reputation of 
the sector; or that spooked regula-
tors might radically toughen up the 
rules governing the alternative fi-
nance industry to avoid something 
similar happening here.

The former concern appears to 
be shared by many across the sec-
tor. A survey by innovation charity 
Nesta of leading alternative finance 
providers found that the potential 
collapse of one or more of the well-
known platforms due to malprac-
tice was seen as the “highest risk to 
future growth”, identified as “high 
or very high risk” by more than half 
of the platforms surveyed.

As a forthcoming Nesta report 
will warn, a platform collapse in 
the UK would also pose the first 
real test of the regulation of online 
alternative finance and require-
ment of platforms to have facilities 
in place to run down loans in case a 
platform stops doing business.

However, for Andrew Holgate, 
managing director of business 
lending for peer-to-peer lending 
platform Assetz Capital, it’s less 
the prospect of a platform failure 
and more the associated regulatory 
response that could yet prove the 
industry’s largest hurdle. “The big-
gest potential challenge we have as 
a sector is having regulation come 

Equity crowdfunding 
has increasingly 

attracted 
professional business 

angels, while the 
leading peer-to-peer 
platforms are taking 

money from big 
institutions and local 
authorities alongside 

ordinary punters

in that prevents us continuing to be 
a viable and cost-effective alterna-
tive to banks,” he says.

Nesta estimated that the peer-
to-peer lending and crowdfunding 
sectors delivered £3.2 billion in 
finance to consumers and small 
businesses throughout 2015. That 
has all been achieved from scratch 
in about five years.

Yet for all of its remarkable suc-
cesses, Nesta’s executive director of 
policy and research Stian Westlake 
says we’ll only be certain alterna-
tive finance is here to stay when it’s 
shown that peer-to-peer loan plat-
forms can provide returns over the 
long term and equity crowdfunders 
can point to some big exits.

“The sector needs to prove itself 
through a business cycle – that’s how 
we’ll know for sure that the credits 
of the lenders are good enough and, 

at the other end of the cycle, what 
the returns of equity crowdfunding 
successes are,” she says.

The industry has certainly come a 
long way from its origins in directly 
linking up ordinary lenders and in-
vestors with small companies and 
consumer borrowers.

According to Nesta, that is rarely 
how the leading platforms operate 
in practice now. Instead, equity 
crowdfunding has increasingly at-
tracted professional business an-
gels, while the leading peer-to-peer 
platforms are taking money from 
big institutions and local authori-
ties alongside ordinary punters.

Some fear that this means the 
“crowd” will be squeezed out of the 
best deals, undermining one of the 
key selling points of alternative fi-
nance that it opened finance up to 
the masses.

Share this article online via 
raconteur.net

UK’s largest  
alternative  
finance platforms

Mr Holgate says: “Another big 
challenge is how institutional in-
vestors sit alongside retail investors 
to keep the ‘peer’ in peer-to-peer.”

Assetz Capital is keen to see a 
model develop that gives retail 
investors “modest returns with 
great safety while providing the 
risk-taking institutional money 
with higher returns and the princi-
pal risk of any losses in return”. Mr 
Holgate says: “We believe this will 
become the model in the future as 
peer-to-peer becomes a large-scale 
funder approaching or even out-
pacing banks.”

Mr Westlake says all the major 
future trends forecast in the sector 
are signs of an increasingly mature 
industry. Namely, a greater pro-
portion of investment coming from 
institutions rather than individ-
uals, fewer platform startups and 
more consolidation, and the lead-
ing platforms increasingly striking 
out abroad.

Rhydian Lewis, chief executive 
of peer-to-peer lender RateSetter, 
believes establishing trust is now 
the sector’s primary challenge. 
“There’s no point shouting out that 
you can be trusted, you need to 
show you can deliver and keep de-
livering,” he says.

To that end, Adam Tavener, 
chairman of both Clifton Asset 
Management and Alternative Busi-
ness Funding, wants to see more 
transparency. “Alternative finance 
positions itself as a feisty David to 
the main banks’ Goliath, but not 
all the products offered are rea-
sonably priced or fairly described,”  
he says. 

“In order to build trust and there-
fore the normalisation of use of our 
sector, we should beware of oppor-
tunistic models that are designed 
to exploit a perceived desperation 
of business owners who cannot get 
funded by their bank.”

There are still plenty of reasons 
to be optimistic, however. Mr Lew-
is says the Financial Conduct Au-
thority (FCA) has done a good job 
to date. “We have been fully reg-

ulated since April 2014,” he says. 
“The FCA worked constructively 
with us to put in place a regulato-
ry framework that struck the right 
balance between protecting con-
sumers while supporting innova-
tion and growth.”

As banks find small-business 
lending increasingly unattractive 
thanks to regulatory demands on 
capital ratios, Anil Stocker, founder 
of invoice trading platform Market-
Invoice, predicts that peer-to-peer 
will become the norm. “In time, 
peer-to-peer lending, whether 
through invoices, property, term 
loans or whatever, should be the 
cheapest way for businesses to bor-
row – we’re getting there already,” 
he says.

The forces that have driven the 
remarkable growth of the sector 
aren’t going away any time soon, 
adds Emanuela Vartolomei, chief 
executive of All Street, a crowd-
funding analyst firm.

“Much of the public focus on [al-
ternative finance] tends to be on 
technology developments, some 
of which have been amazing. For 
us, however, it is much wider than 
that,” he says.

“People are moving from being 
passive purchasers of financial ser-
vices to active participants in the 
financial system. We see this trend 
intensifying, and those alternative 
finance players who engage and 
support mass participation will 
achieve the most success.”

Mr Tavener says: “If we can drop 
the evangelical hype that all too 
often surrounds it, I think the sec-
tor is well placed to mature and be-
come a permanent part of the SME 
[small and medium-sized enter-
prise] funding landscape, and will 
continue to deliver innovation well 
into the future.”

Or as Assetz Capital’s Mr Holgate 
concludes: “The disruption has 
only just begun.”

Much of the attention in the alternative 
finance sector is going to peer-to-peer 
lenders and equity crowdfunders, but 
there’s another, much older, area of non-
bank small business finance that has also 
grown in importance in recent years.

The invoice finance and asset-
based lending industry is somewhat 
unfashionable, as well as poorly understood 
by the majority of business owners, but it 
provides a vital source of funding.

Asset-based lending sees lending 
secured against companies’ assets 
including plant, machinery and invoices. 
It was once seen as a last resort, but as 
bank finance and overdrafts became 
scarcer following the 2008 financial 
crisis, it has been gradually moving 
towards the mainstream.

Large independent providers such as 
Investec and GE Capital have become 
significant lenders against machinery, 
while Bibby, a family-owned business 
best known for its shipping operation, is 
one of the country’s largest providers of 
cash secured against invoices.

But invoice finance is itself being 
disrupted by a new breed of online 
players. This form of lending sees cash 
advanced against a company’s order 
book, meaning businesses that have to 
wait a long time to be paid by customers 
can ease their cash flow by selling their 
sales ledgers in return for a discount.

The problem, according to a handful of 
emerging online platforms determined 
to change the sector, is that traditionally 
this can be expensive, complex and 
involves a variety of opaque fees. 
Established lenders in the sector are 
responding and beginning to simplify 
their contracts and fees, and provide 
more flexible products.

Leading newcomer MarketInvoice 
uses a peer-to-peer platform to link 
wealthy private investors up with 
small companies eager to release cash 
from their invoices. Unlike traditional 
players, MarketInvoice allows 
companies to sell individual invoices 
instead of locking them into long, 
restrictive contracts, which demand 
the whole order book is given to the 
finance provider. 

Other online invoice trading platforms, 
employing a similar approach, have since 
sprung up. 

INVOICE FINANCE AND ASSET-BASED LENDING

HYPOTHETICAL BANKING FUTURE
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Funding SME House Builders 
across England, Scotland and Wales

Our experienced team provides property developers 
with bespoke finance to best suit your housing 
development. We are responsive, proactive and 
solutions driven. 

Talk to us 
Our Business is Helping you Build.

0845 465 6500
contact@blgdf.co.uk
www.blgdevelopmentfinance.co.uk

Hold tight for more
business disruption 
The alternative finance industry looks set to go from 
strength to strength to become a tried-and-tested  
means of business funding

London may claim to be the 
capital of the global alter-
native finance industry, 
but until recently there 

was a self-styled Chinese peer-to-
peer platform whose loan book 
dwarfed the activity all of its Brit-
ish counterparts combined.

Ezubao used money from an es-
timated one million Chinese con-
sumers to lend billions of dollars, 
ostensibly to borrowers including 
students and small businesses.

The platform’s remarkable 
growth was reflected in its opera-
tors’ largesse, spending big on state 
television advertising and spon-
sorship slots, and handing out mil-
lions of dollars to staff and telling 
them to spend it on flashy accou-
trements so the company appeared 
even more successful.

Sadly, it was all too good to be 
true. According to the Chinese au-
thorities, Ezubao was in fact an 
enormous, $8-billion Ponzi fraud. 
Some 95 per cent of investments 
turned out to be fake and the site’s 
operators tried to cover their tracks 
by literally burying loan contracts 
in the ground.

The collapse of the house of cards 

has at least as serious ramifica-
tions as Bernie Madoff’s infamous 
$64.8-billion Ponzi fraud. While 
most of Madoff’s victims were 
wealthy, experienced investors, 
Ezubao took much of its money from 
the man and woman in the street.

It’s enough to send a shiver 
through Britain’s alternative fi-
nance community, where reputable 
peer-to-peer platforms have also 

been experiencing remarkable, if 
hopefully more sustainable, growth.

As one platform entrepreneur put 
it to me, the Ezubao collapse pro-
vokes two fears: on one hand, that 

FUTURE OF FUNDING
JAMES HURLEY

a smaller failure in the UK could 
badly damage the reputation of 
the sector; or that spooked regula-
tors might radically toughen up the 
rules governing the alternative fi-
nance industry to avoid something 
similar happening here.

The former concern appears to 
be shared by many across the sec-
tor. A survey by innovation charity 
Nesta of leading alternative finance 
providers found that the potential 
collapse of one or more of the well-
known platforms due to malprac-
tice was seen as the “highest risk to 
future growth”, identified as “high 
or very high risk” by more than half 
of the platforms surveyed.

As a forthcoming Nesta report 
will warn, a platform collapse in 
the UK would also pose the first 
real test of the regulation of online 
alternative finance and require-
ment of platforms to have facilities 
in place to run down loans in case a 
platform stops doing business.

However, for Andrew Holgate, 
managing director of business 
lending for peer-to-peer lending 
platform Assetz Capital, it’s less 
the prospect of a platform failure 
and more the associated regulatory 
response that could yet prove the 
industry’s largest hurdle. “The big-
gest potential challenge we have as 
a sector is having regulation come 

Equity crowdfunding 
has increasingly 

attracted 
professional business 

angels, while the 
leading peer-to-peer 
platforms are taking 

money from big 
institutions and local 
authorities alongside 

ordinary punters

in that prevents us continuing to be 
a viable and cost-effective alterna-
tive to banks,” he says.

Nesta estimated that the peer-
to-peer lending and crowdfunding 
sectors delivered £3.2 billion in 
finance to consumers and small 
businesses throughout 2015. That 
has all been achieved from scratch 
in about five years.

Yet for all of its remarkable suc-
cesses, Nesta’s executive director of 
policy and research Stian Westlake 
says we’ll only be certain alterna-
tive finance is here to stay when it’s 
shown that peer-to-peer loan plat-
forms can provide returns over the 
long term and equity crowdfunders 
can point to some big exits.

“The sector needs to prove itself 
through a business cycle – that’s how 
we’ll know for sure that the credits 
of the lenders are good enough and, 

at the other end of the cycle, what 
the returns of equity crowdfunding 
successes are,” she says.

The industry has certainly come a 
long way from its origins in directly 
linking up ordinary lenders and in-
vestors with small companies and 
consumer borrowers.

According to Nesta, that is rarely 
how the leading platforms operate 
in practice now. Instead, equity 
crowdfunding has increasingly at-
tracted professional business an-
gels, while the leading peer-to-peer 
platforms are taking money from 
big institutions and local authori-
ties alongside ordinary punters.

Some fear that this means the 
“crowd” will be squeezed out of the 
best deals, undermining one of the 
key selling points of alternative fi-
nance that it opened finance up to 
the masses.

Share this article online via 
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UK’s largest  
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Mr Holgate says: “Another big 
challenge is how institutional in-
vestors sit alongside retail investors 
to keep the ‘peer’ in peer-to-peer.”

Assetz Capital is keen to see a 
model develop that gives retail 
investors “modest returns with 
great safety while providing the 
risk-taking institutional money 
with higher returns and the princi-
pal risk of any losses in return”. Mr 
Holgate says: “We believe this will 
become the model in the future as 
peer-to-peer becomes a large-scale 
funder approaching or even out-
pacing banks.”

Mr Westlake says all the major 
future trends forecast in the sector 
are signs of an increasingly mature 
industry. Namely, a greater pro-
portion of investment coming from 
institutions rather than individ-
uals, fewer platform startups and 
more consolidation, and the lead-
ing platforms increasingly striking 
out abroad.

Rhydian Lewis, chief executive 
of peer-to-peer lender RateSetter, 
believes establishing trust is now 
the sector’s primary challenge. 
“There’s no point shouting out that 
you can be trusted, you need to 
show you can deliver and keep de-
livering,” he says.

To that end, Adam Tavener, 
chairman of both Clifton Asset 
Management and Alternative Busi-
ness Funding, wants to see more 
transparency. “Alternative finance 
positions itself as a feisty David to 
the main banks’ Goliath, but not 
all the products offered are rea-
sonably priced or fairly described,”  
he says. 

“In order to build trust and there-
fore the normalisation of use of our 
sector, we should beware of oppor-
tunistic models that are designed 
to exploit a perceived desperation 
of business owners who cannot get 
funded by their bank.”

There are still plenty of reasons 
to be optimistic, however. Mr Lew-
is says the Financial Conduct Au-
thority (FCA) has done a good job 
to date. “We have been fully reg-

ulated since April 2014,” he says. 
“The FCA worked constructively 
with us to put in place a regulato-
ry framework that struck the right 
balance between protecting con-
sumers while supporting innova-
tion and growth.”

As banks find small-business 
lending increasingly unattractive 
thanks to regulatory demands on 
capital ratios, Anil Stocker, founder 
of invoice trading platform Market-
Invoice, predicts that peer-to-peer 
will become the norm. “In time, 
peer-to-peer lending, whether 
through invoices, property, term 
loans or whatever, should be the 
cheapest way for businesses to bor-
row – we’re getting there already,” 
he says.

The forces that have driven the 
remarkable growth of the sector 
aren’t going away any time soon, 
adds Emanuela Vartolomei, chief 
executive of All Street, a crowd-
funding analyst firm.

“Much of the public focus on [al-
ternative finance] tends to be on 
technology developments, some 
of which have been amazing. For 
us, however, it is much wider than 
that,” he says.

“People are moving from being 
passive purchasers of financial ser-
vices to active participants in the 
financial system. We see this trend 
intensifying, and those alternative 
finance players who engage and 
support mass participation will 
achieve the most success.”

Mr Tavener says: “If we can drop 
the evangelical hype that all too 
often surrounds it, I think the sec-
tor is well placed to mature and be-
come a permanent part of the SME 
[small and medium-sized enter-
prise] funding landscape, and will 
continue to deliver innovation well 
into the future.”

Or as Assetz Capital’s Mr Holgate 
concludes: “The disruption has 
only just begun.”

Much of the attention in the alternative 
finance sector is going to peer-to-peer 
lenders and equity crowdfunders, but 
there’s another, much older, area of non-
bank small business finance that has also 
grown in importance in recent years.

The invoice finance and asset-
based lending industry is somewhat 
unfashionable, as well as poorly understood 
by the majority of business owners, but it 
provides a vital source of funding.

Asset-based lending sees lending 
secured against companies’ assets 
including plant, machinery and invoices. 
It was once seen as a last resort, but as 
bank finance and overdrafts became 
scarcer following the 2008 financial 
crisis, it has been gradually moving 
towards the mainstream.

Large independent providers such as 
Investec and GE Capital have become 
significant lenders against machinery, 
while Bibby, a family-owned business 
best known for its shipping operation, is 
one of the country’s largest providers of 
cash secured against invoices.

But invoice finance is itself being 
disrupted by a new breed of online 
players. This form of lending sees cash 
advanced against a company’s order 
book, meaning businesses that have to 
wait a long time to be paid by customers 
can ease their cash flow by selling their 
sales ledgers in return for a discount.

The problem, according to a handful of 
emerging online platforms determined 
to change the sector, is that traditionally 
this can be expensive, complex and 
involves a variety of opaque fees. 
Established lenders in the sector are 
responding and beginning to simplify 
their contracts and fees, and provide 
more flexible products.

Leading newcomer MarketInvoice 
uses a peer-to-peer platform to link 
wealthy private investors up with 
small companies eager to release cash 
from their invoices. Unlike traditional 
players, MarketInvoice allows 
companies to sell individual invoices 
instead of locking them into long, 
restrictive contracts, which demand 
the whole order book is given to the 
finance provider. 

Other online invoice trading platforms, 
employing a similar approach, have since 
sprung up. 

INVOICE FINANCE AND ASSET-BASED LENDING

HYPOTHETICAL BANKING FUTURE
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01 
 ADYEN

SECTOR: Online payments technology
FUNDING: Series B

What’s it like to raise a quarter of a bil-
lion dollars in one go? Pieter van der 
Does can tell you. In December 2014 
he rustled up $250 million in a giant 
series B round valuing his company 
Adyen at $1.5 billion. The round was 
led by General Atlantic, with support 
from Felicis Ventures and Temasek 
Holdings. “We did it in a month,” says 
Mr van der Does. “We did a single trip 
to the US, one to the East coast, one 
to the West. We had a deck and ne-
gotiated with two companies.” A lit-
tle later Iconiq, backed by Facebook 
founder Mark Zuckerberg and Twitter 
founder Jack Dorsey, joined. The deal 
was simple, says Mr van der Does, 
because he didn’t need the money. 
“It is when you desperately need 
money it is difficult,” he says. Adyen 
was profitable and growing fast. The 
deal gives the company the balance 
sheet to win contracts with blue-chip 
brands. “$50 million doesn’t impress 
them,” he says. “$250 million will.” 
Furthermore, the huge sum means he 
won’t need to raise funds again. His 
tip? Give all shareholders than same 
class of shares. No milestones or 
preference shares. “We are all equal. 
What is good for one is good for all,”  
says Mr van der Does. 

02 
 GIGACLEAR

SECTOR: Broadband technology
FUNDING: Euro-loan

Getting fast broadband in some ru-
ral areas can be a joke. Anything over 
8Mbps is considered a distant dream 
– which is where Gigaclear comes in. 
This young company specialises in in-
stalling blistering broadband into the 
trickiest of territories. For example, 
the village of West Haddon in North-
amptonshire has just had the Gigaclear 
treatment, giving households 750Mbps 
downloads. It beats central Tokyo. Gi-
gaclear got the money to expand via a 
European Investment Bank (EIB) loan 
of €25 million (£18 million) to add to 
almost £50 million it raised through 
private equity. So how did founder Mat-
thew Hare get the EIB cash? “We start-
ed with an application form,” he says. 
“Then the EIB did due diligence, which 
took two days. Because we had already 
raised investment from private equity, 
we had the documentation, which saved 
time.” The EIB money is a loan, not a 
grant, but is thought to be at preferen-
tial rates. The EIB reserves these loans 
for infrastructure projects which will 
improve Europe’s business capabilities. 
The cash means Gigaclear can acceler-
ate its fibre-to-the-house programme to 
60,000 homes by the end of the year. 

03 
 CARWOW

SECTOR: Car retail
FUNDING: Seed, series A and B

The classic way to fund a startup is 
through seed funding, followed by fur-
ther rounds of venture capital as the 
business grows. Carwow is a textbook 
case. James Hind launched Carwow in 
2013 as a concept allowing car dealer-
ships to bid for the right to sell a vehicle 
to a consumer. He got up and running 
with £230,000 in funds from friends 
and family. Then came seed finance 
of £1.3 million in February 2014 led by 
Balderton Capital, with Episode 1 Ven-
tures, Samos Investments and angel in-
vestors, including the founder of Zoopla, 
taking part. In December 2014 came the 
series A round with £4.6 million. Then 
in January this year a series B raised 
£12.5 million, led by Accel, which backs 
Dropbox and Spotify. Carwow now has 
one million registered users and has sold 
half a billion pounds-worth of cars. “My 
tip is drum up competition,” says Mr 
Hind. “You want multiple offers so VCs 
[venture capitalists] need to improve 
their terms.” Competition also meant he 
could pick the VC houses he liked, rather 
than the one offering the most cash. The 
VC money, mostly spent on marketing, 
has made Carwow one of the outstand-
ing dotcoms of recent years. 

04 
 FC LASER

SECTOR: Laser-cutting engineering
FUNDING: Government grants

Grants are a vanishing concept. In ye 
olde days, students would get cash in 
hand from the state no question asked. 
No more. But it is possible for business-
es to land a grant. Just ask Danny Fan-
tom, managing director of FC Laser. He 
bagged no fewer than three grants to 
buy hardware for his company. “I started 
my business in 2012,” he says. “The first 
round of Regional Growth Fund [RGF] 
helped me purchase my first laser. Lom-
bard, part of RBS, handled the transac-
tion. The process was extremely easy. It 
came to down to how many jobs I could 
create.” The £54,000 helped Fantom buy 
a Bystronic laser machine. In 2013 he got 
£66,000 for a second machine. “That 
round of RGF went through local govern-
ment bodies. They took 10 per cent of the 
money and cost me 4 per cent in admin 
costs. I was not happy.” Third round was 
with Lombard again and secured him 
£82,000. And the jobs? “We now employ 
31 staff and five apprentices,” says Mr 
Fantom proudly. It is vital to note the 
grant only part-funded the machines 
which retail at more than £300,000. The 
rest is funded in instalments. “We did 
£2.7 million last year and this year will 
do £3.2 million,” adds Mr Fantom. 

06 
 GOOD & PROPER TEA

SECTOR: Beverages
FUNDING: Kickstarter and Crowdcube 

Kickstarter is a weird sort of cash cow. 
Members of the public throw money at 
projects for little in return. Film-maker 
Martin Durkin is currently using Kick-
starter to fund Brexit: The Movie, with 
backers getting a credit at the end of the 
film or an invitation to the premiere. 
Emilie Holmes used Kickstarter for her 
premium tea concept Good & Proper Tea. 
“I had no confidence it would work,” she 
says. “Why would people give me money 
for no rewards?” For £15 in cash support-
ers got two packs of tea. Bigger donors 
got their names painted on her van. Top 
prize of £1,000 was free use of the van. 
“It went to a school sports day,” says Ms 
Holmes. The cash rolled in, she hit her 
target and the business was launched. 
Round two was Crowdcube. This web-
site swaps shares in the business for 
cash. “We targeted £140,000 and hit 
£180,000, which was our cap,” says Ms 
Holmes. She gave away 18.7 per cent of 
the business. Costs were £2,500 in fees 
and 5 per cent of funds raised to Crowd-
cube. Good & Proper Tea now has its first 
shop in London’s Old Street, with a sec-
ond to come. An online venture sells teas 
around the world. 

07 
 HECK SAUSAGES

SECTOR: Food
FUNDING: Self-funded and  
   venture capital 

It is vital to consider the downside to 
funding. And who better to offer a warn-
ing than Andrew Keeble, who endured 
a miserable experience with his wife 
Debbie with their first company. Their 
brand, Debbie & Andrew’s, was sold to 
a large food manufacturer in 1999 and 
the couple were unhappy with becoming 
employees under a five-year earn-out. 
“We lost control over what went into the 
sausages and we felt very uncomfort-
able. We felt like we were misleading 
customers,” says Mrs Keeble. So for their 
new business, premium sausage brand 
Heck, the Keebles self-funded with a 
quarter stake sold to Panoramic Growth 
Equity. “Private equity can be called 
‘vulture capital’,” says Mr Keeble. “Not 
for us – it’s been positive.” Panoramic 
has introduced structure to the busi-
ness, including monthly board meet-
ings, and contributed a chairman. This 
time the Keebles plan to keep control. 
“We may buy back the Panoramic share 
in a few years’ time.” The deal has cer-
tainly worked. Heck should grow sales 
from £5.7 million last year to a forecast 
£16 million this year. 

08 
 HOPSTER

SECTOR: Media
FUNDING: Angel, British Business Bank 

Traditional TV is dead to kids. They watch 
what they want on tablets or phones. The 
challenge for parents is to police this 
viewing. It’s a few clicks from Peppa Pig to 
a jihadi beheading on YouTube. Hopster 
is an app for young children that offers 
only wholesome, vetted, ad-free content 
on tablets and phones for £3.99 a month. 
Founder Nick Walters won Great British 
Startup Entrepreneur of the Year last year 
for his idea. Hopster is now the top-gross-
ing kids’ app in the UK. “Our first funding 
came from family and personal friends. 
We raised a few tens of thousands, which 
takes you further than you think. Tech-
nology is so cheap these days,” he says. A 
later angel round paid for the launch. Mr 
Walters pitched at a London Business An-
gels event in a seven-minute speed pitch. 
He closed with ten investors and then got 
match funding from the government’s 
angel co-fund, part of the British Busi-
ness Bank. A third round, led by Sandbox 
& Co, has taken Hopster to the mass mar-
ket. This method means handing over eq-
uity. “You have to ask whether you want 
100 per cent of something smaller or a 
smaller percentage of something big,” 
says Mr Walters. Now he’s using the fund-
ing to expand globally to 80 territories.

09 
 TALON OUTDOOR

SECTOR: Billboard advertising
FUNDING: Self-funded

Not all businesses rely on external 
funding to succeed, so it’s worth men-
tioning a star performer which is grow-
ing gangbusters the organic way. Eric 
Newnham bought Talon Outdoor in 
2012. The company makes it easy for 
advertisers to buy space on billboards. 
Since then he’s grown billings to £107 
million, with £8 million in fees, landing 
Talon inside the top ten in The Sunday 
Times Fast Track 100 rankings. “Not 
all businesses are heavy on cash,” says 
Mr Newnham. “We don’t have physical 
assets. It is a people business.” It’s not 
that he disapproves of equity funding 
or other methods; far from it. Mr Newn-
ham doubles up as a successful investor 
in startups through Ballpark Ventures, 
which injects £50,000 to £100,000 
in early-stage companies in deals of 
£450,000 in total. “Startups need cash. 
With Talon we used the proceeds from 
my previous business I sold. What you 
don’t want to do is run out of money. 
There needs to be some safety in what 
you are doing,” he says. The key to suc-
cess is founders who can work together. 
“Ideas don’t have to be original. It’s the 
team that matters. You can’t do it if you 
don’t get along.

10 
 SMARTER

SECTOR: Internet of things technology
FUNDING: Invoice discounting

Technology has radically improved the 
way companies can improve their cash 
flow. One of the best examples is the 
new generation of internet-based in-
voice discounting platforms. Market-
Invoice was the pioneer here, launch-
ing in 2011 and having funded more 
than £500 million to date. Users range 
from blue chips to startups who value 
the ability to turn outstanding invoic-
es into quick cash. Inventor Christian 
Lane uses invoice discounting to keep 
his “connected kitchen” startup cash 
liquid. “We have no funding,” reports 
Mr Lane. “So being able to use an in-
voicing scheme has been a real life-
saver.” His company Smarter makes 
an internet-connected kettle which 
can be boiled via a smartphone app. It 
launched in 2013 and became a media 
sensation. “It was a bit gimmicky, but 
we knew that we had a real business 
on our hands,” he says. Now Mr Lane 
is launching a fridge webcam, so users 
can view its contents from anywhere 
in the world and a Fitbit- connected 
coffee machine. He says banks offer 
cheaper terms for invoice discounting, 
but MarketInvoice is more flexible. Dis-
tribution companies hand over cash 
in bulk, so the method is essential. 
“It’s helped us invest in software and 
staff, and funded our production. We 
wouldn’t be where we are without it.”

05 
  ARGON

SECTOR: Food
FUNDING: Pension-led 

Pension-led funding is one of the most 
obscure types of finance. “I’ll be honest, 
I’d never even heard of it,” recalls Andrew 
Gidden, who recently used the method 
for his chocolate bar company Argon. Mr 
Gidden founded Argon in 2009, making 
the Giddy brand for supermarkets. It was 
a smash hit from day one. The only prob-
lem was lack of growth capital. “Banks 
didn’t want to know, no matter what 
growth or profit I showed,” he says. Solu-
tion? “A leaflet landed on my door about 
pension-led funding. I called the num-
ber.” Pension-led funding meant Mr Gid-
den could borrow from his own pension 
funds as a loan. He then pays back with 
interest. “It was a risk, but I didn’t have 
a choice,” he says. Besides, he had solid 
orders from retailers. He saw it as a safe 
bet. The deal, arranged by Clifton Asset 
Management, allowed Giddy to soar. 
“We are even expanding to Australia 
with the money,” says Mr Gidden. “If you 
have an idea you really believe in, then 
pension-led funding is a no-brainer.”

How funding can lead to explosive growth and stellar success 
Hotshot companies need liquid cash – here’s how ten of Britain’s fastest growers got the capital they needed to expand business and thrive

10 STARTUP STORIES
CHARLES ORTON-JONES
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01 
 ADYEN

SECTOR: Online payments technology
FUNDING: Series B

What’s it like to raise a quarter of a bil-
lion dollars in one go? Pieter van der 
Does can tell you. In December 2014 
he rustled up $250 million in a giant 
series B round valuing his company 
Adyen at $1.5 billion. The round was 
led by General Atlantic, with support 
from Felicis Ventures and Temasek 
Holdings. “We did it in a month,” says 
Mr van der Does. “We did a single trip 
to the US, one to the East coast, one 
to the West. We had a deck and ne-
gotiated with two companies.” A lit-
tle later Iconiq, backed by Facebook 
founder Mark Zuckerberg and Twitter 
founder Jack Dorsey, joined. The deal 
was simple, says Mr van der Does, 
because he didn’t need the money. 
“It is when you desperately need 
money it is difficult,” he says. Adyen 
was profitable and growing fast. The 
deal gives the company the balance 
sheet to win contracts with blue-chip 
brands. “$50 million doesn’t impress 
them,” he says. “$250 million will.” 
Furthermore, the huge sum means he 
won’t need to raise funds again. His 
tip? Give all shareholders than same 
class of shares. No milestones or 
preference shares. “We are all equal. 
What is good for one is good for all,”  
says Mr van der Does. 

02 
 GIGACLEAR

SECTOR: Broadband technology
FUNDING: Euro-loan

Getting fast broadband in some ru-
ral areas can be a joke. Anything over 
8Mbps is considered a distant dream 
– which is where Gigaclear comes in. 
This young company specialises in in-
stalling blistering broadband into the 
trickiest of territories. For example, 
the village of West Haddon in North-
amptonshire has just had the Gigaclear 
treatment, giving households 750Mbps 
downloads. It beats central Tokyo. Gi-
gaclear got the money to expand via a 
European Investment Bank (EIB) loan 
of €25 million (£18 million) to add to 
almost £50 million it raised through 
private equity. So how did founder Mat-
thew Hare get the EIB cash? “We start-
ed with an application form,” he says. 
“Then the EIB did due diligence, which 
took two days. Because we had already 
raised investment from private equity, 
we had the documentation, which saved 
time.” The EIB money is a loan, not a 
grant, but is thought to be at preferen-
tial rates. The EIB reserves these loans 
for infrastructure projects which will 
improve Europe’s business capabilities. 
The cash means Gigaclear can acceler-
ate its fibre-to-the-house programme to 
60,000 homes by the end of the year. 

03 
 CARWOW

SECTOR: Car retail
FUNDING: Seed, series A and B

The classic way to fund a startup is 
through seed funding, followed by fur-
ther rounds of venture capital as the 
business grows. Carwow is a textbook 
case. James Hind launched Carwow in 
2013 as a concept allowing car dealer-
ships to bid for the right to sell a vehicle 
to a consumer. He got up and running 
with £230,000 in funds from friends 
and family. Then came seed finance 
of £1.3 million in February 2014 led by 
Balderton Capital, with Episode 1 Ven-
tures, Samos Investments and angel in-
vestors, including the founder of Zoopla, 
taking part. In December 2014 came the 
series A round with £4.6 million. Then 
in January this year a series B raised 
£12.5 million, led by Accel, which backs 
Dropbox and Spotify. Carwow now has 
one million registered users and has sold 
half a billion pounds-worth of cars. “My 
tip is drum up competition,” says Mr 
Hind. “You want multiple offers so VCs 
[venture capitalists] need to improve 
their terms.” Competition also meant he 
could pick the VC houses he liked, rather 
than the one offering the most cash. The 
VC money, mostly spent on marketing, 
has made Carwow one of the outstand-
ing dotcoms of recent years. 

04 
 FC LASER

SECTOR: Laser-cutting engineering
FUNDING: Government grants

Grants are a vanishing concept. In ye 
olde days, students would get cash in 
hand from the state no question asked. 
No more. But it is possible for business-
es to land a grant. Just ask Danny Fan-
tom, managing director of FC Laser. He 
bagged no fewer than three grants to 
buy hardware for his company. “I started 
my business in 2012,” he says. “The first 
round of Regional Growth Fund [RGF] 
helped me purchase my first laser. Lom-
bard, part of RBS, handled the transac-
tion. The process was extremely easy. It 
came to down to how many jobs I could 
create.” The £54,000 helped Fantom buy 
a Bystronic laser machine. In 2013 he got 
£66,000 for a second machine. “That 
round of RGF went through local govern-
ment bodies. They took 10 per cent of the 
money and cost me 4 per cent in admin 
costs. I was not happy.” Third round was 
with Lombard again and secured him 
£82,000. And the jobs? “We now employ 
31 staff and five apprentices,” says Mr 
Fantom proudly. It is vital to note the 
grant only part-funded the machines 
which retail at more than £300,000. The 
rest is funded in instalments. “We did 
£2.7 million last year and this year will 
do £3.2 million,” adds Mr Fantom. 

06 
 GOOD & PROPER TEA

SECTOR: Beverages
FUNDING: Kickstarter and Crowdcube 

Kickstarter is a weird sort of cash cow. 
Members of the public throw money at 
projects for little in return. Film-maker 
Martin Durkin is currently using Kick-
starter to fund Brexit: The Movie, with 
backers getting a credit at the end of the 
film or an invitation to the premiere. 
Emilie Holmes used Kickstarter for her 
premium tea concept Good & Proper Tea. 
“I had no confidence it would work,” she 
says. “Why would people give me money 
for no rewards?” For £15 in cash support-
ers got two packs of tea. Bigger donors 
got their names painted on her van. Top 
prize of £1,000 was free use of the van. 
“It went to a school sports day,” says Ms 
Holmes. The cash rolled in, she hit her 
target and the business was launched. 
Round two was Crowdcube. This web-
site swaps shares in the business for 
cash. “We targeted £140,000 and hit 
£180,000, which was our cap,” says Ms 
Holmes. She gave away 18.7 per cent of 
the business. Costs were £2,500 in fees 
and 5 per cent of funds raised to Crowd-
cube. Good & Proper Tea now has its first 
shop in London’s Old Street, with a sec-
ond to come. An online venture sells teas 
around the world. 

07 
 HECK SAUSAGES

SECTOR: Food
FUNDING: Self-funded and  
   venture capital 

It is vital to consider the downside to 
funding. And who better to offer a warn-
ing than Andrew Keeble, who endured 
a miserable experience with his wife 
Debbie with their first company. Their 
brand, Debbie & Andrew’s, was sold to 
a large food manufacturer in 1999 and 
the couple were unhappy with becoming 
employees under a five-year earn-out. 
“We lost control over what went into the 
sausages and we felt very uncomfort-
able. We felt like we were misleading 
customers,” says Mrs Keeble. So for their 
new business, premium sausage brand 
Heck, the Keebles self-funded with a 
quarter stake sold to Panoramic Growth 
Equity. “Private equity can be called 
‘vulture capital’,” says Mr Keeble. “Not 
for us – it’s been positive.” Panoramic 
has introduced structure to the busi-
ness, including monthly board meet-
ings, and contributed a chairman. This 
time the Keebles plan to keep control. 
“We may buy back the Panoramic share 
in a few years’ time.” The deal has cer-
tainly worked. Heck should grow sales 
from £5.7 million last year to a forecast 
£16 million this year. 

08 
 HOPSTER

SECTOR: Media
FUNDING: Angel, British Business Bank 

Traditional TV is dead to kids. They watch 
what they want on tablets or phones. The 
challenge for parents is to police this 
viewing. It’s a few clicks from Peppa Pig to 
a jihadi beheading on YouTube. Hopster 
is an app for young children that offers 
only wholesome, vetted, ad-free content 
on tablets and phones for £3.99 a month. 
Founder Nick Walters won Great British 
Startup Entrepreneur of the Year last year 
for his idea. Hopster is now the top-gross-
ing kids’ app in the UK. “Our first funding 
came from family and personal friends. 
We raised a few tens of thousands, which 
takes you further than you think. Tech-
nology is so cheap these days,” he says. A 
later angel round paid for the launch. Mr 
Walters pitched at a London Business An-
gels event in a seven-minute speed pitch. 
He closed with ten investors and then got 
match funding from the government’s 
angel co-fund, part of the British Busi-
ness Bank. A third round, led by Sandbox 
& Co, has taken Hopster to the mass mar-
ket. This method means handing over eq-
uity. “You have to ask whether you want 
100 per cent of something smaller or a 
smaller percentage of something big,” 
says Mr Walters. Now he’s using the fund-
ing to expand globally to 80 territories.

09 
 TALON OUTDOOR

SECTOR: Billboard advertising
FUNDING: Self-funded

Not all businesses rely on external 
funding to succeed, so it’s worth men-
tioning a star performer which is grow-
ing gangbusters the organic way. Eric 
Newnham bought Talon Outdoor in 
2012. The company makes it easy for 
advertisers to buy space on billboards. 
Since then he’s grown billings to £107 
million, with £8 million in fees, landing 
Talon inside the top ten in The Sunday 
Times Fast Track 100 rankings. “Not 
all businesses are heavy on cash,” says 
Mr Newnham. “We don’t have physical 
assets. It is a people business.” It’s not 
that he disapproves of equity funding 
or other methods; far from it. Mr Newn-
ham doubles up as a successful investor 
in startups through Ballpark Ventures, 
which injects £50,000 to £100,000 
in early-stage companies in deals of 
£450,000 in total. “Startups need cash. 
With Talon we used the proceeds from 
my previous business I sold. What you 
don’t want to do is run out of money. 
There needs to be some safety in what 
you are doing,” he says. The key to suc-
cess is founders who can work together. 
“Ideas don’t have to be original. It’s the 
team that matters. You can’t do it if you 
don’t get along.

10 
 SMARTER

SECTOR: Internet of things technology
FUNDING: Invoice discounting

Technology has radically improved the 
way companies can improve their cash 
flow. One of the best examples is the 
new generation of internet-based in-
voice discounting platforms. Market-
Invoice was the pioneer here, launch-
ing in 2011 and having funded more 
than £500 million to date. Users range 
from blue chips to startups who value 
the ability to turn outstanding invoic-
es into quick cash. Inventor Christian 
Lane uses invoice discounting to keep 
his “connected kitchen” startup cash 
liquid. “We have no funding,” reports 
Mr Lane. “So being able to use an in-
voicing scheme has been a real life-
saver.” His company Smarter makes 
an internet-connected kettle which 
can be boiled via a smartphone app. It 
launched in 2013 and became a media 
sensation. “It was a bit gimmicky, but 
we knew that we had a real business 
on our hands,” he says. Now Mr Lane 
is launching a fridge webcam, so users 
can view its contents from anywhere 
in the world and a Fitbit- connected 
coffee machine. He says banks offer 
cheaper terms for invoice discounting, 
but MarketInvoice is more flexible. Dis-
tribution companies hand over cash 
in bulk, so the method is essential. 
“It’s helped us invest in software and 
staff, and funded our production. We 
wouldn’t be where we are without it.”

05 
  ARGON

SECTOR: Food
FUNDING: Pension-led 

Pension-led funding is one of the most 
obscure types of finance. “I’ll be honest, 
I’d never even heard of it,” recalls Andrew 
Gidden, who recently used the method 
for his chocolate bar company Argon. Mr 
Gidden founded Argon in 2009, making 
the Giddy brand for supermarkets. It was 
a smash hit from day one. The only prob-
lem was lack of growth capital. “Banks 
didn’t want to know, no matter what 
growth or profit I showed,” he says. Solu-
tion? “A leaflet landed on my door about 
pension-led funding. I called the num-
ber.” Pension-led funding meant Mr Gid-
den could borrow from his own pension 
funds as a loan. He then pays back with 
interest. “It was a risk, but I didn’t have 
a choice,” he says. Besides, he had solid 
orders from retailers. He saw it as a safe 
bet. The deal, arranged by Clifton Asset 
Management, allowed Giddy to soar. 
“We are even expanding to Australia 
with the money,” says Mr Gidden. “If you 
have an idea you really believe in, then 
pension-led funding is a no-brainer.”

How funding can lead to explosive growth and stellar success 
Hotshot companies need liquid cash – here’s how ten of Britain’s fastest growers got the capital they needed to expand business and thrive

10 STARTUP STORIES
CHARLES ORTON-JONES
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ON YOUR 
MARKS...
Ambitious for growth, but stuck? Help is 
at hand, which won’t cost you a penny, 
but could make you a fortune

S teve Crawford had a rather 
good idea. He’d launched 
his first Chicken & Blues 

restaurant in 2013 in Boscombe, 
Dorset and it was a big hit. His 48-
hour chicken marinade and three-
stage cooking process won him 
a loyal customer base across the 
region. So he set out to grow the 
concept across the South West. The 
only question was how to do it?

Like many other ambitious 
business owners who find 
themselves beyond their natural 
skillset and entrepreneurial comfort 
zone, Steve didn’t have all the 
answers. But, unlike many of these 
hampered entrepreneurs, rather 
than figure it all out alone, he and 
his business partners contacted 
GetSet for Growth, a fully funded 
business support service that was 
established to help businesses just 
like Chicken & Blues. 

Steve worked closely with GetSet’s 
team of advisers to complete an 
analysis of the market. Together they 
ran through his numbers, looked at 

potential expansion strategies and 
made an application for finance to 
help fund this growth. Chicken & 
Blues have since gone on to open 
two additional restaurants, creating 
more than 17 new local jobs and 
delivering strong sales after their 
first year. 

This is just one of a long list of 
GetSet success stories, where highly 
skilled advisers are able to offer 
support and guidance to ambitious, 
but stuck, businesses. 

So why is it that, as a nation, we 
still struggle to get businesses on to 
and up the growth escalator, and 94 
per cent of our businesses are sole 
trader, micro or small organisations? 

The Department of Business, 
Innovation & Skills 2014 Small 
Business Survey found that despite 
73 per cent of UK small and medium-
sized enterprises (SMEs) claiming 
aspirations for growth, only 28 per 
cent feel confident about entering 
new markets, and almost half have 
had difficulties in accessing finance.

The view of small firms is 

that finance is hard to obtain. 
Information is opaque. A recent 
report by the British Chambers 
of Commerce found access to 
finance is still a barrier for 60 per 
cent of British businesses looking 
to grow through exports. And 
research into women in business 
by Enterprising Women identified 
there is a perceived element of 
gender discrimination in finance. 
It’s a huge, growth-stifling problem.

Customer acquisition and 
retention is another minefield. 
A string of research emphasises 
British firms struggle with vital 
tasks such as building a strong 
sales pipeline, knowing how to 
define and segment the market and 
competition, and how to identify 

the best channels and tactics to 
engage prospects. Professional, 
practical advice can go a long way 
to remedying this.

“The problem is that many 
business owners never look for 
help,” says YTKO Group’s chief 
executive Bev Hurley. “They are 
missing out. While some ‘business 
support’ for established businesses 
is of limited quality due to lack of 
first-hand experience, as GetSet’s 
parent company, we have over 30 
years’ experience working in the 
private sector for thousands of 
companies of different sizes in a 
variety of industries and sectors. 
We have seen all the issues and 
challenges that SMEs come across 
as they try to grow and we’ve 
experienced them ourselves on our 
own growth journey. We’ve ‘got 
the T-shirt’.”

GetSet’s methodology is unique. 
Unlike traditional business support 
approaches, GetSet doesn’t look at 
individual business areas in isolation. 

“We learnt long ago that you 
can’t treat finance and marketing as 
separate issues; they are intrinsically 
linked. For example, take a company 
that is struggling with cash flow. We 
take the time to understand why it 
is an issue. Maybe they have poor 
credit control, their pricing structure 
is wrong or they have a poor sales 
pipeline. Real investigation and a 
different approach may solve the 
issue without recourse to finance,” 
says Ms Hurley. 

“On the other hand, companies 
often go chasing new customers 

to make more money, without first 
considering their resource capacity 
within their growth strategy.  If they 
are at maximum output already, 
securing new customers will likely 
put the business under significant 
strain. In that case, they may need 
to raise finance to build spare 
capacity before expanding their 
customer base. 

“It’s about looking at each 
business’s growth opportunity from 
an holistic and strategic perspective, 
as well as looking under the bonnet 
at where the barriers are and helping 
the owner or management team 
overcome them.”

The government, recognising that 
ambitious British firms need help, has 
committed to funding GetSet across 
five regions in the UK, through its 
Regional Growth Fund. 

“Because we are fully funded, our 
service is free to users,” says GetSet’s 
Ms Hurley. “Companies can register 
with us and get access to a practical, 
market-led, robust approach to 
investment readiness and growth.” 

GetSet has a strong pedigree too. 
Its first pilot project in Cornwall, 
building on YTKO’s successful private 
sector experience, was supported by 
the European Regional Development 
Fund. It has also received private 
sector backing from J.P. Morgan, 
initially in Bournemouth and most 
recently to bring the service to East-
London businesses.  

“The government’s backing is not 
given easily,” says Ms Hurley, “but the 
evidence of success from over 1,000 
businesses has shown that GetSet 
works. I hope that after reading this, 
businesses will take action and get 
registered with GetSet. There’s no 
reason not to – our service is fully 
funded and we have so much to offer 
to help businesses achieve their 
growth goals.”

FOR MORE INFORMATION HEAD 
TO GETSETFORGROWTH.COM

COMMERCIAL FEATURE

Companies can get access to a 
fully-funded, practical, market-led 
approach to growth

COMMERCIAL FEATURE

SUCCESS

Breeding a rare beast
No doubt all startups want to make it big and exit with pockets full  
of cash, but few manage billion-dollar status

UNICORNS
SAM SHAW

Never mind the unicorn be-
ing an historic and heral-
dic symbol of Scotland, it 
seems the mythical beast 

renowned for its beauty, power and 
chivalry is now more commonly as-
sociated with Silicon Valley.

Defined as a private company 
valued at more than $1 billion, pre-
dominantly US-based and where 
technology reigns, unicorns are no 
longer the stuff of legend.

Uber, Airbnb, Snapchat, Pinter-
est, Dropbox – these are all names 
we know and value. Apart from the 
occasional Uber driver, they are far 
from legends. Yet 
what they have 
served to do is set 
a bar so difficult to 
clear that it both 
inspires and dis-
heartens at the 
same time.

Aileen Lee of 
seed-stage fund 
Venture Cowboys 
once said: “The tech 
news may make it 
seem like there’s a 
winner being born every minute, but 
the reality is the odds are somewhere 
between catching a foul ball at a ma-
jor league baseball game and being 
struck by lightning.”

With such success surrounding pri-
vate companies, what is the incen-
tive to list on the public markets? 

Companies need cash to fund 
growth. While one common fund-
raising route is through selling equi-
ty stakes privately to venture capital 
(VC) and private equity backers or 
publicly via the stock market, a mar-
ket listing is not a one-way bet.

Danny Cox, chartered financial plan-
ner at Hargreaves Lansdown, says: 
“The core downsides of selling equity 
in a company are the potential loss of 

control and loss of future earnings.”
Mr Cox says most companies raise 

money via an initial public offering 
(IPO) because they believe it will help 
to grow their value faster and to the 
extent that the seller’s remaining 
equity will be worth more than their 
previous and larger holding.

According to EY, IPO activity on 
London’s main market and AIM fell 
46 per cent last year, with only 62 
deals compared to 2014’s 114 IPOs. 
Proceeds also declined by 37 per cent 
to $15 billion against such headwinds 
as nervousness surrounding the gen-
eral election, the slowdown in Chi-
nese growth and tumbling oil prices. 

Worldpay, however, bucked the 
trend in October. The largest listing of 
the year, valuing the online payment 

platform at £4.8 
billion, renewed the 
markets’ faith in 
UK fintech and it is 
hoped this enthusi-
asm will continue.

With a booming 
housing market 
post-credit crunch, 
it’s no surprise 
Rightmove is among 
the UK’s biggest IPO 
success stories, ac-
cording to Gervais 

Williams, managing director and fund 
manager at Miton. He runs more than 
£1 billion and boasts a long history of 
investing in smaller companies. 

From a market capitalisation of £621 
million in December 2008, not only a 
one-time unicorn, Mr Williams says 
Rightmove is also the “gorilla” of on-
line housing retailers, dominating 
without a complete monopoly, and is 
now just over £3.5 billion in size. 

Chasing Rightmove’s tail with their 
recent flotations, Countrywide, Fox-
tons and Zoopla have all enjoyed 
mixed levels of success though none 
opened to retail investors. 

Mr Cox says: “Few companies offer 
shares in IPOs to the retail investor. 
However, particularly where a compa-

ny is looking to reinforce or enhance 
its brand with the public, a retail offer-
ing helps to do this – more commonly 
this is with high street names.”

Apart from the vagaries and vola-
tility of the stock market, valuing a 
company for flotation is very difficult; 
the company must strike a balance 
between obtaining good value for the 
shareholder selling, yet make the of-
fer attractive to potential buyers. 

Much of the hype around IPOs was 
born out of the tech bubble – the days 
of dotcom millionaires launching 
startups with much fanfare, yet com-
ing to market far too early. 

“Even recently we’ve seen some of 
the biotechs come in at quite an ear-
ly stage and, although some of them 
have done well, I think the willing-
ness to support those highly specu-
lative companies is becoming more 
unsettled given the substantial mar-
ket risks out there,” says Mr Williams.

It’s not just about technology. He 
describes how premium drink mix-
er startup Fever-Tree listed in 2014 
with private equity backing and 
has since raised additional capital 

to scale up the business.  
“It has grown like a weed since is-

sue. It came to market with a market 
capitalisation of £200 million and 
has seen its share price rise so that 
is now £766 million. This is a fairly 
forward-looking valuation as even 
now it is still only doing £71 million 
of turnover,” adds Mr Williams.

Head of Downing Ventures, the epon-
ymous investment firm’s VC unit, Matt 
Penneycard is frustrated by the uni-
corn concept. He says: “We don’t have 
IPOs in the same way in this country. 
There’s absolutely not a viable public 
exchange for these sorts of tech compa-
nies. There may be in the future, but we 
just don’t have a version of Nasdaq.”

Racing past their herd are the “four 
horsemen” – Google, Apple, Amazon 
and Facebook. With combined mar-
ket capitalisations comparable to the 
GDP of Australia and each having a 

highly acquisitive strategy, Mr Penn-
eycard says this is where the greater 
appeal lies – investing in companies 
that will be acquired by a leviathan. 

Hargreaves Lansdown points to 
Google’s acquisition in 2014 of Deep-
Mind, which develops artificial in-
telligence for computer games, last 
year’s purchase by Apple of VocalIQ, 
which develops technology to improve 
natural dialogue between humans 
and computers, and now Microsoft’s 
latest purchase. Keen on TouchType 
for its swipe technology SwiftKey, the 
£174-million acquisition demonstrates 
a growing trend for VC-backed success. 

Silicon Valley’s interest in Brit-
ish startups certainly appears to be 
gaining traction.This is where the 

greater appeal 
lies – investing in 

companies that will  
be acquired by  

a leviathan 

Share this article online via 
raconteur.net

According to Gervais Williams 
at fund managers Miton, the 
“big daddy” of British unicorns 
is semiconductor intellectual 
property business ARM. 
Initially a Cambridge-based 
subsidiary of Acorn computers, 
the BBC computer manufacturer, 

it was demerged and listed in 
1998, joined the FTSE 100 in 
1999 and now has a market 
capitalisation of £13.6 billion. 
“It’s a proper unicorn,” says 
Mr Williams. “Its billions came 
not from VC backing, but 
much more from a plc that 
incubated a small opportunity 
over many years and it didn’t 
quite matter whether markets 
were up or down. It’s a nice 
model and one that could be 
used more.” 

FAILURE

According to Judith MacKenzie 
at fund managers Downing, 
WANdisco was an early-stage 
big data software provider, 
listed on AIM in 2012, that 
received too much funding.
She claims there are hundreds 
of “money pits” propped up by 
investors’ desire to succeed, 
so they end up bankrolling 
projects for too long. 
“WANdisco was once a darling 
for the market, reaching £15 a 
share. It’s now around £2,” says 

Ms MacKenzie. “Even last year 
they only managed to book 
around $15 million in sales, but 
racked up another loss of around 
$40 million. These types of 
companies are clearly speculative 
and could come right, but often 
at a cost to private investors.” 
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ON YOUR 
MARKS...
Ambitious for growth, but stuck? Help is 
at hand, which won’t cost you a penny, 
but could make you a fortune

S teve Crawford had a rather 
good idea. He’d launched 
his first Chicken & Blues 

restaurant in 2013 in Boscombe, 
Dorset and it was a big hit. His 48-
hour chicken marinade and three-
stage cooking process won him 
a loyal customer base across the 
region. So he set out to grow the 
concept across the South West. The 
only question was how to do it?

Like many other ambitious 
business owners who find 
themselves beyond their natural 
skillset and entrepreneurial comfort 
zone, Steve didn’t have all the 
answers. But, unlike many of these 
hampered entrepreneurs, rather 
than figure it all out alone, he and 
his business partners contacted 
GetSet for Growth, a fully funded 
business support service that was 
established to help businesses just 
like Chicken & Blues. 

Steve worked closely with GetSet’s 
team of advisers to complete an 
analysis of the market. Together they 
ran through his numbers, looked at 

potential expansion strategies and 
made an application for finance to 
help fund this growth. Chicken & 
Blues have since gone on to open 
two additional restaurants, creating 
more than 17 new local jobs and 
delivering strong sales after their 
first year. 

This is just one of a long list of 
GetSet success stories, where highly 
skilled advisers are able to offer 
support and guidance to ambitious, 
but stuck, businesses. 

So why is it that, as a nation, we 
still struggle to get businesses on to 
and up the growth escalator, and 94 
per cent of our businesses are sole 
trader, micro or small organisations? 

The Department of Business, 
Innovation & Skills 2014 Small 
Business Survey found that despite 
73 per cent of UK small and medium-
sized enterprises (SMEs) claiming 
aspirations for growth, only 28 per 
cent feel confident about entering 
new markets, and almost half have 
had difficulties in accessing finance.

The view of small firms is 

that finance is hard to obtain. 
Information is opaque. A recent 
report by the British Chambers 
of Commerce found access to 
finance is still a barrier for 60 per 
cent of British businesses looking 
to grow through exports. And 
research into women in business 
by Enterprising Women identified 
there is a perceived element of 
gender discrimination in finance. 
It’s a huge, growth-stifling problem.

Customer acquisition and 
retention is another minefield. 
A string of research emphasises 
British firms struggle with vital 
tasks such as building a strong 
sales pipeline, knowing how to 
define and segment the market and 
competition, and how to identify 

the best channels and tactics to 
engage prospects. Professional, 
practical advice can go a long way 
to remedying this.

“The problem is that many 
business owners never look for 
help,” says YTKO Group’s chief 
executive Bev Hurley. “They are 
missing out. While some ‘business 
support’ for established businesses 
is of limited quality due to lack of 
first-hand experience, as GetSet’s 
parent company, we have over 30 
years’ experience working in the 
private sector for thousands of 
companies of different sizes in a 
variety of industries and sectors. 
We have seen all the issues and 
challenges that SMEs come across 
as they try to grow and we’ve 
experienced them ourselves on our 
own growth journey. We’ve ‘got 
the T-shirt’.”

GetSet’s methodology is unique. 
Unlike traditional business support 
approaches, GetSet doesn’t look at 
individual business areas in isolation. 

“We learnt long ago that you 
can’t treat finance and marketing as 
separate issues; they are intrinsically 
linked. For example, take a company 
that is struggling with cash flow. We 
take the time to understand why it 
is an issue. Maybe they have poor 
credit control, their pricing structure 
is wrong or they have a poor sales 
pipeline. Real investigation and a 
different approach may solve the 
issue without recourse to finance,” 
says Ms Hurley. 

“On the other hand, companies 
often go chasing new customers 

to make more money, without first 
considering their resource capacity 
within their growth strategy.  If they 
are at maximum output already, 
securing new customers will likely 
put the business under significant 
strain. In that case, they may need 
to raise finance to build spare 
capacity before expanding their 
customer base. 

“It’s about looking at each 
business’s growth opportunity from 
an holistic and strategic perspective, 
as well as looking under the bonnet 
at where the barriers are and helping 
the owner or management team 
overcome them.”

The government, recognising that 
ambitious British firms need help, has 
committed to funding GetSet across 
five regions in the UK, through its 
Regional Growth Fund. 

“Because we are fully funded, our 
service is free to users,” says GetSet’s 
Ms Hurley. “Companies can register 
with us and get access to a practical, 
market-led, robust approach to 
investment readiness and growth.” 

GetSet has a strong pedigree too. 
Its first pilot project in Cornwall, 
building on YTKO’s successful private 
sector experience, was supported by 
the European Regional Development 
Fund. It has also received private 
sector backing from J.P. Morgan, 
initially in Bournemouth and most 
recently to bring the service to East-
London businesses.  

“The government’s backing is not 
given easily,” says Ms Hurley, “but the 
evidence of success from over 1,000 
businesses has shown that GetSet 
works. I hope that after reading this, 
businesses will take action and get 
registered with GetSet. There’s no 
reason not to – our service is fully 
funded and we have so much to offer 
to help businesses achieve their 
growth goals.”

FOR MORE INFORMATION HEAD 
TO GETSETFORGROWTH.COM

COMMERCIAL FEATURE

Companies can get access to a 
fully-funded, practical, market-led 
approach to growth

COMMERCIAL FEATURE

SUCCESS

Breeding a rare beast
No doubt all startups want to make it big and exit with pockets full  
of cash, but few manage billion-dollar status

UNICORNS
SAM SHAW

Never mind the unicorn be-
ing an historic and heral-
dic symbol of Scotland, it 
seems the mythical beast 

renowned for its beauty, power and 
chivalry is now more commonly as-
sociated with Silicon Valley.

Defined as a private company 
valued at more than $1 billion, pre-
dominantly US-based and where 
technology reigns, unicorns are no 
longer the stuff of legend.

Uber, Airbnb, Snapchat, Pinter-
est, Dropbox – these are all names 
we know and value. Apart from the 
occasional Uber driver, they are far 
from legends. Yet 
what they have 
served to do is set 
a bar so difficult to 
clear that it both 
inspires and dis-
heartens at the 
same time.

Aileen Lee of 
seed-stage fund 
Venture Cowboys 
once said: “The tech 
news may make it 
seem like there’s a 
winner being born every minute, but 
the reality is the odds are somewhere 
between catching a foul ball at a ma-
jor league baseball game and being 
struck by lightning.”

With such success surrounding pri-
vate companies, what is the incen-
tive to list on the public markets? 

Companies need cash to fund 
growth. While one common fund-
raising route is through selling equi-
ty stakes privately to venture capital 
(VC) and private equity backers or 
publicly via the stock market, a mar-
ket listing is not a one-way bet.

Danny Cox, chartered financial plan-
ner at Hargreaves Lansdown, says: 
“The core downsides of selling equity 
in a company are the potential loss of 

control and loss of future earnings.”
Mr Cox says most companies raise 

money via an initial public offering 
(IPO) because they believe it will help 
to grow their value faster and to the 
extent that the seller’s remaining 
equity will be worth more than their 
previous and larger holding.

According to EY, IPO activity on 
London’s main market and AIM fell 
46 per cent last year, with only 62 
deals compared to 2014’s 114 IPOs. 
Proceeds also declined by 37 per cent 
to $15 billion against such headwinds 
as nervousness surrounding the gen-
eral election, the slowdown in Chi-
nese growth and tumbling oil prices. 

Worldpay, however, bucked the 
trend in October. The largest listing of 
the year, valuing the online payment 

platform at £4.8 
billion, renewed the 
markets’ faith in 
UK fintech and it is 
hoped this enthusi-
asm will continue.

With a booming 
housing market 
post-credit crunch, 
it’s no surprise 
Rightmove is among 
the UK’s biggest IPO 
success stories, ac-
cording to Gervais 

Williams, managing director and fund 
manager at Miton. He runs more than 
£1 billion and boasts a long history of 
investing in smaller companies. 

From a market capitalisation of £621 
million in December 2008, not only a 
one-time unicorn, Mr Williams says 
Rightmove is also the “gorilla” of on-
line housing retailers, dominating 
without a complete monopoly, and is 
now just over £3.5 billion in size. 

Chasing Rightmove’s tail with their 
recent flotations, Countrywide, Fox-
tons and Zoopla have all enjoyed 
mixed levels of success though none 
opened to retail investors. 

Mr Cox says: “Few companies offer 
shares in IPOs to the retail investor. 
However, particularly where a compa-

ny is looking to reinforce or enhance 
its brand with the public, a retail offer-
ing helps to do this – more commonly 
this is with high street names.”

Apart from the vagaries and vola-
tility of the stock market, valuing a 
company for flotation is very difficult; 
the company must strike a balance 
between obtaining good value for the 
shareholder selling, yet make the of-
fer attractive to potential buyers. 

Much of the hype around IPOs was 
born out of the tech bubble – the days 
of dotcom millionaires launching 
startups with much fanfare, yet com-
ing to market far too early. 

“Even recently we’ve seen some of 
the biotechs come in at quite an ear-
ly stage and, although some of them 
have done well, I think the willing-
ness to support those highly specu-
lative companies is becoming more 
unsettled given the substantial mar-
ket risks out there,” says Mr Williams.

It’s not just about technology. He 
describes how premium drink mix-
er startup Fever-Tree listed in 2014 
with private equity backing and 
has since raised additional capital 

to scale up the business.  
“It has grown like a weed since is-

sue. It came to market with a market 
capitalisation of £200 million and 
has seen its share price rise so that 
is now £766 million. This is a fairly 
forward-looking valuation as even 
now it is still only doing £71 million 
of turnover,” adds Mr Williams.

Head of Downing Ventures, the epon-
ymous investment firm’s VC unit, Matt 
Penneycard is frustrated by the uni-
corn concept. He says: “We don’t have 
IPOs in the same way in this country. 
There’s absolutely not a viable public 
exchange for these sorts of tech compa-
nies. There may be in the future, but we 
just don’t have a version of Nasdaq.”

Racing past their herd are the “four 
horsemen” – Google, Apple, Amazon 
and Facebook. With combined mar-
ket capitalisations comparable to the 
GDP of Australia and each having a 

highly acquisitive strategy, Mr Penn-
eycard says this is where the greater 
appeal lies – investing in companies 
that will be acquired by a leviathan. 

Hargreaves Lansdown points to 
Google’s acquisition in 2014 of Deep-
Mind, which develops artificial in-
telligence for computer games, last 
year’s purchase by Apple of VocalIQ, 
which develops technology to improve 
natural dialogue between humans 
and computers, and now Microsoft’s 
latest purchase. Keen on TouchType 
for its swipe technology SwiftKey, the 
£174-million acquisition demonstrates 
a growing trend for VC-backed success. 

Silicon Valley’s interest in Brit-
ish startups certainly appears to be 
gaining traction.This is where the 

greater appeal 
lies – investing in 

companies that will  
be acquired by  

a leviathan 

Share this article online via 
raconteur.net

According to Gervais Williams 
at fund managers Miton, the 
“big daddy” of British unicorns 
is semiconductor intellectual 
property business ARM. 
Initially a Cambridge-based 
subsidiary of Acorn computers, 
the BBC computer manufacturer, 

it was demerged and listed in 
1998, joined the FTSE 100 in 
1999 and now has a market 
capitalisation of £13.6 billion. 
“It’s a proper unicorn,” says 
Mr Williams. “Its billions came 
not from VC backing, but 
much more from a plc that 
incubated a small opportunity 
over many years and it didn’t 
quite matter whether markets 
were up or down. It’s a nice 
model and one that could be 
used more.” 

FAILURE

According to Judith MacKenzie 
at fund managers Downing, 
WANdisco was an early-stage 
big data software provider, 
listed on AIM in 2012, that 
received too much funding.
She claims there are hundreds 
of “money pits” propped up by 
investors’ desire to succeed, 
so they end up bankrolling 
projects for too long. 
“WANdisco was once a darling 
for the market, reaching £15 a 
share. It’s now around £2,” says 

Ms MacKenzie. “Even last year 
they only managed to book 
around $15 million in sales, but 
racked up another loss of around 
$40 million. These types of 
companies are clearly speculative 
and could come right, but often 
at a cost to private investors.” 
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TOP 10 PERFORMANCES BY NEW UK STOCKS LISTED IN 2015 
INCLUDES BOTH MAIN MARKET AND AIM STOCKS
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But one glaring issue with invoice 
trading remains, as it does with any 
form of invoice-based finance, and 
it’s this: relieving the pain of late 
payment doesn’t solve the problem. 
In fact, it could make a lasting solu-
tion less likely. Detractors argue it 
excuses late payers and kicks the 
issue into the long grass.

Small businesses everywhere will be 
asking, “Why should I have to pay to 
have my invoices settled?” And they 
would have a point. Indeed, from the 
moment an invoice is submitted under 
agreed terms, the money is no longer 
the client’s but the supplier’s. Why 
should they be penalised for receiving 
their own money in a timely fashion?

It’s a situation that leaves a bitter 
taste in the mouth of Martin Camp-
bell, managing director of Ormsby 
Street, who runs a credit checking 
tool for small businesses called Cr-
editHQ. “Invoice trading is needed 
because many companies just aren’t 
honest about when they pay their in-
voices. But invoice trading in reality 
only addresses the symptom, not the 
cause of late invoice payment and 
poor cash flow,” he says.

Get cash flowing when invoices are paid too late
The age-old problem of late payment can stunt business growth, but there are ways of easing the pain and getting  cash flowing to resume expansion plans

INVOICING
DAN MATTHEWS

Ales by Mail takes the best craft beers and ale, and 
delivers them straight to your door. Founder Paul 
Kruzycki started the business six years ago with just 
£800 investment. That bought him a website, space 
in a warehouse and 48 bottles of beer. Now, Ales by 
Mail is a marketplace vendor for Amazon and provides 
more than 500 product lines to the retail giant. 

Mr Kruzycki was referred to MarketInvoice when 
the offer from Amazon first came through. It was 

a good opportunity for business, but he nearly had 
to turn it down. “It represented a massive potential 
uplift in our turnover, but when the dust settled, we 
realised it was going to be a tough one,” he says. 

Amazon’s payment terms were much longer 
than the 30 days Mr Kruzycki had agreed with 
his brewery suppliers. So despite an undeniably 
valuable deal, it had the potential to punch a 
gaping hole in his business’ cash flow.

In order to maintain a steady trajectory 
of growth, he approached MarketInvoice to 
advance Ales by Mail’s outstanding invoices. 
By financing their incoming payment, Mr 
Kruzycki and his business were able to bridge the 
funding gap left by Amazon’s payment terms. 
“It’s allowed us to release funds tied up in long 
payment periods. Now we purchase more stock 
and explore new markets,” he says.

After using MarketInvoice last year, Ales by Mail’s 
growth was up 65 per cent in 2015 compared with 
the previous 12 months. “MarketInvoice was just 
very quick and efficient, and I’d recommend it to 
anyone,” Mr Kruzycki concludes. 

CASE STUDY: ALES BY MAIL

The problem of late pay-
ment is as old as invoices. 
Ever since the first time a 
trader handed a supplier a 

credit note instead of cash in return 
for goods or services, people have 
been chasing each other, some-
times literally, to get debts paid.

Over the years the system has 
formalised. Today if you request 
payment from a 
business customer 
at the point of ex-
change they will 
tell you to get out of 
their office. Agree 
terms – 30 or 60 
days, say – but in-
sist they are always 
met and you’ll be 
labelled a nag.

Sadly for suppli-
ers late payment 
isn’t frowned upon 
in the corporate 
world; in fact, for 
many businesses it’s integral to 
their financial planning. As a re-
sult, suppliers everywhere are rou-
tinely left waiting anxiously for 
money to arrive. 

Their terms might specify 30 
days, but they know it could be 
60, 90, 120 or even longer. In real-
ity, there is very little they can do 
about it. The power is with the cli-
ent; make them angry and they’ll 
dump you for someone else.

The law is just as toothless in this 
area. Notionally, suppliers can fine 
late payers and charge them per-
centage interest as debts drag on. 
But almost no one has the guts to 
enforce the rules, the rational be-

ing that late-paying customers are 
better than no customers at all.

Yet while business owners have 
to wait for what is rightfully theirs, 
many of their own costs are payable 
up front or in arbitrarily short time-
frames. Fail to meet payroll every 
month and your business is insol-
vent. Utilities are turned off if you 
don’t pay bills and the taxman is 
not famed for his flexibility.

In short, maintaining cash flow is 
a top-three headache for almost all 
businesses. Historically, firms have 

had a few options 
to ease the pain. 
They could invoice 
on time and send 
friendly reminders 
for prompt pay-
ment, they could 
energetically pur-
sue buyers with 
good track records 
or they could accept 
their predicament 
and use an invoice 
finance service.

Invoice finance 
companies buy 

your invoices subject to checks, 
releasing cash to you quickly and 
charging a fee in return. The prac-
tice is relatively common, but some 
customers complain the charges are 
high and you have to sign over your 
debtor book lock, stock and barrel for 
an agreed period, usually 12 months. 

Good payers are lumped in with 
bad ones and you get charged re-
gardless, so unless you only work 
with bad ones, you’ll pay over the 
odds for the service. 

But in the last few years a new op-
tion has emerged, made possible by 
the rise of peer-to-peer services and 
pioneered by companies in Britain. 
It’s called invoice trading and al-

lows everyday investors to bid to 
buy invoices in an auction.

The crowd element of the ser-
vice drives up competition for 
invoices, thereby driving down 
the cost to invoice owners. Once 
registered, businesses can select 
the bills they want to finance on a 
piecemeal basis, submitting only 
those they know won’t be settled 
any time soon.

One of the first businesses to of-
fer this new service is MarketIn-
voice, launched in the UK in 2011. 
Its co-founder Anil Stocker says the 
process is simpler and cheaper than 
traditional invoice finance, which 
is a major draw for time-pressed 
small businesses.

Investors on the platform can bid 
to acquire up to 90 per cent of each 
invoice. Investors get an interest 
payment and MarketInvoice gets a 
fee, typically amounting to 2-3 per 
cent of the invoice value.

“Cash flow, or lack of it, is one 
of the major hindering factors of 
business growth,” says Mr Stocker. 
“Even great businesses, with excel-
lent products and a full order book 
can come unstuck because of cash-
flow problems. 

“The primary reason is that a 
small business usually has to pay 
its own suppliers up front. Lack of 
cash flow can cause business fail-
ure, but more likely lack of cash flow 
just slows the whole business down. 
Want to hire new staff? Wait 90 days. 
Want to launch a new product? Wait 
90 days. Want to invest in research 
and development? Wait 90 days.”

More invoice trading services 
have sprouted across Britain to ca-

ter for growing demand. Business-
es appreciate the simplicity of the 
platforms – they can usually sign 
up within hours if not minutes – 
and the flexibility to dip in and out 
when needed.

Ruth Chamberlain, UK manager 
of new platform Investly, argues 
invoice trading has scope to boost 
the country’s economic output by 

allowing money to flow quicker 
around the system. 

“Invoice trading has the potential 
to eradicate late-payment terms 
by simply making the timeframe 
of an invoice irrelevant,” she says. 
“It will help strengthen businesses 
across the country, which will ulti-
mately aid the economy and make 
Britain stronger.”

There are, however, one or two 
significant catches. A big one is that 
the arrangement is contingent on 
clients paying within agreed pa-
rameters of lateness, if at all. If the 
deal stipulates 90 days and the cli-
ent fails to settle in that timeframe, 
then the supplier becomes liable for 
the debt.

The money advanced to you at 
the start of the deal is called in and 
you’re back to square one or worse 
you have spent the money and have 
no means to settle. Paul Haydock, 
chief executive of invoice finance 
business DueCourse, points to an-
other problem that companies can 
become over-reliant on the finance 
and start to struggle without it.

But, as Mr Haydock says, these 
risks are more than made up for by 
the benefits. “Banks aren’t lending 
to growing businesses like they 
used to and it takes on average 72 
days for invoices to be paid. About 
half of all UK invoices are currently 
overdue, so the situation is press-
ing,” he says.

Sharon Argov, chief executive of 
Fundbird, says: “Invoice finance is 
attractive to investors as it usually 
offers a high return and it is attrac-
tive to small businesses looking for 
finance because they can have the 
cash in their account so quickly at a 
more competitive rate than the tra-
ditional payers are offering. 

“Technology has spurred this rev-
olution in finance and I don’t see it 
slowing down, only developing and 
becoming more sophisticated. The 
next generation of business owners 
might even bypass traditional fi-
nancial services altogether.”

Invoice finance 
companies buy your 
invoices subject to 
checks, releasing 

cash to you quickly 
and charging a fee 

in return

Anil Stocker 
(left) and Ilya 
Kondrashov, 
co-founders of 
MarketInvoice, 
which has traded a 
total of £618 million 
in invoices since its 
inception in 2011

“It’s unfair the cost of invoice fi-
nancing generally falls on the sup-
plier and it doesn’t seem right that 
a small business should have to 
spend their precious time and re-
sources seeking credit for invoices 
which often should have been paid 
months previously.”

Mr Campbell points to some slow 
progress in the war against late 
payments. The government has 
started naming and shaming the 
worst offenders, and from April any 
employer with more than 250 peo-
ple will have to disclose payment 
terms as well as their real payment 
performance in terms of lateness 
and fines owed.

“In itself this probably won’t have 
much tangible impact on whether 
businesses pay their invoices on 
time or not,” he adds. “But it does 
mean that late invoice payment is 
higher up the business agenda and 
will hopefully encourage small 
businesses to use the tools available 
to protect themselves.”

Late payment and the potential-
ly terminal cash-flow problems it 
causes is the scourge of suppliers. 
Invoice trading is one of the more 
potent weapons in the small-busi-
ness armoury, capable as it is of 
eradicating its worst symptoms.

But it is an anaesthetic not an an-
tidote. Like a child with a grazed 
knee, small businesses will be glad 
to have the option of the sticking 
plaster, but they would rather avoid 
the pain altogether.

Late payment and 
the potentially 

terminal cash-flow 
problems it causes  

is the scourge  
of suppliers
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Speed 95% 5%

More control 89% 11%

More flexible terms 85% 15%

Easier to 
get funded 85% 5%10%

Transparency 85% 5%10%

Ease of use 81% 19%

Better services 70% 30%

Lower cost 67% 24% 9%

Unable to get 
funding elsewhere 63% 21% 16%

Better pricing 
for invoices 58% 35% 7%

Unable to source 
funding locally 50% 28% 22%

Curiosity 10% 53% 37%

An invoice finance provider will 
offer you advances for your 
outstanding invoices

Choose the invoice(s) you 
would like to advance and 
receive funds quickly - often 
within 24 hours - rather than 
waiting for your invoices  
to be paid by your customer

TYPICAL INVOICE TRADING PROCESS

Once your customer pays the 
invoice, repay your finance 
provider the advance in addition 
to any fees accrued

FACTORS IN DECIDING TO CHOOSE INVOICE TRADING IN THE UK
UnimportantNeither important nor unimportantImportant
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But one glaring issue with invoice 
trading remains, as it does with any 
form of invoice-based finance, and 
it’s this: relieving the pain of late 
payment doesn’t solve the problem. 
In fact, it could make a lasting solu-
tion less likely. Detractors argue it 
excuses late payers and kicks the 
issue into the long grass.

Small businesses everywhere will be 
asking, “Why should I have to pay to 
have my invoices settled?” And they 
would have a point. Indeed, from the 
moment an invoice is submitted under 
agreed terms, the money is no longer 
the client’s but the supplier’s. Why 
should they be penalised for receiving 
their own money in a timely fashion?

It’s a situation that leaves a bitter 
taste in the mouth of Martin Camp-
bell, managing director of Ormsby 
Street, who runs a credit checking 
tool for small businesses called Cr-
editHQ. “Invoice trading is needed 
because many companies just aren’t 
honest about when they pay their in-
voices. But invoice trading in reality 
only addresses the symptom, not the 
cause of late invoice payment and 
poor cash flow,” he says.

Get cash flowing when invoices are paid too late
The age-old problem of late payment can stunt business growth, but there are ways of easing the pain and getting  cash flowing to resume expansion plans

INVOICING
DAN MATTHEWS

Ales by Mail takes the best craft beers and ale, and 
delivers them straight to your door. Founder Paul 
Kruzycki started the business six years ago with just 
£800 investment. That bought him a website, space 
in a warehouse and 48 bottles of beer. Now, Ales by 
Mail is a marketplace vendor for Amazon and provides 
more than 500 product lines to the retail giant. 

Mr Kruzycki was referred to MarketInvoice when 
the offer from Amazon first came through. It was 

a good opportunity for business, but he nearly had 
to turn it down. “It represented a massive potential 
uplift in our turnover, but when the dust settled, we 
realised it was going to be a tough one,” he says. 

Amazon’s payment terms were much longer 
than the 30 days Mr Kruzycki had agreed with 
his brewery suppliers. So despite an undeniably 
valuable deal, it had the potential to punch a 
gaping hole in his business’ cash flow.

In order to maintain a steady trajectory 
of growth, he approached MarketInvoice to 
advance Ales by Mail’s outstanding invoices. 
By financing their incoming payment, Mr 
Kruzycki and his business were able to bridge the 
funding gap left by Amazon’s payment terms. 
“It’s allowed us to release funds tied up in long 
payment periods. Now we purchase more stock 
and explore new markets,” he says.

After using MarketInvoice last year, Ales by Mail’s 
growth was up 65 per cent in 2015 compared with 
the previous 12 months. “MarketInvoice was just 
very quick and efficient, and I’d recommend it to 
anyone,” Mr Kruzycki concludes. 

CASE STUDY: ALES BY MAIL

The problem of late pay-
ment is as old as invoices. 
Ever since the first time a 
trader handed a supplier a 

credit note instead of cash in return 
for goods or services, people have 
been chasing each other, some-
times literally, to get debts paid.

Over the years the system has 
formalised. Today if you request 
payment from a 
business customer 
at the point of ex-
change they will 
tell you to get out of 
their office. Agree 
terms – 30 or 60 
days, say – but in-
sist they are always 
met and you’ll be 
labelled a nag.

Sadly for suppli-
ers late payment 
isn’t frowned upon 
in the corporate 
world; in fact, for 
many businesses it’s integral to 
their financial planning. As a re-
sult, suppliers everywhere are rou-
tinely left waiting anxiously for 
money to arrive. 

Their terms might specify 30 
days, but they know it could be 
60, 90, 120 or even longer. In real-
ity, there is very little they can do 
about it. The power is with the cli-
ent; make them angry and they’ll 
dump you for someone else.

The law is just as toothless in this 
area. Notionally, suppliers can fine 
late payers and charge them per-
centage interest as debts drag on. 
But almost no one has the guts to 
enforce the rules, the rational be-

ing that late-paying customers are 
better than no customers at all.

Yet while business owners have 
to wait for what is rightfully theirs, 
many of their own costs are payable 
up front or in arbitrarily short time-
frames. Fail to meet payroll every 
month and your business is insol-
vent. Utilities are turned off if you 
don’t pay bills and the taxman is 
not famed for his flexibility.

In short, maintaining cash flow is 
a top-three headache for almost all 
businesses. Historically, firms have 

had a few options 
to ease the pain. 
They could invoice 
on time and send 
friendly reminders 
for prompt pay-
ment, they could 
energetically pur-
sue buyers with 
good track records 
or they could accept 
their predicament 
and use an invoice 
finance service.

Invoice finance 
companies buy 

your invoices subject to checks, 
releasing cash to you quickly and 
charging a fee in return. The prac-
tice is relatively common, but some 
customers complain the charges are 
high and you have to sign over your 
debtor book lock, stock and barrel for 
an agreed period, usually 12 months. 

Good payers are lumped in with 
bad ones and you get charged re-
gardless, so unless you only work 
with bad ones, you’ll pay over the 
odds for the service. 

But in the last few years a new op-
tion has emerged, made possible by 
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lows everyday investors to bid to 
buy invoices in an auction.

The crowd element of the ser-
vice drives up competition for 
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ure, but more likely lack of cash flow 
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Want to hire new staff? Wait 90 days. 
Want to launch a new product? Wait 
90 days. Want to invest in research 
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More invoice trading services 
have sprouted across Britain to ca-

ter for growing demand. Business-
es appreciate the simplicity of the 
platforms – they can usually sign 
up within hours if not minutes – 
and the flexibility to dip in and out 
when needed.

Ruth Chamberlain, UK manager 
of new platform Investly, argues 
invoice trading has scope to boost 
the country’s economic output by 

allowing money to flow quicker 
around the system. 

“Invoice trading has the potential 
to eradicate late-payment terms 
by simply making the timeframe 
of an invoice irrelevant,” she says. 
“It will help strengthen businesses 
across the country, which will ulti-
mately aid the economy and make 
Britain stronger.”

There are, however, one or two 
significant catches. A big one is that 
the arrangement is contingent on 
clients paying within agreed pa-
rameters of lateness, if at all. If the 
deal stipulates 90 days and the cli-
ent fails to settle in that timeframe, 
then the supplier becomes liable for 
the debt.

The money advanced to you at 
the start of the deal is called in and 
you’re back to square one or worse 
you have spent the money and have 
no means to settle. Paul Haydock, 
chief executive of invoice finance 
business DueCourse, points to an-
other problem that companies can 
become over-reliant on the finance 
and start to struggle without it.

But, as Mr Haydock says, these 
risks are more than made up for by 
the benefits. “Banks aren’t lending 
to growing businesses like they 
used to and it takes on average 72 
days for invoices to be paid. About 
half of all UK invoices are currently 
overdue, so the situation is press-
ing,” he says.

Sharon Argov, chief executive of 
Fundbird, says: “Invoice finance is 
attractive to investors as it usually 
offers a high return and it is attrac-
tive to small businesses looking for 
finance because they can have the 
cash in their account so quickly at a 
more competitive rate than the tra-
ditional payers are offering. 

“Technology has spurred this rev-
olution in finance and I don’t see it 
slowing down, only developing and 
becoming more sophisticated. The 
next generation of business owners 
might even bypass traditional fi-
nancial services altogether.”

Invoice finance 
companies buy your 
invoices subject to 
checks, releasing 

cash to you quickly 
and charging a fee 

in return

Anil Stocker 
(left) and Ilya 
Kondrashov, 
co-founders of 
MarketInvoice, 
which has traded a 
total of £618 million 
in invoices since its 
inception in 2011

“It’s unfair the cost of invoice fi-
nancing generally falls on the sup-
plier and it doesn’t seem right that 
a small business should have to 
spend their precious time and re-
sources seeking credit for invoices 
which often should have been paid 
months previously.”

Mr Campbell points to some slow 
progress in the war against late 
payments. The government has 
started naming and shaming the 
worst offenders, and from April any 
employer with more than 250 peo-
ple will have to disclose payment 
terms as well as their real payment 
performance in terms of lateness 
and fines owed.

“In itself this probably won’t have 
much tangible impact on whether 
businesses pay their invoices on 
time or not,” he adds. “But it does 
mean that late invoice payment is 
higher up the business agenda and 
will hopefully encourage small 
businesses to use the tools available 
to protect themselves.”

Late payment and the potential-
ly terminal cash-flow problems it 
causes is the scourge of suppliers. 
Invoice trading is one of the more 
potent weapons in the small-busi-
ness armoury, capable as it is of 
eradicating its worst symptoms.

But it is an anaesthetic not an an-
tidote. Like a child with a grazed 
knee, small businesses will be glad 
to have the option of the sticking 
plaster, but they would rather avoid 
the pain altogether.

Late payment and 
the potentially 

terminal cash-flow 
problems it causes  

is the scourge  
of suppliers
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Speed 95% 5%

More control 89% 11%

More flexible terms 85% 15%

Easier to 
get funded 85% 5%10%

Transparency 85% 5%10%

Ease of use 81% 19%

Better services 70% 30%

Lower cost 67% 24% 9%

Unable to get 
funding elsewhere 63% 21% 16%

Better pricing 
for invoices 58% 35% 7%

Unable to source 
funding locally 50% 28% 22%

Curiosity 10% 53% 37%

An invoice finance provider will 
offer you advances for your 
outstanding invoices

Choose the invoice(s) you 
would like to advance and 
receive funds quickly - often 
within 24 hours - rather than 
waiting for your invoices  
to be paid by your customer

TYPICAL INVOICE TRADING PROCESS

Once your customer pays the 
invoice, repay your finance 
provider the advance in addition 
to any fees accrued

FACTORS IN DECIDING TO CHOOSE INVOICE TRADING IN THE UK
UnimportantNeither important nor unimportantImportant
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Being a dragon without having millions
The rise of peer-to-peer lending and crowdfunding has opened up opportunities for smaller investors to 
get a piece of the action alongside the big players

INVESTMENT
JOHN STEPEK

Fancy yourself as a bit of 
a venture capitalist? For 
some individual investors, 
the most exciting thing 

about the rapid growth in the alter-
native finance sector is the oppor-
tunity to enjoy potentially better 
returns while investing in small and 
medium-sized businesses at key 
points in their development. 

Yet even if you can’t think of any-
thing worse than being a panellist 
on TV’s Dragons’ Den, there are 
plenty of alternative finance op-
tions that might suit your needs. 
Just as with any other investment, 
there are risks involved and this 
should all be considered as part of 
a balanced portfolio. But given its 
rapid growth and steady move to-
wards mainstream status, it’s also 
a sector that every investor should 
at least be aware of when allocating 
their assets. 

As with mainstream investment 
options, there are two main ways to 
invest in a business. You can lend 
money to it or you can buy a stake in 
the company itself. Let’s start with 
the lending option. The volume of 
loans made to British businesses, 
as opposed to consumers, via peer-
to-peer (P2P) lending platforms has 
grown strongly in the last year, ac-
cording to the Liberum AltFi Vol-
ume Index UK, more than doubling 
to around £2.4 billion. 

These platforms are, of course, 
not banks themselves. They simply 
exist as marketplaces where busi-

ness that need money come togeth-
er with investors who are willing to 
lend them that money in exchange 
for interest payments. Broadly 
speaking, loans are conducted via 
auctions as potential lenders make 
offers to potential borrowers. By tak-
ing the middleman – the bank – out 
of the process, both lender and bor-
rower can get a better deal, and the 
platform takes an arrangement fee. 

The biggest player in Britain’s 
dedicated P2P business loans sec-
tor, as opposed to the consumer 
sector where Zopa and RateSetter 
dominate, is Funding Circle, which 
has funded over £1-billion-worth of 
small-business loans since launch. 
The attraction to investors is clear. 
As of the start of February 2016, 
Funding Circle estimates you can 
make an annual return of 7.1 per 
cent before tax, but after the com-
pany’s 1 per cent fee and estimated 
bad debts. 

Now, clearly the main risk with 
lending via any of these platforms 
is that the companies to which you 
lend your money could go bust and 
fail to repay. Bad debt levels have 
been pretty benign so far, but P2P is 
a relatively new sector and the vast 
majority of platforms were launched 
after the financial crisis of 2008, 
so have not yet been tested during 
a full-blown recession. To spread 
this credit risk, Funding Circle rec-
ommends that you lend money to at 
least 100 businesses, with no more 
than 1 per cent of your total capital 
in each one. With a minimum loan 
per business of £20, this would sug-
gest that you need £2,000 to be fully 
diversified. The platform provides 
an autobid facility, which will auto-
matically split your funds across a 
range of businesses. 

Another significant player in the 
market, having enabled more than 
£150 million in secured loans, is 

ThinCats. It has a minimum loan 
size of £1,000, which arguably 
means it is more suitable for inves-
tors with larger portfolios. 

Other platforms to investigate in-
clude those in the P2P real estate 
loans sector, such as LendInvest, 
Wellesley & Co and Landbay. For 
now, returns made on these loans 
will be taxed as income, but later 
this year, the new innovative fi-
nance Isa or individual savings ac-
count launches, which will allow 
loans issued via P2P lenders to be 
contained within an Isa wrapper, 
shielding them from tax and there-
fore meaning more attractive re-
turns for most investors. 

If you’re looking for an alterna-
tive way to invest in the sector, 
you could consider an investment 
trust, which is a stock-exchange 
listed company that invests in 
other businesses. For example, 
one of the older trusts in this rel-
atively young sector P2P Global 
Investment, listed under ticker 
P2P, both lends money on peer-
to-peer platforms across the UK, 
US and Europe, and also owns eq-
uity stakes in several of the plat-
forms themselves. Other options 
include Funding Circle’s recently 

launched Funding Circle SME In-
come Fund, under the ticker FCIF, 
which invests in small-business 
loans made by Funding Circle in 
the UK and US.

A higher-risk option is to buy 
stakes in small companies, with 
the goal of finding promising 
minnows that grow into massive 
players in their fields. This is 
known as crowdfunding, where 
companies sell stakes in them-
selves to private investors via a  
crowdfunding platform.

The sector is a lot smaller than P2P 
lending, but it’s growing fast. Clearly, 
investing in the equity of small com-
panies is highly risky as they fail reg-
ularly and even experienced “angel” 
investors regularly have to write off 
investments. Of course, the poten-
tial rewards are commensurate with 
the risks; back a successful company 
at the right stage of its development 
and you can easily make multiples of 

your original investment. But again, 
if you intend to put money into com-
panies via these platforms, then you 
need to ensure that you diversify 
your investments and you also need 
to make sure that it forms just a small 
component of your overall portfolio. 

It’s also worth remembering that 
the danger of a company going bust 
isn’t the only risk you might en-
counter. Investments in these sorts 
of businesses are illiquid. If you in-
vest in a FTSE 100 stock, you get a 
minute-by-minute update of exactly 
what your investment is worth. With 
crowdfunding, even if a company is 
doing well, there’s no way to know 
for sure how much you might fetch 
for your stake or how long it might 
take you to sell it on if you need ac-
cess to your money quickly. 

You also have no idea how long it 
might take for your investment to 
come good and achieve a profitable 
exit, perhaps via a stock market list-
ing or a takeover. There’s also the 
risk of dilution, the danger that a 
company has to raise more capital 
further down the line, diluting the 
stake held by earlier shareholders. 
So it’s important to be aware of all 
these potential pitfalls. 

However, from the point of view 
of pure satisfaction, crowdfund-
ing can also be far more engag-
ing than investing via the stock 
market and it’s also one of the few 
ways that a small investor can eas-
ily invest in very early-stage com-
panies. Two of the biggest players 
in the market are Crowdcube and 
Seedrs. You can invest sums start-
ing from £10 on each platform, so 
it’s possible to build up a diver-
sified portfolio with a relatively 
small total investment.

By taking the 
middleman – 

the bank – out 
of the process, 
both lender and 

borrower can get a 
better deal, and the 
platform takes an 
arrangement fee
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FAILURE RATE OF COMPANIES BY INVESTOR TYPE AT SEED STAGE 

Risk levels associated with crowdfunding investment 
have dramatically reduced in recent years, with the 
failure rate actually falling below that of  
non-crowdfunded companies in 2015

2012 2013 2014 2015
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4.5%

0.5% 0.9% 0.8%

8.6% 9.1%

6.2%
7.7%

3.9% 4%

ABSOLUTE RETURNS* FROM 
INVESTING IN ALTERNATIVE 
FINANCE

Liberum AltFi Returns Index calculates 
returns based on aggregated data 
from the four largest UK platforms: 
Zopa, Funding Circle, RateSetter and 
MarketInvoice

Three years
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Three months

19.33%

6.19%

1.58%
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Raise between £500 and £300,000 with a Quick Capital cash advance
For example, receive an advance of £3,000 for as little as £20 per day!*

Apply for business 
finance in minutes

Get instant funds to:
£

£

£

£

£

£

Pay your VAT bill

Buy additional stock

Attend an exhibition/trade show

Improve your cash flow

Refurbish your premises

Pay for advertising

Here’s how a business cash advance compares to traditional business finance

Quick & easy application

No business plan needed

Unsecured

Simple & transparent cost

90% of applicants approved

Pay back ONLY as you earn

Features Small Business Loan

FREE prize draw! Win a 
£500 Apple voucher!
Quote “APPLE” when registering your interest and you’ll 
be entered into our free prize draw - it’s that simple!

WIN

Terms and Conditions of Prize Draw. 1. No purchase necessary. 2. Only one application per business. 3. The “Prize Draw” is not open to existing Quick Capital customers. 4. Applicants must be UK residents aged 18 years or over. The “Prize Draw” is not open to employees of the Promoter or their agents and members of their immediate 
families. 5. The “Prize Draw” start date is 18th February 2016 and applicants must register their interest by 5.30pm on Friday 29th April 2016 to be entered. “Prize Draw” entries received after this date will not be eligible for a prize. 6. The winner will be notifi ed by Friday 6th May 2016. If the Promoter cannot successfully contact the winner within 
a reasonable length of time using the contact email address and telephone number it holds it may, in its sole discretion, select another winner at random. 7. No cash equivalent is available. 8. The Promoter may use your information now and in the future (i) to provide you with information on products and services for marketing purposes (ii) 
for market research and (iii) for tracking of data. 9. The winner must agree to have their name and photographs used for marketing and promotional purposes by the Promoter. 10. The Promoter reserves the right to verify the eligibility of all entrants and may, in its sole discretion, disqualify any entrant that fails to satisfy eligibility requirements. 
11. The Promoter reserves the right to cancel or amend the competition or these terms and conditions without notice in the event of the occurrence of circumstances beyond its reasonable control. 12. The Promoter does not accept any liability for lost or delayed entries, howsoever caused. 13. The decision of the Promoter is fi nal and binding 

and no correspondence will be entered into. 14. The Promoter: Quick Capital, Westway Park, Galway Crescent, Haydock, WA11 0GR. The minimum duration that a ‘Business Cash Advance’ (our fi nancing product) is priced for is 7 months typically. Our business fi nance solution is not a consumer loan.

The best thing about using Quick Capital has been the immediate access to finance with 
minimal paperwork. The whole process was really straightforward from start to finish!
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