
OUTLOOK 2019

CERTAIN UNCERTAINTY
2018 has shown that the only certainty is uncertainty. Brexit changes on a daily basis
and Mark Carney has mentioned rate rises, holds and cuts. Add to that changes to
taxation and regulation across many sectors then it all breeds uncertainty. 
 
What makes the current situation strange is that despite everything, business
confidence has improved, over half of all UK firms are more optimistic now than in
January 2018 whilst UK economic growth has slowed to it's lowest point in 5 years. 
 
Our experience is that the SME sector is positive, that companies are looking to
expand and the majority are not seeing the negatives that the media would have you
believe. 
 
As for borrowing, there are definitely more lending options now than 12 months ago
and more lenders keen to do business. 

THE GROWTH OF TECH
I am going to mention GDPR, I don't want to but it appears to have been a catalyst
for change among how lenders receive and process data.  
 
We are seeing more lenders we work with process applications electronically. On
the back of this, there is more automation of how applications are assessed, more
links into HMRC, online banking and bookkeeping systems. 
 
We are also seeing the mainstream lenders utilise these systems which is a step
change from manual loan approvals to fully automated systems. Unlike credit
scoring, these algorithmic systems are sophisticated and use data from various
sources. 
 
As we move ahead any business that wants to borrow will need to consider the
systems they use, their payment of tax, cloud bookkeeping and be conscious of their
payment terms as suppliers can report late payment and sophisticated systems will
pick up on this.

As we approach the end of 2018 we take our annual look back at the changes within the
commercial finance world and look ahead to what 2019 may bring. 
 
Our Outlook 2019 is about providing a little insight and thoughts that may help your plans for
next year or the plans of your clients. 
 
Any questions then please get in touch on 01293 541333 or 0207 866 2102. 
 
 
 
Dave Farmer
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RELEASING THE BRAKE
2018 has seen a few changes that are likely to have an impact in 2019.  
 
We are slowly seeing a response from the mainstream banks to the success of P2P
lenders such as Funding Circle. 
 
Natwest purchased an alternative lender's system, rebranded it (not as Natwest) 
and started offering business loans up to £150k unsecured with an answer in a few 
hours. Barclays continue to work on something similar. 
 
There are signs that the mainstream lenders are starting to react, slowly but react 
nonetheless. 
 
Our expectation is that 2019 will give the SME more lending options that are easier 
and quicker to access. Choice is always a good thing so let's hope it happens. 

INTEREST RATE COMPETITION
It has always been thought that the high street lenders offer the best borrowing 
rates, that they are the cheapest lenders, if you can get them to say yes. 
 
That thinking may be changing. We are starting to see the interest rates offered by 
specialist lenders be lower than the high street banks. This has been especially the 
case with investment property. 
 
For the borrower, we are seeing lower interest rates, more flexible loan structures 
and sensible underwriting. Add into that a simplified process and quick turnaround 
then we may be getting true competition on service and rates. 
 
For property borrowers it offers a real opportunity to borrow, restructure or 
acquire at lower rates than we have seen to date. With lenders keen to grow their 
books 2019 could finally offer some good news for property investors.

THE BUY TO LET QUANDARY
The level of buy to let mortgages for property purchases has fallen over the last two years. This is against a backdrop of an increased demand for
privately rented property, a demand that is expected to increase in the coming years.  Add into this the 3% stamp duty levy on investment
properties, the removal of tax relief on interest costs and tighter regulation of mortgages then a real quandary exists. 
 
The number of properties for sale will increase. Mortgage regulation and tighter affordability tests will make home ownership harder. With buy
to let mortgages being made less attractive via fiscal policy then the property market looks a little uncertain. 
 
One thing we expect to see in 2019 is a continued change in the locations landlords will look to invest in. With property prices in London (and to
a lesser degree in the wider home counties) being above the national average then landlords can obtain higher rental yields outside of the South
East. 
 
We are already seeing an increase in location-based mortgage criteria, it is reasonable to expect this to increase with different criteria for
London properties to those in other areas of the UK. 
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BREXIT
It had to be mentioned. It is the biggest unknown that could have the biggest impact
on the lending market. 
 
When it comes to commercial finance then Brexit is an interesting discussion. We
have known Brexit is on the horizon since the 2016 referendum. Lenders have
continued to grant term facilities that will still be outstanding well beyond the UK
leave date. 
 
With this in mind, most lenders are approving facilities now which will be repaid post
Brexit. Right now we are not seeing major shifts in criteria or appetite to lend, this
tends to suggest that we won't see this after the UK formally leaves the EU either. 
 
Perhaps the biggest impact will be with interest rates, especially LIBOR linked loans
where the movement in rates can be a little more open to wider economic factors.

LOAN COVENANT RISK
We are now 10 years on from the credit crunch. That is 10 years of low interest
rates and not a single significant base rate rise. 
 
Back in 2009 there was a shortage of bank finance with banks being overly cautious
with their lending and loans being sanctioned subject to more stringent conditions
and covenants. 
 
All that was fine with base rates being at 0.5%. The loan covenants may be stringent
but the affordability was never easier. The risk was always going to be when those
covenants were tested against increasing base rates. 
 
That is where we are now. 
 
The risk is that many commercial borrowers will be unaware of the covenants within
their loan agreements. If the covenants were always met then the lender would not  
 even mention it to the borrower. This means that there may be some difficult conversations ahead for those borrowers who took loans out in

2008 - 2010. 
 
The worrying factor is how many borrowers are unaware of the covenants within their loan agreements. These covenants can hide within the
paperwork and can be hard to understand, let alone work out whether you are in  breach of them, 
 
For companies who did borrow between 2008 - 2010 then it would be well worth reading through the agreement and chatting it through with
your accountant. It may be the best time to be forewarned and forearmed.
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CLADDING & HIGH RISE
If the pressure wasn't enough for buy to let investors, the next hurdle may be with cladding
surveys.  
 
There are no statistics on the number of properties in private ownership or under 18m in
height that may have flammable cladding fitted. In the same way as lenders want asbestos
or damp surveyed separately the same could be coming for cladding. 
 
There are some mute comments from underwriters about cladding and how it may impact
on the value of their security, whilst these are only discussions right now it is only a short
step for them to become policy. 
 
For landlords considering financing against cladded properties then it may be better to
finalise things in the earlier part of 2019 before any changes come into force. 
 
 

DEFAULT AVOIDANCE
Neither the lender nor the borrower like a default, regardless of which side you sit on a
default is a problem and unwanted. 
 
Where defaults become interesting is with the number of new lenders who are looking to
attract investment or float. One of the primary performance indicators within any lender is
their level of default, it defines the quality of the loan book. It also defines the price of
investment and value of the business. 
 
For lenders who are looking to float or seek external investment then those lenders will be
keen to reduce defaults. This could be good news for borrowers as for once, lender and
borrower could have a common objective. 
 
For borrowers who may be under pressure then 2019 could offer more flexibility from
lenders and a willingness to reach agreements rather than force a default.

THE SIMPLE & THE COMPLICATED
We are great at the more complicated cases. Where the business is trading but needs to finance tax, or where the accounts are not quite up to
scratch but sourcing finance is essential then we can help. Complex property or anything non-standard then we are often at our best. 
 
Where everyone else struggles is where we make the biggest difference for your clients. 
 
 That doesn't mean we don't like the simple stuff also!  For any clients looking to raise finance for their business or those looking to complete
property transactions then please use our expertise. We are always happy to chat through any case and offer input or advice even if things don't
go any further. 
 
For any enquiries please call 01293 541333 or 0207 866 2102, email helo@limeconsultancy.net or tweet @Limeinfo 
 
 
 
 
 
Dave Farmer 
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