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- Credit Analysis: The lender conducts a financial 

analysis focused on the probability of converting the 

borrower’s inventory and accounts receivables (AR) 

into cash. Based on this analysis, the lender assigns 

an advance rate based on eligible inventory and AR 

(generally between 40-50% of inventory and 75-85% 

of AR). 

 

- ABL Deal: The lender provides a revolving line of 

credit based on available inventory and AR. The 

borrower grants a security interest in its inventory and 

AR, and cash will be paid by the account debtors (AR 

obligors) into a controlled deposit account created by 

agreement between the depository institution and the 

borrower, in favor of the ABL lender. 

 

- Availability of Credit: The borrower sends a request 

for funding to the lender, along with updated 

estimates of eligible inventory and AR (confirmed by 

the lender), multiplied by the percentage of assigned 

advance, thus ensuring that outstanding balance plus 

amount requested interest, fees and any charges are 

below or equal to the new collateral value. 

 

- Payments to the line of credit: Debtors of AR are 

instructed to pay in cash into the controlled deposit 

account. The resources in this account are used to pay 

the revolving line of credit, lowering its balance and 

opening availability of credit. 

- Monitoring: The lender compares the line of credit’s 

balance against available collateral amount periodically 

(at least once a month or when utilized). Additionally, 

field audits are conducted every 3 or 6 months. The 

lender can modify advances if the SME’s situation 

changes. The monitoring of the line of credit is carried 

out through specialized information systems. 

 
- Secured Credit: The lender has a security right on 

inventory and AR both present and future, and on the 
controlled account deposits. 
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 Credit Information Systems: 

Credit Bureau is desirable for Asset Based Lending 

since it will provide grounds for credit decision 

regarding both the borrower as well as the debtors of the 

accounts receivable. However, the product focuses 

more on liquidation value of collateral as an exit 

strategy 

 

 Secured Transactions Law: 

Asset Based Lending requires to have a ST Law, since 

the product provides finance for all the production 

stages of the SME, from raw material to finished 

product, to invoice, to cash, and requires a lien that 

continues notwithstanding the changes in the 

underlying collateral. 

 
 Collateral Registry: 

Asset Based Lending requires a modern Collateral 

Registry that permits generic description of the 

Collateral, given the transformations that the collateral 

goes through on the SME operating cycle. The lender’s 

security interest is perfect over the fluctuating pool of 

present and future assets with a valid priority against 

third parties effective from the date and time of 

registration. The lender must also use the collateral 

registry at loan origination to ensure that no previous 

security interests exist over the assets financed under an 

ABL transaction. 

 Extrajudicial Enforcement: 

Asset Based Lending relies on movable assets and 

provides higher amount of financing than traditional 

loans, so extrajudicial enforcement are required for 

both, tangible goods (raw material and finished 

goods) and also intangible goods (invoices or cash), 

so that Lender can recover the loan, in case of a 

default. 

 
 Secondary Market: 

Asset Based Lending relies on the assumption that 

the credit can be paid by the assets granted as 

Collateral for the loan, so an active and liquid 

secondary market is required so that the tangible 

assets held as collateral can be sold in a short period 

of time to repay the loan. 

 
 Banking Regulation: 

Having a favorable Banking regulation is desirable 

for Asset Based Lending, to ensure that the SME has 

a reasonable financing cost. If it is not present, the 

product could become expensive for SMEs, 

reducing its advantages for the Borrower. 


