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Invoice Factoring
Explained

BY ECAPITAL

New to secured finance? This article offers
a practical guide to how invoice factoring
works, common structures, key benefits,
and the role it plays in modern working
capital management—showing how
businesses turn unpaid invoices into cash
flow and how finance professionals help
companies bridge the gap between doing
the work and getting paid.



ealthy cash flow is essential to every
business. Even profitable companies can
face cash flow challenges when payment
for goods or services takes weeks, or
even months, to arrive. As payment cycles
lengthen across many industries and
operating costs fluctuate, companies are
experiencing longer cash conversion cycles
and greater working capital needs. More cash remains tied up
in outstanding receivables, even as businesses continue to
meet payroll, pay suppliers, purchase inventory, and fund day-
to-day operations.

For many businesses, the challenge isn’'t winning business;
it's accessing the cash they’ve already earned. Maintaining
healthy cash flow depends on both disciplined financial
management and flexible financing solutions that bridge the
gap between issuing an invoice and receiving payment.

Invoice factoring, also known as accounts receivable
factoring, is one such solution. By converting unpaid invoices
into immediate working capital, it helps businesses improve
cash flow without adding traditional debt, diluting equity, or
relying on restrictive loan covenants.

What is Invoice Factoring?
Invoice factoring is a form of receivables financing that
converts unpaid invoices into immediate working capital. It
involves selling eligible accounts receivable to a factoring
company in exchange for an advance on their value.

Instead of waiting 30, 60, or 90 days for customers to pay,
a business sells its eligible invoices to a factoring company
and receives an immediate advance on the invoice value. The
factoring company then collects payment from the customer
and releases the remaining balance, less an agreed-upon fee.

This practice provides businesses with faster access
to working capital, helping them improve cash flow while
continuing to meet operating expenses, invest in growth,
and respond to new opportunities. Rather than waiting for
customers to pay, companies can put the value of their
outstanding invoices to work immediately.

Today, invoice factoring is a well-established financing

solution used by businesses across a wide range of industries.

History of Invoice Factoring

Invoice factoring has evolved over thousands of years
alongside the growth of global commerce. As trade expanded
beyond local markets, merchants shipping goods over long
sea routes relied on factors to arrange sales, assess buyers’
creditworthiness, collect payments, and provide advances
before shipments were paid for. These services helped
businesses continue trading despite long payment cycles and
established many of the commercial principles that underpin
modern factoring.

Over time, factoring adapted to support manufacturers,
exporters, wholesalers, and, more recently, industries such
as transportation, where longer payment terms became
increasingly common following U.S. deregulation in the 1980s.
Although the industry has continued to evolve, its purpose has
remained remarkably consistent: helping businesses convert
receivables into working capital.

How it works: Although qualification requirements and
funding timelines vary by provider and transaction, invoice
factoring generally follows a straightforward qualification and
funding process.

Qualification: Businesses provide basic company
information, details about their funding needs, and supporting
documentation. Depending on the provider and financing
structure, this may include invoices, customer lists, bank
statements, articles of incorporation, tax records, and existing
financing agreements.

The qualification process typically involves the following
steps:

Invoice review: The factoring company reviews outstanding

invoices to confirm they are valid, unpaid, and owed by

creditworthy customers.

Customer credit checks: The factor evaluates the payment

history and credit strength of the business’s customers,

since repayment depends on the account debtor.

Business verification: The company’s ownership,

registration, tax status, insurance, and operating history

may be reviewed.

Lien and UCC search: The factoring company checks for

existing liens or claims against the company’s accounts

receivable.

Depending on the complexity of the transaction, the
qualification process may take anywhere from several days to
a few weeks.

Rates and terms: Factoring companies typically set fees
and terms based on the risk, volume, structure, and collection
profile of the receivables being funded.

Receivables risk: The factor reviews aging reports, customer
concentration, payment history, and collection performance.
Industry-specific risks, including fraud exposure,
seasonality, administrative complexity, and the likelihood of
disputes, may also affect pricing.

Invoice volume and funding activity: Monthly invoice
volume, average invoice size, and funding frequency can
influence rates and facility terms.

Factoring structure and servicing requirements: Pricing may
also vary based on the type of factoring arrangement and
the level of invoice verification, account administration, and
collection support required.
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Once these assessments are completed, the business receives
proposed advance rates, factoring fees, funding limits, and
contract terms. In simple terms, the lower the risk and the
higher the invoice volume, the more competitive the factoring
fee is likely to be.

The funding process generally follows these steps:

The business submits eligible invoices to the factoring

company, typically through an online portal or other agreed

submission method.

The factoring company verifies the invoices.

Depending on the provider and financing arrangement, an

advance of up to 90% of the invoice value may be provided,

often within 24 hours.

The factoring m

company collects

payment directly from

the account debtor

when the invoice L
becomes due.
Once payment
is received, the
factoring company
remits the remaining
balance to the
business, less the
agreed-upon fee.

i
f

Common Factoring
Structures

Invoice factoring is

not a one-size-fits-all
financing solution.
Factoring arrangements
can be structured in
different ways depending
on a company’s cash
flow needs, customer
base, risk profile,

invoice volume, and desired level of flexibility. In a factoring
transaction, the financing provider that purchases receivables
is referred to as the factor.

The following are some of the most common ways invoice
factoring can be structured:

Spot factoring: A business factors selected invoices on a

one-off or occasional basis rather than under an ongoing

commitment.

Whole ledger factoring: A business factors all or

substantially all of its eligible accounts receivable.

Selective factoring: The business chooses specific invoices

or account debtors to factor.

Notification factoring: Account debtors are notified that

Working with an experienced specialty finance
provider can help businesses understand the
available financing options and choose the solu-
tion that best aligns with their cash flow needs
and long-term business objectives.

receivables have been assigned to the factor and are
instructed to remit payment directly to the factor.
Non-notification factoring: Account debtors are not notified
of the factoring arrangement. Payments are typically
directed to a controlled lockbox or collection account.
Recourse factoring: The seller is obligated to repurchase
or reimburse the factor for receivables subject to recourse
under the terms of the factoring agreement.

Non-recourse factoring: The factor assumes specified
credit losses, typically arising from an account debtor’s
insolvency, subject to the terms and exclusions of the
factoring agreement.

True sale factoring:
The factor purchases
the receivable outright
rather than taking a
security interest. If
the transfer qualifies
for sale accounting,
the receivable is
derecognized, which may
improve leverage and
other financial ratios.

The appropriate
structure depends on
a company’s financing
objectives, customer
relationships, risk
allocation preferences,
and operational
requirements.

Technology

Technology has
become an increasingly
important part of the
factoring industry, with
many providers investing
in digital platforms,
automation, and integrated payment technologies to improve
efficiency and transparency. Depending on the provider,
businesses may be able to submit invoices electronically,
monitor funding activity, track receivables, access reporting,
and receive funds through faster payment methods.

These advancements have transformed factoring from a
manual financing arrangement into a modern working capital
solution built for speed, visibility, and operational control.

Key Benefits

While the specific features and services offered vary by
provider, invoice factoring may offer several advantages
depending on a business’s financing needs and the structure
of the arrangement.



Improved access to cash flow: Invoice factoring converts
outstanding receivables into immediate funding, helping
businesses improve cash flow without waiting for customer
payments.

Alternative to traditional borrowing: Factoring provides
access to working capital without taking on a conventional
term loan or line of credit.

Industry expertise: An experienced factoring provider
understands industry-specific cash flow needs and can
structure financing to align with how a business operates.
Collections support: Many factoring providers manage
collections and accounts receivable administration, helping
reduce administrative burden while encouraging timely
customer payments.

Recourse and non-recourse options: Businesses can
choose between recourse and non-recourse arrangements
depending on their risk tolerance, customer profile, and
financing needs.

Digital account management: Depending on the provider,
businesses may have access to online tools for submitting
invoices, tracking funding activity, and monitoring account
information.

Reporting and account visibility: Many providers offer
reporting tools and online account access that provide
visibility into invoices, payments, reserves, funding activity,
and customer payment trends.

Flexible funding capacity: Funding availability may increase
as invoice volume and approved customer credit limits
grow, allowing financing to scale alongside the business.
Financing flexibility: Depending on the financing
arrangement, invoice factoring may involve fewer restrictive
covenants than many traditional lending products.

Choosing the Right Working Capital Strategy
Invoice factoring is not the right solution for every business. It
should be evaluated alongside other financing options based
on a company'’s cash flow needs, customer payment cycles,
funding requirements, and operational objectives. Industries
such as transportation, staffing, healthcare, manufacturing,
wholesale, and distribution are often well-suited to accounts
receivable financing because they typically incur significant
operating costs before collecting payment from customers.
Working with an experienced specialty finance provider can
help businesses understand the available financing options
and choose the solution that best aligns with their cash flow
needs and long-term business objectives.

Conclusion

Although the tools, technology, and financing structures have
evolved, the business challenge has remained remarkably
consistent: helping companies access the cash they’ve already

earned. Invoice factoring continues to play an important role
in addressing that challenge by converting receivables into
working capital and supporting healthy cash flow.
Understanding how invoice factoring works, where it
fits within a broader financing strategy, and when it is
most appropriate can help businesses make informed
financing decisions. It also provides insight into the broader
specialty finance industry, where professionals combine
financial expertise, technology, risk management, and client
relationships to help businesses solve complex cash flow
challenges and support economic growth. a

eCapital Corp. is an AI-powered fintech company
transforming how businesses access and manage working
capital. The company serves businesses across the United
States, Canada, and the United Kingdom through a

broad range of financing solutions, including asset-based
lending, receivables finance, payroll funding, supply chain
finance, and other customized financing products. To learn
more, visit www.ecapital.com.
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his article takes readers inside the role,
showing how field examiners help lenders
evaluate risk, understand businesses from the
ground up and build skills that go well beyond
traditional desk-based finance work.

When most college students think about
careers in finance or accounting, they consider
roles like auditor, financial analyst, or banker.

One role that often goes unnoticed, but offers a diverse mix of
experience including travel, financial analysis, management
interaction and exposure to a variety of industries, is the asset-
based lending field examiner. This article explains what field
examiners do, what their day-to-day work looks like, and why
this career path is unlike many others.

Field examinations are due diligence exercises by a capital
provider, typically a lender, on a company they are seeking to
make a loan to or have made a loan to. They typically occur as
part of two key stages in the loan process:

Pre-loan due diligence, which is diligence before a loan is

issued

Ongoing monitoring, which is performed periodically during

the life of the loan

Field examiners play a central role in commercial lending,
especially within asset-based lending (ABL). Asset-based
lending is a type of financing where a borrower secures a loan
using its assets as collateral. Instead of relying on credit history
or cash flow, lenders focus on the value of specific assets;
most commonly accounts receivable, inventory, equipment, or
sometimes real estate as the primary repayment source. This
is a common debt capital market tool, particularly for non-
investment grade and/or highly leveraged companies. It is also
the type of commercial loan that survived the Great Financial
Crisis of 2008 and the Pandemic period of 2020.

A field exam primarily focuses on the working capital cycle
and its components - AR, inventory, AP and cash, as these
comprise the basic day-to-day operations of any business.
Buying inventory, manufacturing, selling products to customers
on account and paying vendors.

A field examiner’s work sits at the intersection of
accounting, finance, and risk management. A field examiner
does not just look at numbers and check a box. Instead,
they go on-site to borrower companies, examine source
documentation, assess whether businesses are accurately
reporting the assets used to secure loans and provide
recommendations to the lender.

This diligence process involves a diverse set of tasks, which
provide the field examiner with irreplaceable experiences and
skillsets, including:

Conducting interviews with management on their business

processes regarding customer sales, inventory purchases,
manufacturing and other related topics

Performing analytics to shed light on cash conversion

dynamics of working
capital assets
Analyze accounting
treatment for issues
affecting cash
conversion of working
capital assets
Physical inspection
of manufacturing and
distribution facilities
to observe product
flow and related
matters

Hilco Global

While the lenders perform a
variety of financial diligence steps of their own, the end goal for
the field exam is to confirm a lender’s desktop analysis, help
lenders determine how much they can safely lend, and identify
ongoing collateral monitoring points as well as provide an
alternate view of a borrower’s financial condition, helping them
make informed lending decisions and manage credit risk.
There is no typical day for a field examiner. A field examiner
may be traveling onsite to a client one day and performing
analytical reviews of financial information the next. A field
examiner spends a lot of time gathering, analyzing and
reconciling data. For example, a field examiner may review
source documents, test controls, and verify information for
accuracy and consistency. Field examiners frequently interact
with borrowers, asking questions and clarifying processes to
better understand how systems operate. As findings emerge,
they document observations carefully, noting any risks or
discrepancies. Communication is also a key element for a field
examiner, from performing management interviews to drafting
reports that summarize conclusions and recommendations.
Throughout the day, examiners must manage deadlines, adapt
to unexpected issues, and maintain a professional, objective
approach. The role often involves a mix of independent analysis
and collaborative communication, making each day structured
and dynamic.

A field examiner must blend strong analytical ability with
keen attention to detail to accurately assess financial records
and operational processes. A successful field examiner needs
a good sense of intellectual curiosity to identify discrepancies,
risks, and patterns that may not be immediately obvious.
Effective communication is equally important, as field
examiners must clearly explain findings in written reports and
discuss them with borrowers, lenders or colleagues. Time
management and organization help field examiners handle
multiple assignments, meet deadlines, and work independently
in varied environments. Additionally, integrity and professional
judgment are vital, as field examiners are entrusted with
sensitive information and must maintain objectivity while
making decisions and conclusions in complex situations.
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A field examiner plays a vital role within asset-based on business valuations and M&A. Aliah holds a BA
lending. By combining analytical expertise, attention to detail, in economics and a Diploma in accounting from the
and strong communication skills, field examiners provide University of British Columbia.

lenders with a reliable, independent view of a borrower’s
financial position and collateral quality. Their work not only
supports sound lending decisions but also helps businesses
strengthen their own processes and controls. As a career

path, field examination offers a dynamic blend of analysis,
problem-solving, and real-world business exposure. For those
seeking a role that goes beyond the desk and directly impacts
critical financial decisions, becoming a field examiner is both a
challenging and rewarding opportunity. a

Aliah Lalani,

CPA-CA, CBY, is
managing director at
Hilco Global in the
Diligence Services
group and has been
an integral part of
the team for over 12
years. Throughout
her tenure at Hilco,
Aliah has taken on
ever increasing roles
from day-to-day field
roles to managing
the business,
including client
services activities and

ensuring the business - Thare s no typical day for a field examiner. A

infrastructure meets . . , . .
the needs of clients.  field examiner may be traveling onsite to a client

As part of her role,  one day and performing analytical reviews of
Aliah is responsible  ginancial information the next. A field examiner

for managing

ABL field teams in spends a lot of time gathering, analyzing and
connection withnew  reconciling data. For example, a field examiner
business surveys -

may review source documents, test controls, and

and recurring
exams. She, together  verify information for accuracy and consistency.
with the Diligence

Services senior

team, is involved in business development and client

management. Aliah and her team are responsible for

hiring, mentoring, coaching and training the team.

THE Aliah began her career at KPMG in Vancouver,
f:ﬁgg:” Canada. While at KPMG, Aliah earned her Chartered

JUL/AUG. 2026  Professional Accountant designation (CPA-CA) as well
as her Chartered Business Valuation (CBV) designation.
Aliah commenced her time at KPMG in the audit
practice focusing on high-tech and bio-tech companies
and then moved to KPMG’s advisory practice focusing
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When Companies
Are in Crisis: The
Role of a Turnaround

usiness is running out of tim
und consultants step into th




onsulting typically conjures an image of
financial specialists advising companies on
optimizing everything from boosting revenue
to increasing growth and implementing
organizational improvements. My own
consulting career began this way after
securing my MBA from the University of
Chicago. The plan was to take the skills |
learned and put them to good use helping healthy companies
strategize.

Then came a struggling medical device company. A team of
consultants at our firm worked on it for months with no results.
It wasn’t our traditional client looking to scale their core
business or set a strategic direction, but a confused bundle of
companies fused through nearly two dozen acquisitions that
were never fully integrated, struggling with daily operations.

It was a mess and they decided our advice wasn’t helping.
Everyone was shocked (offended may be a better word) when
they replaced us with a turnaround consulting firm.

It was my first introduction to turnaround consulting and
| was immediately intrigued, especially as an entrepreneur
who helped build a family business. | realized it wasn’t a
growth strategy that this client needed, but a realistic plan on
how to navigate the present-day crisis they faced. Could they
make payroll tomorrow? Out of the hundreds of products they
sold, which were profitable? They needed all that information
today, not in three months through a PowerPoint presentation
because they likely wouldn’t survive that long. Three decades
later, my first impression remains the same: the field of
turnaround consulting is incredibly rewarding, but takes a
special personality. If you are considering this type of career, a
little planning and foresight is helpful.

The Role of a Turnaround Consultant

| liken turnaround consulting to being a doctor in an emergency
room. While your medical expertise is the same as your
colleague in say private practice, in the ER the pace is faster
and the stakes are higher in the face of acute crisis.

Typically, we walk into a situation where the financial pieces
are scattered like a jigsaw puzzle. Perhaps there is no clear
record of financials, maybe a world event obliterated sales
overnight, or perhaps costs are outpacing sales and no one
was paying attention when it mattered most. No matter the
issues, our job is to start by asking a lot of questions and
compiling the data as quickly and efficiently as possible. Time
is of the essence, and every week adds layers of complexity
and cost. Numbers are critical to not only telling the story, but
helping align all the stakeholders. And, we have to decide at
lightning speed if we can salvage the situation or if we need to
navigate our client through bankruptcy.

We assume critical roles like chief executive officer, chief
financial officer, and chief restructuring officer and work
alongside the management and staff to build a pathway to

potential recovery. This
requires our team to

work directly with our
clients in their offices,
often walking their factory
floors and speaking to
staff directly to gain a
better understanding of
the challenges they face.
At first, not everyone is
happy we are there, and
that has to be delicately
navigated as well. It
takes tact and diplomacy
to juggle different
personalities strained
under immense stress and pressure. As consultants, we can’t
give into the panic or frustration, and have to always stay as
grounded as possible.

Novo Advisors

Skills to Succeed

If you are still reading and think turnaround consulting
sounds interesting, there are a few things that can help

you stand apart: very strong financial skills, the ability to
think strategically even under pressure, a strong sense of
empathy, and a personality that leans into constant shifts and
unpredictability.

Always keep your technical and financial skills sharp - that
starts with accounting. This core skillset is a priority because
the first task in a distressed situation is to quickly assess
and navigate the financials. Only then can the team move on
to develop and implement potential solutions. And no, you
don’t need a formal accounting background. In my case, |
proactively worked at it. Take a class, read books, and hone
your financial abilities in any way possible. Actively seek out
opportunities: the Secured Finance Network offers several
online and in-person classes as well as a certification program
that employers value.

Read business journals to stay sharp. Success in
turnaround consulting requires strong business acumen and
an ability to understand and absorb risk. It's helpful when our
consultants understand the ebb and flow of business cycles,
which differ depending on the industry. Review case studies
and understand what tactics were used and why. On our
company website we offer audio interviews with our Partners
and deal leads to explain how they navigate cases. Hearing
it from them - how they felt and reacted in the moment - is
invaluable background.

My partners and | always stress that words matter and
ensure that listening is our team’s shared approach no
matter the client. Working with distressed businesses means
understanding sensitivities and acting diplomatically and
empathetically. Witnessing family businesses wind down
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instilled in me a deep degree of humility. | make sure that my Little. He is a member of the Chicago chapter of the
team and | always deliver our recommendations with honesty Turnaround Management Association (TMA) and the
and grace. It's not just what you say - it's how you deliver the Secured Finance Network (SFNet) and serves on several
message. Can you put yourself in your client’s shoes? boards.

Lastly, how do you react to change? Do you like things
slow and steady or are you prepared to pivot...constantly?
Working through a crisis means long hours, taking calls from
clients at any time, and being prepared to question any and all
recommendations. It's about working with new clients and in
different industries and cities constantly; early in my career |
was sometimes in two to three cities within a week. If you are
the kind of person who enjoys the shifts, consider pursuing
turnaround consulting.

Final Remarks

| have dedicated my
career to helping
organizations navigate
critical periods of crisis
and uncertainty. Though
this field may not be

for everyone, if you
think it is for you | urge
you to pursue it. The
industry needs qualified
candidates with a passion
for helping distressed
businesses and making
a critical, lasting, and
meaningful impact. &

For sandeep Gupta,  Always keep your technical and financial skills
it’s about process and  sharp - that starts with accounting. This core
pattence. After three  orillset is a priority because the first task in a

decades of experience

in turnarounds, distressed situation is to quickly assess and nav-
restructuring, igate the financials. Only then can the team move
financial advisory, . . .

and operational on to develop and implement potential solutions.

improvement, he’s

honed an impactful approach to drive financial
performance. Sandeep serves as managing partner
of Novo Advisors, a firm he founded in 2012. His
work spans a diverse range of industries including
technology, specialty finance, healthcare, agriculture,
automotive, energy, food manufacturing, and media.

;gzuneo Sandeep has taken on notable interim management
LENDER roles for several high-profile projects and has helped

JUL/AUG. 2026 poost sales, enhance operating performance, and
preserve tens of thousands of jobs. Sandeep honed his
financial and turnaround skills at three leading firms:
FTI Consulting, Silverman Consulting, and Arthur D.
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Leading with
Passion and Visio
An Interview with
Amy Barrentine

BY MICHELE OCEJO

On April 30, Regions Bank announced Amy
Barrentine had been elevated to serve as
head of Regions Business Capital, a specialty
finance business within the bank’s Corporate
Banking Group.



n important competitive differentiator for
Regions Bank, Regions Business Capital
develops tailored services for companies at
all stages of their life cycles. From managing
periods of rapid growth, to navigating
performance volatility, strategically
leveraging acquisitions, to managing
shareholder distributions, and more,
Barrentine’s team specializes in helping clients build responsible
growth and achieve clear goals.

Barrentine is an experienced leader who joined Regions in
June 2022 as manager of Originations, where she and her team
sourced new opportunities with clients in key growth markets
across the country utilizing Regions Business Capital’s products.
Barrentine has over 30 years of experience serving public and
private companies in a diverse range of industries. Prior to
joining Regions, Barrentine served as the managing director in
the Asset-Based Lending Group at SunTrust Robinson Humphrey,
Inc., now Truist Securities. Barrentine succeeds Courtney Jeans,
who was recently elevated to a new role within the bank’s Risk
Management division.

Here, Barrentine discusses her career trajectory, her goals in
her new role and what makes ABL a critical financing tool.

Can you walk us through your career trajectory and how you
entered the asset-based lending industry?

Amy Barrentine: With a Bachelor of Arts in Political Science, |
was a congressional intern the summer before | graduated and
saw my future as a legislative aide and perhaps, followed by a
law career.

That was the plan.

But my congressman announced he would not be seeking
re-election, and | knew if | went that route, I'd likely have a job for
two years. And that didn’t seem like a great plan or at least one
that lacked certainty.

So, | pivoted. | moved to Boston and landed a job at Bank of
New England luckily in the workout group. In the middle of the
New England real estate recession, | was surrounded by people
dealing with distressed credits and restructuring, working to
optimize outcomes for borrowers and the bank alike. | found my
passion for banking. That was 36 years ago, and | am grateful for
the “pivot”. That early foundation in distressed credit situations
is probably one of the most important points in my career that
ultimately led me to asset-based lending.

After four years in workout and cold New England winters, |
moved back south, with a few years in credit risk review for a
bank holding company that owned multiple community banks,
and then joined NationsBank, now Bank of America, where |
initially worked in corporate banking. And that’s where | was
introduced to asset-based lending.

My boss at the time recognized my workout experience and
believed | would be great in ABL, so she introduced me to the
head of the ABL group, and | moved into the business as a

portfolio manager, then into
underwriting.

| joined SunTrust at the
very early stages of building
their ABL platform. We
had to originate the deal,
underwrite it, and manage
it, because there wasn't a
built-out infrastructure yet.

| left briefly to go to
Gordon Brothers, a leading
appraisal firm for the asset-
based lending industry,
which | think made me a
better lender. It gave me a
much deeper understanding
of asset valuations and liquidations. | learned a lot over those
two years, but realized | missed the deals. So, | returned to
banking.

Regions Business Capital

| went to back to SunTrust as an originator and in 2015
took over leading the originations team focused on the CML/
MM market, a role | served in during the Truist merger. That
experience, while challenging when you consider a bank merger
of equals that closed three months before a worldwide pandemic,
was rewarding and positioned me for this new role.

| joined Regions Bank in June 2022 and am honored to now
lead the team in Regions Business Capital.

When | step back and look at it, there was nothing linear
about my career. | got into asset-based lending somewhat
by happenstance, and | stayed because | genuinely love the
business. We are doing incredible work at Regions Business
Capital, and I'm so proud of our team and the opportunity to lead
it into the future.

How has asset-based lending evolved over the course of your
career?

When | first got into ABL, it was a very different product than it is
today. Back in the late '90s, it was much more associated with
distressed situations. Borrowers were often coming into ABL
because there were fundamental problems in their business.
So, you had this concept of patient capital. You were financing
companies that needed time to stabilize or restructure. And
that’s where my background in workouts actually aligned very
well with ABL.

Today, the product has evolved dramatically. ABL is now a
working capital financing tool that companies use across their
lifecycle. It's used by companies that are growing rapidly and
need support for working capital builds. It's used by companies
with timing mismatches in cash flow. It's used for acquisitions,
liquidity events, or to provide flexibility during periods of volatility.

The product has expanded from something that was more
niche and somewhat stigmatized to something that is broadly
accepted and strategically used. And honestly, | think that's a

THE
SECURED
LENDER
JUL/AUG. 2026



THE
SECURED
LENDER
JUL/AUG. 2026

TSL

INTERVIEW

great thing. Because it means that we're not just stepping in
when something is wrong—we’re working with clients to help
them grow.

What are your short-term and long-term priorities in your
current role at Regions?

| came into this role in December, and we have a really strong
foundation here. We have a team with tremendous credibility in
the bank as strong credit and risk stewards, and | want to make
sure we maintain that.

We’ve grown significantly over the last four years. Much of
that growth was tied to what we saw during COVID—supply chain
disruptions, inventory build, and borrowers needing liquidity
to get product off the boats. There was real demand for ABL
financing, and we grew alongside that.

So, in the near term, my focus is really on maintaining the
integrity and discipline that we’ve built while continuing to take
an appropriate level of growth and market share. | want to make
sure that as we grow, we are still doing it in a very thoughtful and
methodical way, and that we continue to deliver the same level of
performance that we historically have.

At the same time, I'm very focused on how we scale the
business more effectively and efficiently. One of the areas
we’re looking at is our collateral management systems. We're
evaluating more robust systems that can ingest client data and
help with the borrowing base calculations. Because one of the
biggest objections we hear, especially from middle-market clients,
is the reporting burden.

Longer term, | want us to continue to grow the platform by
continuing to invest in technology, continuing to invest in talent,
and making sure we are positioned as a leading ABL platform
in the market. It also means continuing to expand how we think
about the business, not just as ABL, but as part of a broader
working capital continuum. We offer asset-based lending, supply
chain, receivables purchase, securitization, equipment finance.
Regions is known for delivering holistic solutions to clients, and
we will continue to work alongside our banking relationship
managers to grow delivery of those solutions to clients.

Another important long-term focus for me is talent. We have
a lot of very experienced professionals who are retiring, and we
need to make sure that we are developing the next generation of
leaders. And that ties back to training and development. We must
pass on the knowledge, especially around things like bankruptcy,
liquidation, and credit structuring.

At the end of the day, my goal is to grow the business, but
grow it in a way that preserves Regions’ strong associate culture,
reinforces our credit discipline, and positions us for the long
term. We are known as a strong, disciplined ABL platform that
delivers for our clients and for the bank, and | look forward to
leading this next chapter.

Why do you believe ABL is such a critical financing tool for the
middle market?

ABL plays a critical role in the economy. According to data
from our trade association - the Secured Finance Network,
asset-based lending is approximately a $540 billion industry.
Despite its relatively small size its impact is significant. The
capital we provide allows companies to invest in inventory,
expand operations, and pursue strategic initiatives. It supports
acquisitions and liquidity events. It helps companies navigate
periods where cash flow might be constrained.

And one of the things | really like about middle-market ABL
is that you can see the impact. You can see how the financing is
being used within the company and within the community.

From a bank perspective, it's also a very disciplined product.
We’re underwriting to collateral, we’re monitoring the borrowing
base, and that creates strong performance. We're not relying
solely on projections—we’re lending against assets that we
understand and monitor continuously.

It's a product that benefits both borrowers and lenders, and it
plays an important role in supporting economic activity.

How important is credit discipline in ABL, and how does it
shape decision-making?

Credit discipline is everything. If there’s one thing that was
foundational to my career, it’s understanding credit. The better
you understand credit and risk, the better you can structure

a deal and advocate for the client. And in ABL specifically,

that means understanding the collateral, the borrowing base
mechanics, and what happens in a downside scenario.

We underwrite to liquidation. That’s a core principle. We're
asking ourselves, if something goes wrong, can we monetize the
collateral and get repaid?

That’s where some borrowers can get uncomfortable, because
when you talk about net orderly liquidation value, they hear
“liquidation” and immediately react. And you have to explain to
them that it's not about expecting failure—it’s about disciplined
underwriting. It's about being comfortable supporting them if
their operations face challenges because of our confidence in our
asset underwriting.

What are the key considerations in structuring ABL solutions
today, especially in more complex capital stacks?
Structuring has become more complex, particularly with the
growth of multi-tranche deals and different forms of capital,

but the fundamental principles haven’t changed. You must
understand how you get repaid, you must understand your
position in capital structure, and you must think through how
things play out if the business does not perform as expected.
Intercreditor dynamics are very important. When you have
multiple lenders, alignment is critical. If lenders have different
views on risk or different approaches to managing a situation, it
can create challenges.



And it’s not just about the downside—it’s also about how
you work together throughout the life of the deal. That’s why
relationships matter so much in this industry. We know each
other, we understand how each other thinks, and that leads to
better outcomes. One thing | will say is that not everything that
looks like ABL is ABL. Just because something is on a borrowing
base does not mean it has the same discipline, monitoring, and
structure that defines true ABL. That distinction matters when
you’re thinking about risk.

How do you think about the broader working capital
continuum—ABL, supply chain finance, and other products?
I think about it as a continuum of working capital solutions.
Not every client is going to use every product, but there are
opportunities to combine them in ways that create strong
outcomes.

You can have ABL alongside supply chain finance or
receivables purchase programs. You can incorporate equipment
finance where it makes sense. The key is to understand the
client’s needs and match the right product to fit those needs.
It's also about returns and discipline. We're not just providing
capital—we’re providing capital that needs to make sense from
a risk and return perspective. And | think the ability to offer
multiple products within a coordinated framework is a real
advantage. It allows us to be more flexible and more responsive
to what clients need.

What role do technology and Al play in the future of ABL?

I think Al and technology will make us better. It will make us more

efficient and give us better visibility into data and trends.

One of the biggest pain points in ABL has always been
reporting. Clients will say, “I'm going to have to hire someone
just to do reporting for you.” So, if we can use technology to
streamline that—ingest data, calculate borrowing bases, provide
predictive analytics—that’s a huge benefit.

| see it augmenting what we do. It can handle repetitive
and data-heavy tasks and allow us to focus more on analysis,

structuring, and client relationships. And | think it's coming at the

right time, because the industry is facing a wave of retirements.
Having tools that improve efficiency will help us manage that
transition.

How is the industry addressing talent development and
attracting new professionals?

Training is critical. Whether it's formal programs, like credit
training or certificate programs, or internal initiatives, we must
invest in developing talent.

Here at Regions, we built a leadership development
program that included people from every function within ABL—
underwriting, portfolio management, operations, collateral
management. It gave people a broader understanding of how
everything fits together, and it gave them a voice to contribute

ideas and solutions.

| also think culture is incredibly important. People want to
work in environments where they feel valued, where they’re
part of a team, and where they can grow. Great talent attracts
great talent. | am very proud that Regions Business Capital has
attracted great talent.

And finally, | think we need to do a better job of telling our
story. When people understand the impact of what we do, how
we support businesses, how we contribute to the economy, it
becomes a much more compelling career path. a

Michele Ocejo is SFNet director of communications and
editor-in-chief of The Secured Lender.
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FinanceLaw ' .

BY MICHELE OCEJO

For law students and summer associates interested in
finance, secured transactions or commercial law, secured
finance offers a practical, business-focused career path at
the center of how companies obtain working capital.




or law students and summer associates
interested in finance, secured transactions
or commercial law, a career as a commercial
finance attorney can offer a unique blend of
legal analysis, business strategy and deal-
making. One of the most specialized areas
within commercial finance is representing
lenders in asset-based lending (ABL) and
factoring transactions. (For detailed articles on ABL and

factoring, turn to page 44 and 50.)

Unlike litigators who resolve disputes after problems arise,
commercial finance attorneys help structure and document
transactions that provide businesses with access to working
capital while protecting the lender’s interests. Their work
spans the lifecycle of a financing relationship—from initial due
diligence and loan documentation to ongoing amendments,
workouts and enforcement strategy.

The Attorney’s Role Before a Deal Closes

A primary responsibility of a commercial finance attorney is
conducting legal due diligence. Before a lender commits funds,
the attorney investigates the borrower, its corporate structure
and its assets to identify legal and business risks that could
affect the lender’s ability to recover if the borrower defaults.
These risks may include competing liens, uncertainty over who
owns the collateral, restrictions on the transfer or assignment
of receivables, gaps in collateral descriptions, missing
consents, or contract terms that could make certain assets
more difficult to collect, control or liquidate.

This process may involve reviewing corporate documents,
organizational charts, existing debt agreements, customer
contracts, leases, bank account information, intellectual
property records and public filing records. Attorneys also
search Uniform Commercial Code (UCC) records to determine
whether other lenders already have security interests in the
borrower’s assets. Just as important, they work to confirm
that the borrower actually owns, or has sufficient rights in, the
assets being pledged.

That review often begins with a perfection certificate, which
provides detailed information about the borrower’s legal name,
locations, subsidiaries, prior names, bank accounts, collateral,
intellectual property and other assets. The attorney compares
that information against public records and material contracts
to identify inconsistencies or restrictions that may need to be
resolved before closing. In ABL and factoring transactions,
this step is especially important because the lender’s credit
decision often depends heavily on the value and collectability
of specific assets, such as accounts receivable, inventory,
equipment or other collateral.

For example, if a manufacturing company wants a
$20-million asset-based revolving credit facility, the lender’s
attorney must determine whether the company’s receivables
and inventory are already pledged to another creditor.

The attorney may also review major customer contracts to
determine whether they contain anti-assignment provisions,
offset rights, payment direction restrictions or other terms
that could limit the lender’s ability to collect receivables after
a default. If inventory is located at third-party warehouses

or leased premises, the attorney may seek collateral access
agreements to help preserve the lender’s ability to reach and
sell that inventory. Resolving these questions before closing is
essential because perfection, priority, control and contractual
restrictions can significantly affect the lender’s recovery if the
borrower defaults.

Drafting and Negotiating Loan Documents

Commercial finance attorneys spend much of their time
preparing and negotiating transaction documents. Depending
on the deal, these documents may include loan and security
agreements, factoring agreements, guaranties, intercreditor
agreements, subordination agreements, UCC financing
statements, collateral access agreements and deposit account
control agreements.

While many transactions follow established market
standards, every deal is different. Attorneys must understand
both the legal and business objectives of their clients and draft
documents that appropriately allocate risk. Representing the
lender often means negotiating provisions related to borrowing
availability, collateral reporting, financial covenants, defaults,
remedies and enforcement rights. Strong drafting can prevent
disputes and provide greater certainty if problems arise later.

Closing the Transaction

As a deal approaches closing, the attorney becomes the
coordinator of numerous moving parts. They work with

the borrower, opposing counsel, lenders, field examiners,
appraisers and documentation specialists to ensure all
conditions have been satisfied. They review executed
documents, confirm lien filings, obtain necessary third-party
consents and prepare closing checklists.

Attention to detail is critical. A missed filing, an incomplete
lien perfection step or a required consent that is not obtained
could jeopardize the lender’s collateral position. For many
junior attorneys, closings provide an excellent opportunity to
learn project management skills while gaining exposure to a
variety of legal and business issues.

Managing the Relationship After Closing

A commercial finance attorney’s work does not end when funds
are advanced. Borrowers frequently request amendments,
waivers, increased credit lines, acquisitions or changes

to reporting requirements. Attorneys analyze how those
requests affect the lender’s rights and draft the necessary
documentation.

They also advise lenders on regulatory compliance,
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collateral issues and evolving business risks. In many ways,
they serve as long-term business counselors to financing
institutions, helping clients adjust documents and strategy as
the borrower’s business changes.

When Problems Arise

Not every financing relationship proceeds smoothly. Borrowers
may experience declining sales, covenant defaults, borrowing
base deficiencies, fraud, customer disputes, liquidity problems
or other warning signs that suggest the lender’s risk profile has
changed.

When these situations occur, commercial finance
attorneys often move beyond document drafting and become
strategic advisors to the lender. They help the client assess
the seriousness of the default, evaluate the strength of the
lender’s collateral position and consider practical options for
protecting the loan. That advice may include whether to reserve
rights, increase reporting obligations, reduce availability,
require additional collateral, negotiate a forbearance
agreement, or begin planning for an orderly exit from the
relationship.

In more distressed situations, the attorney may help the
lender develop an enforcement strategy. That can involve
analyzing remedies under the loan documents and the
UCC, coordinating with field examiners and appraisers,
communicating with other creditors, negotiating with
the borrower and guarantors, or preparing for a possible
bankruptcy filing. The attorney’s role is not simply to react
after a default occurs, but to help the lender make informed
business decisions at a moment when timing, leverage,
documentation and collateral value all matter.

The goal is often to maximize recovery while minimizing
disruption, expense and litigation risk. In that sense,
commercial finance attorneys serve as both legal counselors
and practical problem-solvers, helping lenders navigate
troubled credits while preserving optionality and protecting the
institution’s interests.

Why Students Should Consider This Practice Area
Commercial finance law offers an excellent career path for
students who enjoy transactional work and want to understand
how businesses operate. The practice combines contract
drafting, negotiation, secured transactions, corporate law,
bankruptcy concepts and financial analysis.

Students interested in this area can begin building a
foundation while still in law school. Courses such as Secured
Transactions are especially valuable because they introduce
the rules governing security interests, perfection, priority and
remedies—concepts that are central to asset-based lending
and factoring. Classes in Bankruptcy, Business Associations,
Commercial Law, Contracts and Negotiations can also provide
useful context for understanding how lenders evaluate risk and

document credit facilities.

Attorneys in this field are involved in transactions that
help companies grow, manage cash flow, acquire equipment,
finance inventory and weather economic challenges. They
work closely with bankers, credit professionals, accountants,
turnaround consultants and business executives, providing a
broad perspective on the commercial world.

For students seeking a practice area that is intellectually
challenging, commercially focused and deeply connected to the
business economy, commercial finance—particularly asset-
based lending and factoring—offers a rewarding and dynamic
career. It is a field where the legal concepts students encounter
in class quickly become practical tools used to structure deals,
solve problems and support businesses in the real economy.

This article was created with assistance from an Al tool. &

Michele Ocejo is director of communications for SFNet
and editor-in-chief of The Secured Lender.
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Financing the
Physical Backbone
of Artificial

Intelligence
BY RILEY THOMPSON

As artificial intelligence reshapes business, the real financing
story may be unfolding behind the scenes. This article looks
beyond Al software to the data centers, power systems, cooling
equipment and GPUs driving unprecedented capital demand—
and explains why that infrastructure boom is creating new
opportunities for commercial finance professionals.

Artificial intelligence may be grabbing headlines for its impact

on software, productivity, and business operations, but behind
every Al application sits a massive physical infrastructure buildout
that requires financing. Data centers, power systems, cooling
equipment, networking hardware, and increasingly expensive
graphics processing units (GPUs) are becoming critical assets

in the modern economy. According to recent data, combined
capital expenditures among the world’s nine largest cloud service
providers are projected to reach approximately $830 billion in
2026, representing nearly 79% year-over-year growth.

While much of the public conversation focuses on Al models
and applications, commercial finance professionals should be
paying equal attention to the infrastructure supporting them. The
scale of investment required to build, expand, and refresh these
environments is creating financing demand that extends well
beyond traditional technology lenders.

At the same time, many of the institutions that historically
financed technology infrastructure are becoming more selective.
That shift is creating new opportunities for non-bank lenders willing
to understand the collateral, structures, and operational realities
behind these transactions.

Why Banks Are Stepping Back

For years, banks played a significant role in equipment finance,
but regulatory and economic realities have altered the equation.
Evolving capital requirements have increased the amount capital
banks must hold against certain lending activities, making some
equipment transactions less attractive than they once were.
Despite periodic discussions about deregulation, many corporate
borrowers and lenders are making decisions based on the
regulatory environment that exists today, not the possibility of
future policy changes.

Just as important, many
banks evaluate profitability
based on the total value
of a client relationship
rather than the merits of
an individual transaction.
Equipment finance may be
profitable on its own, but
when compared against
higher-yield offerings such
as treasury management,
wealth management
services, commercial
deposits, or revolving credit
facilities, it often falls lower
on the priority list.

Mitsubishi HC Capital America

That does not mean
technology infrastructure
financing is becoming less attractive. In many cases, it means the
opposite. The deals still work economically, they just simply no
longer fit as easily within the capital allocation and relationship-
yield models many banks use today.

This dynamic is creating a meaningful opening for non-bank
lenders and private credit providers. Unlike banks, many non-
bank finance companies evaluate opportunities on a transaction-
by-transaction basis. Deals that no longer fit a bank’s internal
economics can still generate attractive risk-adjusted returns.

As Al infrastructure spending continues to accelerate, the pool
of opportunities available to these lenders is likely to expand
alongside it.

Financing for a Faster Technology Lifecycle

The growth of Al infrastructure is also influencing how transactions
are structured. Historically, many technology acquisitions were
financed through loans designed to support long-term ownership.
Increasingly, however, borrowers are gravitating toward fair market
value (FMV) lease structures.

The reason is that technology is evolving faster. Organizations
investing in Al infrastructure know that some of today’s hardware
may need to be upgraded or replaced well before the equipment
reaches the end of its physical life. Financing structures that
provide flexibility are becoming increasingly valuable.

Many companies are also becoming more deliberate about
how they manage equipment throughout its lifecycle. Rather than
supporting every conceivable contract structure, organizations are
often standardizing around financing approaches that make future
upgrades easier to manage. FMV leases can offer flexibility that
traditional ownership-focused structures often lack, particularly
when technology refreshes become necessary.

The trend reflects a broader shift in mindset. For many
borrowers, the financing discussion is becoming less about
ownership and more about maintaining access to the most
effective technology over time.
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Understanding the Collateral

One of the most important lessons for lenders entering this market
is that Al infrastructure should not be viewed as a single asset
class.

A data center may contain assets with dramatically different
useful lives, depreciation schedules, and residual value profiles.
The facility itself may retain value for decades. Power and cooling
systems often have useful lives measured in 10 to 15 years, while
GPUs and other high-performance computing equipment may have
economically relevant lives of only three to seven years before
technological advances diminish their value.

Yet some borrowers and even experienced executives continue
to approach these projects as though all assets should be financed
the same way. Doing so may simplify documentation, but it can
also create unnecessary risk.

A useful comparison is the distinction between a mortgage
and a home equity line of credit. Different assets require different
financing structures because they behave differently over time.
The same principle applies within Al infrastructure environments.
Matching financing terms to the expected life of the underlying
asset is critical to protecting both borrowers and lenders.

For commercial finance professionals, this means collateral
analysis becomes especially important. Understanding what is
being financed, how quickly it is likely to depreciate and what
replacement cycles may look like can significantly influence
transaction performance.

Where Deals Go Wrong

Despite strong demand, many of the challenges associated with Al
infrastructure financing have little to do with technology itself.

One common issue is speed. Founders and operators often
work under aggressive deployment timelines and intense
competitive pressure. In their rush to bring computing capacity
online, financing considerations can become secondary. Borrowers
may commit to delivery dates, customer contracts, or infrastructure
plans before capital arrangements are fully finalized.

Legal complexity creates another layer of friction. Landlord
waivers, for example, can be particularly difficult to obtain when
equipment is housed inside third-party data centers. Security
protocols, operational restrictions, and facility ownership
structures often make negotiations more complicated than those
associated with traditional equipment transactions.

Technology updates can also create challenges when they
are not anticipated upfront. Many financing agreements do not
automatically accommodate mid-term equipment replacements.

If borrowers expect hardware upgrades during the financing term,
those possibilities should be addressed during structuring rather
than after the need arises. Flexible lease structures, vendor
support, and clearly defined replacement provisions can help avoid
costly amendments later.

Valuation discipline may be the most important consideration of
all. Demand for Al-related equipment has created situations where

borrowers pay substantial premiums for hardware. For lenders,
that can quickly become a collateral problem. Recovery values
are based on what an asset can reasonably command in the
marketplace, not what someone happened to pay during a period
of heightened demand. In some cases, an overvalued asset may
present greater risk than an asset with little secondary market
value at all.

What Commercial Finance Should Be Watching
Commercial finance has historically evolved alongside

major economic transformations. Railroads, manufacturing,
telecommunications, and renewable energy all created new
asset classes that required specialized financing expertise. Al
infrastructure appears poised to follow a similar path.

The combination of growing demand, changing financing
structures, and reduced participation from some traditional
lenders is creating opportunities for commercial finance
professionals willing to develop expertise in the space. At the
same time, success will require a clear understanding of asset
lifecycles, collateral management, documentation requirements,
and valuation fundamentals.

The Al boom may be driven by software innovation, but its
foundation is physical infrastructure. Those facilities and assets
all require capital. For commercial finance professionals, that
reality presents a growing opportunity, not simply to participate in
the Al economy, but to help build the infrastructure that makes it
possible. a

Riley Thompson is VP and head of Direct Sales at
Mitsubishi HC Capital America, one of the nation’s largest
non-bank commercial equipment finance companies.

With nearly 30 years in equipment finance and more than
$2.5 billion in funded loans and leases over his career, he
oversees MHCA’s direct sales operation across the U.S.



and reserves are typically
framed as a limited set of
adjustments tied to known
risks such as dilution, taxes,
landlord liens, and third-party
claims. Many legal documents
provide for robust reporting
covenants, audit rights,
appraisals, and field exams to
validate the borrower’s self-
reported inputs.

BORROWING BASE INSIGHTS

In this edition of the
Lender’'s Edge, we
discuss the modern

Borrowing Base:
What the Documents Say
and What Actually Happens

BY TYLER MULLEN

Asset-based lending (“ABL”) has historically been considered a
systematic form of secured credit. In an ABL deal, a borrower’s
availability corresponds to collateral value, and the borrowing base
is the mechanism through which the parties determine availability
at any given time. Credit agreements present availability as a
simple formula: eligible accounts receivable and inventory (and

in some cases other collateral types) multiplied by applicable
advance rates, minus applicable reserves. The implication is that if
a borrower can calculate its borrowing base, it can predict liquidity.

If the story ended there,
borrowers could treat
availability as a predictable
function of their collateral.
In practice, however, ABL
relationships are rarely
governed by purely mechanical calculations, particularly in times of stress,

Blank Rome LLP

operational change, market upheaval, or collateral volatility.

What Happens in Practice: The Borrowing Base as a Real-Time Risk Tool

Modern ABL documents embed meaningful lender discretion into the
borrowing base framework, and that discretion increasingly drives
availability. Lenders (or, in syndicated deals, agents) are typically
authorized to implement reserves in their “Permitted Discretion” (i.e.,

a reasonable determination made from the perspective of a similarly
situated secured lender), adjust advance rates based on appraisal
outcomes, and even modify eligibility criteria in response to field exam
findings. Of course, agents and lenders are obliged to act in good faith—
changes impacting the borrowing base calculation must be based on
reasonable concerns impacting collateral value. However, these discretion-
based tools provide lenders and agents a practical avenue through which
to quickly respond to risk without a formal amendment.

In today’s market, that picture is incomplete. Many ABL facilities

still begin with the familiar formula, but day-to-day management of
availability often depends less on stated definitions and more on
what lenders learn in real time. “Permitted Discretion”, reserves, field
exams, appraisals, and operational overlays increasingly determine
the amount a borrower can actually borrow. The borrowing base

has evolved from a purely formulaic construct into a dynamic risk-
management tool, and the gap between what the legal documents say
and what happens in practice matters for everyone involved.

The most common tool for bridging the document-to-practice gap is
undoubtedly reserves, which can be implemented quickly and are often
drafted broadly. Even when the formula and definitions remain constant,

a reserve can effectively act as an override. Common reserves include
The “On-Paper” Borrowing Base: A Formula with Guardrails dilution reserves (when returns or rebates increase), landlord reserves

. . ) ) - when access agreements are unobtainable), and inventory reserves
Most ABL credit agreements describe a borrowing base in familiar ( g ) Y

terms. The borrower delivers periodic borrowing base certificates
showing:

(when operations are disrupted or liquidation profile changes).

From a borrower’s perspective, reserves can feel like a moving target.
From the lender’s perspective, reserves are a fair and practical risk-
control mechanism used to manage uncertainty without negotiating every
scenario the parties cannot foresee at closing.

1. Eligible Accounts Receivable, net of ineligibles (aging, disputes,
offsets, concentration limits, governmental receivables, foreign

receivables, etc.); N _ _ _
2. Eligible Inventory, typically conditioned on appraisal methodology In ‘a<.jd|t|on to |rr.1p.lemer.1t.|n‘g. resgrves, lenders also manage r.|s.k by
examining and verifying eligibility. Since borrowers self-report eligible

and sometimes sub-limited by category (raw materials, work-in- ) ) THE
- ) . assets, the resultant collateral value is only as reliable as the borrowers’

process, finished goods, in-transit, etc.); A i SECURED

reporting systems and processes. Field exams test whether those systems LENDER

3. Advance Rates applied to each asset class; and JUL/AUG. 2026

and processes produce trustworthy data—and field exam findings can
4. Reserves, deducted from the result to reach “availability.” sometimes be the moment when “eligible on paper” becomes “ineligible
in practice.”

On paper, this structure is meant to be objective and repeatable.

Definitions are drafted to create bright-line eligibility outcomes

Field exams can uncover inaccuracies in borrowing base reporting due
to factors like offsets being improperly tracked, inventory classifications
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being inconsistent and receivables aging misaligning with eligibility
requirements. A borrower may calculate a borrowing base believing
that it complies with the literal terms of the credit agreement, but a
field exam can lead to reduced availability based on a determination
that the inputs are inaccurate or fail to consider commonly overlooked
eligibility criteria.

While field exams focus on eligibility, appraisals focus on value
and are the starting point for determining advance rates. While legal
documents often specify appraisal frequency and methodologies (e.g.,
NOLV), appraisals do not always translate into borrowing capacity in a
purely mechanical way. Agents and lenders may apply overlays based
on factors an appraisal cannot fully capture in real time. Even where
the appraisal supports a stated inventory advance rate, lenders may
reduce effective availability through additional reserves or “temporary”
adjustments, particularly when there is a mismatch between appraisal
timing and current operational conditions.

Finally, as collateral pools become increasingly complex, more
assets fall into a twilight zone—technically eligible, but practically
discounted because the liquidation path is uncertain. Examples
include:

Licensed or branded inventory where trademark or distribution
agreements may restrict the ability to sell through alternate
channels, raising questions about liquidation value;

Foreign accounts receivable that are technically eligible but
operationally difficult to collect; and

Inventory located at third-party locations where missing access
agreements, commingling, or third-party claims create priority and
control risk.

In a progressively more connected and global marketplace, these are
no longer edge cases. They are increasingly common in ABL facilities

supporting modern business models, particularly those built on brand
licensing, multi-channel distribution, or cross-border operations.

Practical Takeaways: Drafting and Operating with Reality in Mind

Given the recognized gap between what the documents say and
factors driving availability in practice, what are the parties to do?

For Lenders and Agents

Treat reserves as core credit tools. If reserves are doing the heavy
lifting, the documents should describe them clearly, operationally,
and with workable reporting mechanics.

Align field exam cadence with collateral risk. Rapidly changing
collateral pools may justify more frequent exams and more
transparent consequences.

Communicate adjustments early and often. The fastest way to
erode a borrower’s trust is for availability to shrink for what appears
to be no reason or without an understandable path to restoration.
More than ever, ABL is a relationship requiring transparency and
give-and-take on both sides.

For Borrowers
Availability is not only math—it is trust. Strong systems, transparent
reporting, and rapid remediation of exam issues preserve liquidity
and help lenders help you.
Expect overlays in gray areas. If collateral includes licensed
inventory, high-return channels, foreign receivables, etc., plan for
reserves and reduced predictability.
Model liquidity with a cushion. Borrowers should forecast availability
under “stressed” reserve scenarios, not only under the best-case
formula.

For Counsel (and Deal Teams)
Draft with the operational playbook in mind. If the agent or lender
intends to manage risk through reserves, the agreement should
make the mechanics clear and workable.
Calibrate discretion. Overly broad discretion can create uncertainty
while overly narrow discretion can force unnecessary amendments.
The right balance depends on deal structure, collateral complexity,
and sponsor sophistication.
Stress-test the borrowing base definitions. At the documentation
phase, determine where issues may emerge (returns, rebates,
licensing constraints, cross-border collections, etc.) and build the
document around those realities.

Conclusion: From Formula to Framework
The borrowing base is still the defining feature of ABL deals, but it has
evolved from a formula that determines availability into a framework
within which availability is managed. That evolution is not inherently
negative; it reflects a market adapting to more complex collateral,
faster-moving risk, and the need to react quickly without constantly
renegotiating documents. The critical point is clarity and transparency.
An ABL deal is, in many ways, less about formula and more about
relationships and trust. Lenders, borrowers, and counsel should
recognize the gap between the legal scaffolding and operational reality,
and draft and operate accordingly.

We hope you enjoyed the column and are always interested in your
feedback. If you have any questions or comments, please let us know
at tyler.mullen@blankrome.com. And as always, whenever the structure
matters and the stakes are real, the Lender’s Edge is with Blank Rome. &

Tyler Mullen is a partner in Blank Rome’s Financial

Services, Restructuring and Bankruptcy Practice Group.
Tyler concentrates his practice on commercial finance and
restructuring matters, with a particular focus on asset-based
lending. Tyler represents a wide range of clients, including
banks, commercial finance companies, private credit lenders,
and other institutional lenders, as well as private and public
companies, in areas such as commercial lending, asset-
based financing, acquisition financing and other secured
transactions.
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