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ABL Primer for 
Students, Interns and 
Industry Newcomers
BY EILEEN KOWALSKI

This summer, I had the pleasure of 
teaching two cohorts of the inaugural 
Secured Finance Network 2026 Summer 
Intro to Asset-Based Lending (ABL) for 
College Interns. As a follow-up, this is 
a practical introduction to asset-based 
lending, collateral analysis, borrowing 
bases, fi eld examinations, and loan 
monitoring for interns, students and 
industry newcomers unable to attend, or 
as a reference for those that attended.
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T
his primer translates the core concepts from 
the introductory ABL training materials into a 
practical technical reference that explains how 
lenders evaluate collateral, structure credit 
facilities, monitor risk, and respond when 
borrower performance changes.

What Is Asset-Based Lending?

ABL is a form of financing in which the amount a borrower can 
access is tied primarily to the value and quality of specific 
assets. These assets usually include accounts receivable, 
inventory, machinery and equipment, cash, intellectual 
property, or insurance proceeds. In an ABL facility, the lender 
focuses on whether collateral can be converted into cash if the 
borrower defaults or becomes insolvent.

Unlike traditional cash-fl ow lending, which places greater 
emphasis on enterprise cash generation and fi nancial covenants, 
ABL relies on collateral monitoring and borrowing base 
availability. This makes ABL especially useful for businesses with 
working capital needs that fl uctuate with sales, inventory levels, 
receivable collections, seasonality, or growth.

ABL and factoring are alternatives to conventional financing 
and can improve liquidity by linking borrowing capacity to the 
borrower’s working capital assets. As eligible receivables and 
inventory increase, borrowing availability may also increase. As 
those assets decline, availability may contract. This structure 
encourages more disciplined working capital management and 
can provide flexibility during performance setbacks, growth 
initiatives, expansion plans, or capital structure changes.

ABL Primer for 
Students, Interns and 
Industry Newcomers
BY EILEEN KOWALSKI

Collateral Fundamentals

Collateral is an asset 
pledged by the borrower 
to support repayment of 
a loan. For ABL purposes, 
collateral is valuable only 
to the extent that the 
lender can monetize it in 
a default or insolvency 
scenario. The most 
common collateral 
categories include 
accounts receivable, 
inventory, fixed assets, 
cash, intellectual property 
and insurance proceeds.

Accounts Receivable as Collateral

Accounts receivable are often a primary ABL collateral class 
because they are expected to convert into cash in the near 
term. Advance rates commonly range from 70% to 90% of 
eligible receivables, although lower rates may be appropriate 
depending on risk. Lenders evaluate dilution, trends, customer 
concentration, diversification, overall customer credit quality 
and specialized receivable characteristics such as government, 
foreign, affiliates, or contra accounts.

Receivable testing and verification are important controls. 
Field examiners, using various AR sampling, may test whether 
receivables exist, are valid, are fully collectible, and whether 
disputes or discrepancies exist. Significant disputes, offsets, 
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 PNC Business Credit

Product Type Description Typical Collateral or Use

Revolving Line of Credit A credit facility that allows repeated 
borrowing and repayment, with availability 
tied to eligible collateral.

Accounts receivable, inventory, and other 
tangible assets.

Factoring A fi nancing arrangement involving the 
purchase and sale of receivables.

Accounts receivable.

Purchase Order Finance A specialized and higher-risk product 
that supports specifi c purchase orders or 
customer demand.

Often works with factoring or a revolving line 
of credit.

Other ABL Structures Specialty collateral or revenue-based 
approaches.

Merchant cash advance, intellectual 
property, or recurring revenue.

Common ABL Products

Collateral Type Potentially Eligible Examples Common Ineligible Examples

Accounts Receivable Commercial receivables that are valid, 
collectible, and not subject to offset.

Past due, cross-aged, concentrated, contra, 
foreign, affi liate, progress-billed, or unbilled 
receivables.

Inventory Finished goods and raw materials that can 
be identifi ed, valued, and sold.

Work in process, packaging, slow-moving, 
excessive, obsolete, sample, consigned, or 
offsite inventory.

Fixed Assets Machinery and equipment with reliable value 
and marketability.

Obsolete, non-functional, non-revenue-
generating, or high-risk assets.

Eligible and Ineligible Collateral
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outstanding borrowings, letters of credit and other credit 
extensions. See a simple example on next page.

Field Examinations

A field examination (see page 54 for a primer on field exams) 
is a review of a borrower’s assets, liabilities, facilities, books, 
records and collateral reporting. Field exams help lenders 
independently validate what the borrower represents and 
warrants. They reduce the risk of misrepresentation, identify 
reporting errors and support ongoing portfolio monitoring.

The scope of a field exam depends on the proposed or 
existing credit facility and/or the existing collateral using 
a clearly defined review period. A survey exam focuses on 
underwriting a prospective facility, while a recurring exam 
confirms whether the borrower’s financial or collateral 
condition has changed since the survey or prior review.

Loan Structure and Documentation

A sound loan structure should define the purpose of the 
facility, source of repayment, adequate amount, appropriate 
term, appropriate pricing and framework for monitoring. 
From the lender’s perspective, the goal is to be repaid in full 
while establishing a framework under which the borrower 
can continue seamlessly operating. From the borrower’s 
perspective, the goal is to maintain access to liquidity with 
minimal interference in normal business operations.

Typical ABL Documents

	 Loan and Security Agreement: Governs the lending 
relationship, grants the lender a security interest in 
collateral and defines financing terms.

	 Promissory Note: Evidences the borrower’s debt obligation.

or unresolved discrepancies should generally be treated as 
ineligible until resolved.

Inventory as Collateral

Inventory is typically more difficult to convert into cash than 
accounts receivable because goods must often be finished, 
sold, and collected before cash is realized. As a result, 
inventory advance rates are usually lower than receivable 
advance rates and may range from 20% to 75% of net orderly 
liquidation value. Lenders consider the potential value of 
raw materials, work in process, finished goods and in-transit 
inventory, plus whether the borrower maintains a reliable 
perpetual inventory system. Common ineligibles include 
packaging, consigned goods, offsite inventory, perishables and 
certain specialized products.

Appraisals are often used to validate inventory and 
equipment values. Common valuation bases include forced 
liquidation value and net orderly liquidation value. Appraisals 
may discuss value characteristics, current market conditions, 
seasonality, liquidation time frames and asset-specific 
considerations.

Borrowing Base Mechanics

The borrowing base is a document prepared periodically by 
the borrower using the collateral formula to determine how 
much the borrower may draw under a revolving facility at a 
specified reporting period. It generally applies advance rates 
to eligible collateral and may include reserves, blocks, caps, 
or other limitations. Availability is typically calculated as the 
lesser of the borrowing base or the loan commitment, minus 
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Term Meaning

Advance Rate The maximum percentage a lender will lend against a collateral category.

Availability The amount of additional borrowing permitted under a revolver at a point in time.

Borrowing Base The document that details the collateral formula that limits how much the borrower can draw.

Cash Dominion A control arrangement in which collections are directed to a lender-controlled lockbox or account.

Concentration Limit The maximum percentage of receivables that may come from one customer or category.

Dilution The difference between the gross amount of invoices and the cash actually collected for such invoices, usually 
discussed as a percentage of sales.

Eligible Collateral Collateral that meets the loan agreement criteria for inclusion in the borrowing base.

Excess Availability Additional funds available to the borrower after considering borrowing base limits and outstanding debt, 
reserves, and blocks.

Field Exam A review of borrower records, collateral, systems, and reporting used to validate lending support.

Ineligible Collateral Collateral that remains pledged but does not qualify for borrowing base inclusion.

Net Orderly  
     Liquidation Value

The estimated value realized if assets are liquidated in an orderly manner over a reasonable period.

Over-Advance The portion of a revolving credit facility that exceeds calculated borrowing base availability.

Working Capital Current assets minus current liabilities, used as a measure of short-term liquidity.

Intern Quick Reference Glossary
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XYZ 
Company 
LLC           

BBC 
#05312026   

BBC Date 5/31/2026        

Accounts Receivable as of the last exam: 4/30/2026  
           
1,250,000    

Sales for the period since the last exam: 4/30/2026 5/31/2026 
           
1,000,250    

Credit Memos for the period since the last 
exam: 4/30/2026 5/31/2026 

              
(50,000)   

Cash Receipts for the period since the last 
exam: 4/30/2026 5/31/2026 

            
(900,050)   

Credits/Debits for the period since the last 
exam: 4/30/2026 5/31/2026 

                          
-      

Accounts Receivable pledged as of this exam:  5/31/2026 
           
1,300,200    

          
Ineligible Accounts Receivable as 
of:  Various 5/31/2026 

              
257,000    

Eligible Accounts Receivable:    
           
1,043,200    

  Advance Rate:     85%   
Eligible Accounts Receivable after the Advance 
Rate:    

      
886,720  

          

Inventory as of the last exam:  4/30/2026  
              
800,000    

Delta for the period since the last exam: 4/30/2026 5/31/2026 
              
550,000    

Inventory pledged as of this exam:   5/31/2026 
           
1,350,000    

          

Ineligible Inventory as of:   WIP 5/31/2026 
              
500,000    

Eligible 
Inventory:      

              
850,000    

  Advance Rate:     50%   

Eligible Inventory  after the Advance Rate:    
      
425,000  

          

Combined Collateral at:    5/31/2026  
   
1,311,720  

Total Commitment     
           
1,000,000  

   
1,000,000  

Loan Outstanding:    5/31/2026  
      
805,660  

          

Excess Availability:     5/31/2026  
      
194,340  

          
Joseph Smith, CFO  6/20/2026     

CFO, Controller, Treasurer   Date         



48
THE  
SECURED 
LENDER 
JUL/AUG. 2026

Key Takeaways 
1
2

3
4
5
6

ABL availability is driven by collateral value, eligibility and 
advance rates.

Accounts receivable usually convert to cash faster than 
inventory, which is why receivable advance rates are often 
higher.

Not all pledged collateral is eligible collateral; exclusions 
protect the lender from weak or uncertain recovery sourc-
es.

Field examinations validate collateral quality, borrower 
reporting and operational risk.

Loan documents, covenants, and monitoring reports create 
a control framework for the lending relationship.

Problem loan management requires early identification, 
careful documentation, and coordination among credit, 
portfolio management, legal, and valuation professionals.

AVP & senior field examiner after serving as a field 
examiner for a predecessor bank of M&T Bank and 
an AVP & senior field examiner with LaSalle Bank. In 
addition to managing the nationwide staff, Eileen’s 
responsibilities include, but are not limited to, field 
exam quality control, integration of AI into the exam 
process, and FE new hire recruiting/training activities. 
Eileen is a member of the SFNet Education Committee 
and the SFNet Foundation Board as the Education 
liaison.

	 Guaranty: Provides an additional repayment obligation from 
a guarantor if the borrower defaults.

	 Intercreditor Agreement: Allocates rights among lenders 
with interests in the borrower’s collateral.

	 Landlord or Bailee Waiver: Helps preserve lender access to 
collateral located with a landlord or bailee.

	 Insurance Documents: Evidence lender loss payee status or 
other insurance protections.

	 Deposit Account Control Agreement (DACA): Provides lender 
control rights over deposit accounts, often connected to 
cash dominion.

Covenants and Monitoring

Covenants are contractual requirements that help the lender 
monitor risk and establish expectations for borrower conduct. 
Affirmative covenants require the borrower to take or perform 
certain actions. Negative covenants restrict specific actions. 
Financial covenants measure performance through tests such 
as debt-to-equity ratio, interest coverage, cash flow, EBITDA, or 
operating expense levels.

Key monitoring metrics include liquidity, excess availability, 
borrowing base trends, days sales outstanding (DSO), days 
inventory outstanding (DIO), days payable outstanding (DPO), 
dilution, concentration, collateral reporting accuracy and 
compliance certificate results.

Problem Loans, Defaults, and Remedies

A default occurs when the borrower violates a provision 
of the financing agreement. When problem loans arise, 
lenders identify available solutions, evaluate advantages 
and disadvantages, and coordinate with credit, portfolio 
management, legal counsel, appraisers and other specialists 
as needed. The objective is to be proactive rather than 
reactive.

Important concepts include preserving lender rights, 
understanding available remedies, obtaining legal input on 
perfection and priority, considering third-party rights, and 
recognizing when a workout can be negotiated versus when 
bankruptcy-related strategies may be necessary.

This article is for general information purposes only and 
is not intended to provide legal, tax, accounting or financial 
advice.   

This article was written with the assistance of an AI 
tool.  

Eileen Kowalski is SVP and national recurring field 
exam manager at PNC Business Credit. She is a 35-plus 
year veteran of commercial finance and asset-based 
lending. Eileen is integral to PNCBC’s Field Exam 
training program. She joined PNCBC in 2004 as an 
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