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Although we are all still adapting to our new world, in which at least 
for now, just about every interaction is done virtually, there are some 
constants upon which we can rely. The SFNet Annual Convention is one 
of them.

For 76 years, secured finance executives have attended the Annual 
Convention, the largest meeting of its kind, to stay informed about 
industry trends, catch up with their peers and make new connections. 
This year our essential gathering continues uninterrupted. 

True, due to COVID-19, we have reformatted the event to be live 
online, but the convention will be just as rewarding and informative 
(if not more so!) as the traditional event. Thanks to an investment in 
technology and the hard work and creativity of our Annual Convention 
Planning Committee, we are confident the live online Convention will 
open up exciting new possibilities that can far exceed your expectations.  
This year’s Convention theme, This Way Forward, illustrates SFNet’s 
and our members’ commitment to leading the industry through this 
unprecedented time. In this virtual format we are able to present more 
panels than ever before (over 30), truly offering something for everyone, 
including Workout & Bankruptcies: What’s the New Normal?, The 
Workplace of Today and Beyond, The Evolving World of Retail Lending, 
Capital Markets – How are they Functioning and Changing?, Diversity – 
A Strategic Imperative And so much more.  For a detailed list, be sure to 
visit www.sfnet.com. 

The new platform, SFNet Connect, has already been utilized by over 
500 SFNet community members during the SFNet Women in Secured 
Finance Conference, SFNet YoPro Leadership Summit and the Cross-
Border Summit. These live online events registered net promoter scores 
of over 50, which is considered “world class.” 

There are numerous benefits to virtual conferences, including:  

n Higher profile speakers (not constrained by travel plans)

n More diverse attendance, which enhances networking 
(companies can send colleagues from different disciplines and 
career levels within their organizations who may not have been 
able to participate before)

n Richer, broader and 
more highly interactive 
content (not restrained 
by the hours in a day 
or available space, that 
may be consumed in 
live group formats or at 
your leisure)

n Greater exhibitor and 
sponsor accessibility 
(leveraging multi-
media, data capture 
and novel formats)

n Unique opportunities 
to network (artificial 
intelligence matching and 
enhanced one-on-one 
and small group video 
may actually make it easier to target specific individuals and 
connect than at live events)

n Surprises to entertain, engage and inform you in new and 
compelling ways

If your organization has not yet registered, please reach out to our 
business development director, James Kravitz, at jkravitz@sfnet.com,  
for details.

The virtual Convention may be our most significant shift, but 
the SFNet team has been making quick, yet thoughtful, decisions 
in response to the pandemic since March in order to ensure the 
Association could fulfill its mission of putting capital to work by bringing 
together and representing the resources that fuel our economies. Read 
more about the actions we have taken on page 24 in SFNet Responds to 
the Industry’s Needs Amid Pandemic by Michele Ocejo.  

Through this tumultuous year, I was honored to be working closely 
with SFNet’s 2020 president, John DePledge.  On page 28, John 
discusses his tenure as SFNet president and COVID’s impact on his 
original plans. 

The secured finance ecosystem includes a diverse list of players, 
including private equity firms. On page 16 is this issue’s featured article: 
Private Equity and Its Response to COVID-19. PE executives discuss how 
the pandemic and its economic fallout are affecting PE and other types 
of alternative financing and what they foresee for the short term. 

Another example of the industry’s diversity is a case study by SG 
Credit Partners detailing a complex deal completed during the pandemic. 
Turn to page 20 for Anatomy of a Deal: Special Situations, Split-Lien 
Term Loan with a Bank ABL.

Fraud is always top of mind for secured finance professionals and the 
current environment has only exacerbated those concerns. On page 38, 
Howard Brod Brownstein and Sue Bury discuss  the many ways lenders 
can protect their business, including background checks.

I hope to connect with many of you during SFNet’s 76th 
Annual Convention. Until then, stay well and let’s continue 
leading the way forward. 

TOUCHING 
BASE

THIS WAY FORWARD

Live Online  
SFNet Annual 
Convention  
Offers Vital  
Information and 
Networking 

 RICHARD D. GUMBRECHT
 SFNet Chief Executive Officer
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credit administration function. Each loan 

officer must know his or her borrowers 
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Lending Against  
Government Receivables
Lending against accounts receivable 

arising from federal government contracts 
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TURNAROUND TRENDS

How to Stay Afloat Amid 
the Wave of COVID-19 
Bankruptcies
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2013 by CEO Adam Pritzker, who 
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venture financing for the 21st century 

by providing rapid financing, business 

insights, and an unrivaled network to 

grow consumer brands. 35
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The Secured Finance Network is the trade group 
for the asset-based lending arms of domestic 
and foreign commercial banks, small and large 
independent finance companies, floor plan 
financing organizations, factoring organizations 
and financing subsidiaries of major industrial 
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The objectives of the Association are to provide, 
through discussion and publication, a forum for the 
consideration of inter- and intra-industry ideas and 
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The opinions and views expressed by The Secured 
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Bank of America Names Ted Janicki 

Buffalo Market President

Ted Janicki succeeds market president 
Kevin Murphy, who recently retired 
after more than 30 years with Bank of 
America. As market president, Janicki 
will be responsible for connecting the 
banking and investment resources 
offered through its eight lines of 
business to companies, families and 
individuals across Erie and Niagara 
counties.

Bank Leumi USA Names Jerry 
Lumpkins Chicago Commercial Real 
Estate Lead

In this role, Jerry Lumpkins will focus 
on commercial investment real estate 
transactions, including multifamily, 
retail, office, and industrial properties 
throughout the Midwest. Lumpkins 
brings two decades of experience in 
commercial and real estate banking 
with 15 years’ expertise in the Chicago 
commercial banking market. 

BHI Appoints Jeff Lubatkin Chief Credit Officer

Jeff Lubatkin will oversee the bank’s credit 
and credit analysis departments. Lubatkin 
has more than 25 years of commercial and 
corporate banking, credit risk management, 
and relationship management experience.

Celtic Capital Corporation Expanded its 
Client Development Staff

Celtic Capital Corporation has expanded its 
client development staff with the addition of 
Bryan Hatfield and Jonathan Bloom, both 
senior vice presidents. 

Commercial Funding Inc. Enters the Asset- 
Based Lending Market

Commercial Funding Inc., a national provider 
of invoice factoring and accounts receivable 
financing, has added asset-based loans 
to its funding solutions. Designed to meet 
the needs of small to mid-market sized 
businesses operating in the business-to-
business space, Commercial Funding’s 
asset-based loans will typically range from 
$500,000 to $2,500,000.

Context Business Lending Announces 
New Co-Chief Credit Officers and Risk 
Management Executive Talent 

Context Business Lending announced 
that Josh Beauvais joined the 
management team and Stephen Butler 
was promoted. Both serve as co-chief 
credit officers. Beauvais, based out of 
Detroit, MI, comes to CBL with a long 
history at Crestmark Bank. Butler has 
spent the previous three years with CBL 
and has decades of experience in ABL 
and will be based out of CBL’s home 
office outside of Philadelphia, PA.

Carrie Brown was an underwriter based 
in Detroit, MI and L. Baldwin Barkerding, 
based in New Orleans, LA, joined as 
portfolio manager. 

    

Fifth Third Business Capital Announces 
Retirement of Michael D. Sharkey, 
President 

When Mike began his career as a field 
examiner at GE Capital, he launched into 
a 40-year ride as a leading executive 
in the asset-based lending industry. 
Mike established and managed various 
successful ABL businesses, including 
StanChart Business Credit, LaSalle 
Business Credit, Cole Taylor Business 
Capital and MB Business Capital, often with 
many of the same people at his side

FSW Funding Promotes Ashton Bennett to 
Operations Manager

Ashton Bennett will oversee the 
management of the factoring and asset-
based lending portfolio. Bennett graduated 
from Grand Canyon University in 2019 
where she focused her studies on finance 
and economics.

Gerber Finance Announces the Hiring of 
Three New Full-time Employees

Graham Nelson joins the California office as 
a collateral analyst with previous experience 
in the banking, payments, and healthcare 
industries. 

Hailey Williams started at Gerber in 
May as an operations Intern and was quickly 
brought on full-time as a collateral analyst for 
the New York office. 

DEPARTMENT
INDUSTRY

MOVES

DEPARTMENT
NETWORK  

NOTES

Utica Leaseco has funded over $400 million in leases and loans to help 
high-risk companies better manage cash flow and preserve capital.  
Our creative funding approach gets challenging deals done, fast. Clients  
benefit with lease and loan solutions such as:
• Capital leases and sale/leaseback transactions
• Secured loans
• Debtor-in-possession financing
 Contact us today!
 248-710-2134 | info@uticaleaseco.com | www.uticaleaseco.com

Finance with collateral, not credit.

Let Utica Leaseco

your clients for success.
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Kelly South came on board as a 
marketing intern in January and, after 
assisting with the Gerber Finance Foundation, 
social media efforts, and marketing 
campaigns she has officially been hired as 
marketing & communications coordinator. 

Marco Capital, Inc. Grows its Business 
Development Team

Marco Capital Inc., a Miami, Florida-
based trade receivables factoring finance 
specialist announced that Barry Kastner 
has joined as executive vice president and 
senior managing director. 

Seven Moritt Hock & Hamroff LLP 
Attorneys Named Best Lawyers in 
America© & Best Lawyers in America© 
Ones to Watch 2021

The law firm of Moritt Hock & Hamroff 
LLP, with offices on Long Island and in 
Manhattan, is pleased to announce 
that the following attorneys have been 
selected for inclusion in the 2021 
Editions of Best Lawyers® and Best 
Lawyers®: Ones To Watch.

Best Lawyers®

n David H. Cohen - Real Estate Law

n Andrew B. Eckstein - Bankruptcy 
and Creditor Debtor Rights / 
Insolvency and Reorganization 
Law

n Robert M. Finkel - Litigation and 
Controversy - Tax and Tax Law

n Benjamin Geizhals - Health Care 
Law

n Henry L. Goldberg - Construction 
Law

Best Lawyers®: Ones to Watch

n Lauren Bernstein - Bankruptcy 
and Creditor Debtor Rights / 
Insolvency and Reorganization 
Law and Commercial Litigation

n Matthew S. De La Torre - Bankruptcy 
and Creditor Debtor Rights / 
Insolvency and Reorganization Law 
and Commercial Litigation

Barb Godin Retiring from Regions Bank 
After 45-year Career in Financial Services

Regions Bank announced that Barb 

Godin, deputy chief risk officer and chief 
credit officer, will retire from Regions at 
the end of 2020. 

Rosenthal & Rosenthal’s Heather Fidura 
Heads to Florida, Expanding Business 
Development Capabilities in the Southeast

Heather Fidura will be relocating to Florida, 
adding to the Southeast’s already robust 
team of financial services professionals. 
After nearly 10 years with Rosenthal’s New 
York office, Fidura will now be based in 
Tampa, FL and will continue her role as a 
business development officer, sourcing new 
business for the firm across all products: 
asset-based lending, factoring and 
purchase order financing. 

TD Bank Names Jo Jagadish Head of 
Commercial Operating Products and 
Payment Innovation

In this role Jyotsana “Jo” Jagadish will 
focus on developing and executing a 
strategy that positions TD as a partner 
of choice for commercial fintechs by 

One must comprehend 
the whole picture before 
arriving at conclusions. 

Tiger’s ABL appraisers are 
never satisfi ed taking just 

one look at a problem. 
They take a second, 

third, and fourth - until 
they see the true picture. 

• Boots-on-the-ground
due diligence

• Proprietary NOLV database 

• $2b/year liquidation expertise

Take a closer look. 

ASSET INTELLIGENT
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engaging in market intelligence, developing 
potential partnerships and managing 
fi ntech relationships. In this role, Jagadish 
will also lead a team focused on mature 
commercial operating products and revenue 
management.

David Lynn Joins White Oak Healthcare 
Finance as President and Chief 
Investment Offi cer of White Oak 
Healthcare MOB REIT

White Oak Healthcare Finance announced 
the appointment of David Lynn to president 
and chief investment offi cer of White Oak 
Healthcare MOB REIT, covering the nation. 

In Memoriam: Stephen P. Johnson

J D Factors announces, with great sadness, 
the loss of its president and founder, 
Stephen P. Johnson, who died Thursday, 
September 3, 2020, after a long battle with 
prostate cancer.

It is a true rarity to work with someone 
who is both simultaneously shrewd and 
kindhearted in his business dealings and life.  

Steve was unfaltering in both of these things.

Steve worked in banking and commercial 
fi nance for his entire 45+ year career.  He 
founded J D Factors in the United States 
and Canada in 2000.  As President, Steve 
was the driving force behind the company’s 
growth and success.

After graduating from the University 
of Redlands in 1975, with a B.S. in 
Mathematics, Steve began his career in 
banking.  Later, he joined his father-in law, 
John Danis’s factoring fi rm, Riviera Finance, 
where he proved to be instrumental to its 
success.

It was important to Steve to attend the 
Commercial Finance Association (now 
Secured Finance Network) conventions, 
not missing one since 1998!  He held 
various executive positions with SFNet 
including serving on the Board of Directors 
(2000-2019), Education Committee 
Chairman (2010-2011), member of the 
Executive and Nominating Committees 
(2010-2015) and instructing Factoring 
Fundamentals.  He was also on the Board 

of Directors of the American Factoring 
Association from 2016-19.

Steve was also active with the 
International Factoring Association, attending 
every IFA Conference beginning in 2005, as 
well as the IFA President and Senior Executive 
Meetings since their inception in 2008.  He 
was the co-moderator in 2016-17.

Never missing an opportunity to give 
back, Steve welcomed service opportunities 
throughout his life.  He volunteered as a Boy 
Scout Scoutmaster for many years, moving 
on to managerial positions in the District and 
Council.  He earned numerous awards and 
honors for his contributions.

When the Board of Trustees at Claremont 
School of Theology asked him to join their 
advising team, he accepted with gratitude.  
Steve served on the Finance and Budget 
Committees, chairing the Investment 
Committee, and acting as Treasurer for the 
Executive Committee.

Growing up as the son of a United 
Methodist minister, Steve learned to give 
freely to those in need.  He gladly shared his 
knowledge by serving on the Supervisory 
Committee at the United Methodist Federal 
Credit Union.  At Rolling Hills United Methodist 
Church, he donated his time as the Chair of 
the Pastor Parish Relations Committee for 
20 years.

Steve is survived by his wife, Jan, married 
for 44 years, his son Matthew Johnson, wife 
Kathleen, daughter Melinda Foote, husband 
Rob, and four grandchildren.

Steve shared his effervescence for life 
with family and friends.  He took as many 
opportunities as possible to travel, soaking 
in the culture and history of every place he 
went.  And any day could be made better with 
a proper martini. 

Gifts in memory of Steve can be made to 
the Claremont School of Theology’s Marvin 
& May Johnson Endowed Scholarship Fund, 
through Claremont’s website or by mail at:

CST Offi ce of Advancement

1325 N. College Ave.

Claremont, CA 91711

The Johnson family will receive an 
acknowledgment of memorial donors.
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Mark Stebbins, Director
Freed Maxick CPAs

Paul Ciminelli, President & CEO
Ciminelli Real Estate Corporation

TRANSACTION CONFIRMED.
CONFIDENCE SECURED.

Michael A. Boeheim, CIA, CFE
Director, Practice Leader
ABL Services

David L. Mancuso, CPA
Director, Practice Leader 

Transaction Advisory Services

ASSET BASED LENDING

Pre-loan surveys &
rotational inspections

Fraud investigations
Portfolio reviews

TRANSACTION 
ADVISORY SERVICES

Due diligence
Quality of earnings
Structuring

Industry experience, proactive scheduling and rapid deployment 
that top lenders and private equity groups demand.

Remote field exams & due diligence available.      716.847.2651 or  FREEDMAXICK.COM
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INDUSTRY

DEALS

Lender/Participant Lender 
Type

Amount Borrower Industry Structure Service 
Provider 
(Type)

Access Capital Non-bank S1.15 Million Scribe-X LLC, Portland, OR, a provider 
of medical scribe services to the 
healthcare industry

Healthcare $850,000 
revolver and a 
$300,000 term 
loan 

Amerisource Business 
Capital 

Non-bank $4.5 Million Real estate firm, Texas Real Estate Credit facility

Amerisource Business 
Capital 

Non-bank $6.5 Million Chemical and additive manufacturer, 
Texas

Manufacturing Credit facility

Amerisource Business 
Capital 

Non-bank $1 Million Eye care product distributor, New York Eyecare Revolving credit 
facility 

Amerisource Business 
Capital 

Non-bank $5.5 Million Metal stamping firm, Ohio Metals Credit facility 

Apollo Global 
Management Inc. (APO)

Non-bank $1,000 
Million

Grupo Aeroméxico, S.A.B. de C.V. Airline Senior secured 
superpriority 
multi-tranche 
debtor in 
possession term 
loan facility. 
The DIP Facility 
consists of (i) a 
senior secured 
Tranche 1 facility 
of US$200 
million, and (ii) 
a senior secured 
Tranche 2 facility 
of $800 million. 

Bank of America, N.A. Bank $93 Million Key Tronic Corporation (Nasdaq: 
KTCC), a provider of electronic 
manufacturing services 

EMS Services Five-year asset-
based senior 
secured revolving 
credit facility 

BNP Paribas Bank $100 Million Empresas CMPC S.A. (“CMPC” or the 
“Company”), a Chilean pulp and paper 
company

Paper 
production

Syndicated 
revolving credit 
facility

BNP Paribas, ING Capital 
LLC, Mizuho Bank, Ltd., 
Natixis, New York Branch 
and Société Générale 

Banks $325 Million Horizonte Minerals Plc, a nickel 
development company focused in 
Brazil

Minerals Senior debt 
facility 

BOKF, NA Bank $180 Million Unit Corporation, Tulsa, OK Petroleum Consisting of 
a $140 million 
reserve-based 
lending revolving 
loan and $40 
million term loan

Bridge Bank Bank N/A Deep Lens, a Columbus, Ohio-based 
software company 

Software Venture term loan

CapX Partner Non-bank $6 Million Well-established manufacturing 
company for a critical upgrade to its 
plant in the Northeast U.S. 

Manufacturing True lease 
transaction 
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DEPARTMENT
INDUSTRY

DEALS

Lender/Participant Lender 
Type

Amount Borrower Industry Structure Service 
Provider 
(Type)

CapX Partners Non-bank $27 Million Rapidly growing, Midwest-based client N/A Equipment lease 
facility 

CIBC Innovation Banking Bank $5.5 Million Health Fidelity, Inc., a healthcare 
technology market leader, San Mateo, 
CA

Healthcare Debt financing 

CIBC Innovation Banking Bank $25 Million Vena Solutions Inc., a provider of 
cloud-based financial planning and 
analysis software, Toronto

Software Growth capital 
financing 

CIT Group Inc. Bank $25 Million Supporting Seavest Healthcare 
Properties' acquisition of the MLK 
Community Hospital Medical Office 
Building in South Los Angeles.

Real Estate Loan

CIT Group Inc. Bank $185 Million 66-megawatt portfolio of community 
solar projects

Solar energy Financing  
arranged 
on behalf of 
Clearway Energy 
Group, one 
of the largest 
developers and 
operators of clean 
energy generation 
facilities in the 
U.S. 

CIT Group Inc. Bank N/A von Drehle Corporation, a leading 
maker of high quality paper towel, 
tissue and dispensing products, 
Hickory, NC

Paper 
production

Senior secured 
credit facility 

CIT Group Inc. Bank $162 Million East Blackland Solar Project in Travis 
County, Texas

Solar energy Financing 
was arranged 
on behalf of 
Recurrent Energy 
LLC, a wholly 
owned subsidiary 
of Canadian 
Solar Inc. that 
functions as 
Canadian Solar’s 
U.S. project 
development 
arm. CIT Group's 
Power and Energy 
unit served 
as sole lead 
arranger.

Citizens Bank Bank $19 Million 2601 Poplar OZ, LLC, for the 
acquisition and construction of a new 
mixed used project at 2601 Poplar St. 
in Philadelphia 

Real Estate Loan
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Lender/Participant Lender 
Type

Amount Borrower Industry Structure Service 
Provider 
(Type)

Citizens Bank Bank $8.5 Million Equinox Glenwood, LLC, for the 
acquisition and construction of a new 
mixed used project at 3029-31 W. 
Glenwood Ave. in Philadelphia 

Real Estate Construction loan 

Commercial Finance 
Partners 

Non-bank $2 Million National prescription drug supplier, 
Michigan

Healthcare Asset-based loan 

Crestmark's Asset-Based 
Lending Division

Non-bank $500,000 Seller of glass and stone products, 
Michigan 

Glass Ledgered line of 
credit facility 

Crestmark's Asset-Based 
Lending Division

Non-bank $2.25 Million Nationwide food & produce 
transportation company, California

Transportation Accounts receivable 
purchase facility 

Crestmark's Asset-Based 
Lending Division

Non-bank $3.6 Million HVAC duct manufacturer, Michigan Manufacturing Ledgered line of 
credit facility 

Crestmark’s Asset-Based 
Lending Division

Non-bank $350,000 Regional transportation company, 
California

Transportation Accounts receivable 
purchase facility 

Crestmark’s Asset-Based 
Lending Division

Non-bank $250,000 Locomotive and locomotive services 
supplier, Illinois 

Transportation Ledgered line of 
credit facility 

Experity Ventures Non-bank $100 Million ProMed Capital, a newly acquired 
portfolio company of Experity

Financial 
Services

Structured credit 
facility

Gateway Trade Funding Non-bank $2.5 Million PPE gowns selling to a large US 
municipality

PPE Purchase order 
facilities

Gateway Trade Funding Non-bank $1 Million Importer of PPE products selling to US 
states, municipalities and the federal 
government

PPE Purchase order 
facilities

Gateway Trade Funding Non-bank $3 Million Importer of PPE masks and hand 
sanitizer products selling to large US 
retailers and drug store chains

PPE Purchase order 
facilities

Gibraltar Business Capital Non-bank $4 Million Ditto Sales, a manufacturer’s 
representative for furniture hardware 
and finishing supplies

Furniture Asset-based loan Concord 
Financial 
Advisors, 
LLC 
introduced 
Ditto to 
Gibraltar 
Business 
Capital.

HSBC, Commerzbank, DZ 
Bank, Rabobank, NRW 
Bank and Sparkasse 
Düsseldorf 

Non-bank €80 Million Oryx Stainless Group Steel Credit facility. 
HSBC acted as 
sole bookrunner, 
supported by 
Commerzbank, DZ 
Bank and Rabobank 
as Mandated Lead 
Arrangers. NRW 
Bank and Sparkasse 
Düsseldorf acted as 
Lead Arrangers.
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J D Factors Non-bank $200,000 Transportation company, 
Texas

Transportation Factoring 
facility

J D Factors Non-bank $250,000 Transportation company, 
Alberta

Transportation Factoring 
facility

J D Factors Non-bank $150,000 Staffing company, 
Ontario

Staffing Factoring 
facility

J D Factors Non-bank $150,000 Transportation company, 
Alberta

Transportation Factoring 
facility

J D Factors Non-bank $75,000 Transportation company, 
Ontario

Transportation Factoring 
facility

JPMorgan Chase Bank, N.A Bank $675 Million Noble Corporation plc, a 
leading offshore drilling 
contractor for the oil and 
gas industry

Gas Secured 
revolving 
credit facility 

Skadden, Arps, Slate, 
Meagher & Flom LLP is 
serving as legal counsel to 
Noble, Evercore is serving 
as the Company’s financial 
advisor, and AlixPartners 
LLP is serving as operational 
advisor.  Porter Hedges LLP is 
serving as local legal counsel 
and EPIQ Restructuring 
Services LLC is serving 
as administrative agent. 
Kramer Levin Naftalis & 
Frankel LLP and Akin Gump 
LLP are serving as co-legal 
counsel and Ducera Partners 
LLC is serving as financial 
advisor to an ad hoc group 
of the Company’s priority 
guaranteed noteholders. 
Milbank LLP is serving as 
legal counsel and Houlihan 
Lokey Capital, Inc. is serving 
as financial advisor to an ad 
hoc group of the Company’s 
senior noteholders. Simpson 
Thacher & Bartlett LLP is 
serving as legal counsel 
and PJT Partners is serving 
as financial advisor to JP 
Morgan.Arpervinnoteholders. 
Simpson Thacher & Bartlett 
LLP is serving as legal 
counsel and PJT Partners is 
serving as financial advisor to 
JP Morgan.



11
THE  

SECURED 
LENDER 

OCTOBER 2020

Lender/Participant Lender 
Type

Amount Borrower Industry Structure Service 
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(Type)

JP Morgan Chase Bank, N.A. Bank $20 Million USA Technologies, Inc., a cashless 
payments and software services 
company 

Technology Consisting of a 
credit agreement 
providing for a $5 
million secured 
revolving credit 
facility and a $15 
million secured 
term facility, 
which includes 
an uncommitted 
expansion feature 
that allows USAT to 
increase the credit 
facility by up to $5 
million. 

JPMorgan Chase Bank, N.A. Bank $250 Million 1-800-FLOWERS.COM, Inc. a leading 
ecommerce provider of products and 
services designed to inspire more 
human expression, connection and 
celebration

E-commerce The Amended 
Credit Agreement 
increases the 
commitments 
under the 
Company’s 
revolving credit 
facility to $250 
million, up from 
$200 million 
under the Existing 
Credit Agreement, 
and adds a new 
term loan, in a 
principal amount 
of $100 million, 
in addition to 
the Company’s 
existing term loan 
which currently 
has $95 million 
principal amount 
outstanding. 

K2 HealthVentures Non-bank $50 Million Corbus Pharmaceuticals Holdings, 
Inc. 

Pharmaceutical Debt financing 
facility 

Morgan 
Stanley 
& Co. LLC 
acted as sole 
placement 
agent for the 
debt financing.

The Hedaya Capital Group, Inc. Non-bank $750,000 Infant and toddler’s clothing importer, 
a spin-off from a larger importer based 
in New York City

Clothing Factoring facility
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Huntington Business Credit Non-bank $25,128,000 LL Flex LLC, located in Louisville, 
KY, and specializing in providing 
metals-based laminates

Manufacturing Credit facilities 

ING Capital LLC Non-bank $235 Million Auramet Trading and Auramet 
International, a well-regarded 
precious metals merchant

Precious metals Syndicated 
financing. 
ING acted as 
mandated 
lead arranger, 
bookrunner and 
administrative 
agent. In addition 
to ING, the lending 
group included 
Rabobank acting 
as lead arranger, 
Macquarie Bank 
Limited, Brown 
Brothers Harriman 
& Co, Mizuho 
Bank, Ltd, HSBC 
Bank USA N.A, 
Bank of China 
Bank and Bank 
Hapoalim 

The Interface Financial 
Group

Non-bank AUD$10 
Million

Zen Energy, operating in South 
Australia

Energy Open ledger 
invoice finance 
facility 

KeyBanc Capital Markets Bank $100 Million Purple Innovation, Inc., a leading 
comfort technology company

Technology Senior secured 
credit facility. The 
new credit facility 
consists of a $45 
million term loan 
and a $55 million 
revolving line of 
credit. 

KeyBanc Capital 
Markets acted 
as the joint lead 
arranger and will be 
the administrative 
agent for the 
financing.  Funding 
will be provided 
through a 
syndicate of banks 
including Keybank, 
Bank of Montreal, 
Fifth Third Bank, 
Silicon Valley Bank, 
Truist, Wells Fargo, 
Raymond James, 
and Arvest Bank.

King Trade Capital Non-bank  $6 Million California-based company 
that sells hand sanitizer and 
sanitizing wipes

PPE Purchase order 
finance facility

King Trade Capital Non-bank $5 Million Distributor purchase and sell 
hand sanitizing wipes to 7-11, 
Walgreens and other national 
retailers, Texas

PPE distribution Purchase order 
finance facility
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LBC Credit Partners Non-bank N/A iVision, headquartered in 
Atlanta, GA, is a leading 
managed services and 
technology consulting 
provider for mid-market and 
enterprise clients

Technology Senior secured 
term loan facility

N/A N/A $20 Million KB US Holdings, Inc., the 
parent company of the 
Kings Food Markets and 
Balducci's Food Lover's 
Market subsidiary banners

Food Debtor-in-
Possession 
financing

Proskauer Rose 
LLP is serving as 
legal counsel, 
Ankura Consulting 
Group is serving as 
restructuring advisor 
and PJ Solomon is 
serving as investment 
banker to KB US 
Holdings, Inc.

MassMutual and Oaktree 
Capital Management

Non-bank $250 Million Exantas Capital Corp. REIT Seven-year senior 
secured financing 
facility 

JMP Securities 
served as Exantas's 
financial adviser 
and Morrison & 
Foerster LLP served 
as Exantas's legal 
advisor.  Ledgewood, 
P.C. served as 
special counsel to 
Exantas.  Raymond 
James served as 
ACRES' financial 
adviser and Hunton 
Andrews Kurth LLP 
and Cadwalader, 
Wickersham & 
Taft LLP, served 
as ACRES' legal 
advisors.  Clifford 
Chance LLP served as 
C-III Capital Partners' 
legal advisor.

MetLife Investment 
Management 

Non-bank $75 Million Green Plains Wood River 
LLC, Wood River, NE

Fuel 15-year term loan 
facility 

MidFirst Business Credit 
(MFBC) 

Non-bank $10 Million Phoenix Group Metals, LLC 
(PGM), Phoenix, AZ

Metals Working capital 
facility 

Morgan Stanley Private 
Credit and Comvest Partners 

Non-bank $90 Million von Drehle Corporation, a 
leading manufacturer of 
away-from-home paper 
products, Hickory, NC

Manufacturing Junior capital 
securities 

North Mill Capital, LLC Non-bank $900,000 Sic Lazaro, a manufacturer 
of larger metal fabrications 
and counterweights for heavy 
machinery and elevators

Manufacturing Accounts 
receivable credit 
facility
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Oaktree Capital 
Management, L.P. 

Non-bank $60 Million Fortress Biotech, Inc. Biotech Loan agreement Cantor Fitzgerald 
& Co served as 
financial advisor 
to Fortress and 
Sidley Austin, 
LLP served as 
legal counsel to 
Fortress. Sullivan 
& Cromwell 
LLP served as 
legal counsel to 
Oaktree.

Oxford Finance LLC Non-bank $10 Million Inhibrx, Inc., a clinical-stage 
biotechnology company focused 
on developing a broad pipeline 
of novel biologic therapeutic 
candidates

Healthcare Senior secured 
term loan

Oxford Finance LLC Non-bank N/A ReMed Holdings, the largest 
post-acute acquired brain injury 
(ABI) rehabilitation provider in the 
Mid-Atlantic region

Healthcare Credit facility

Oxford Finance LLC Non-bank $25 Million Enable Injections, Inc., a 
company developing and 
manufacturing the enFuse® 
platform of investigational 
wearable infusion devices

Healthcare Credit facility Armentum 
Partners served 
as financial 
advisor to Enable 
Injections in 
connection with 
this financing.

Prestige Capital Non-bank $2 Million Plant farm, specializing in 
potted and indoor blooming 
plants, California

Gardening Factoring 
arrangement 

Prestige Capital Non-bank $1.5 Million Nondurable goods distributor, 
Rhode Island

Consumer goods Financing

Prestige Capital Finance, LLC Non-bank $7 Million Two companies to fund the 
manufacturing and importing 
of masks, swab transport 
containers, disinfectant wipes 
and more

PPE Financing

Rosenthal & Rosenthal, Inc. Non-bank N/A Cosmetics business that 
successfully shifted its 
production to aid in the fight 
against COVID-19, California 

Cosmetics Multi-million 
factoring deal 

Rosenthal & Rosenthal, Inc. Non-bank N/A Multiple furniture companies in 
Texas and North Carolina

Furniture Several non-
recourse factoring 
deals 

Rosenthal & Rosenthal, Inc. Non-bank N/A To support the production 
financing requirements of a 
Wisconsin-based apparel 
company that imports licensed 
casual wear 

Apparel Purchase order 
finance facility
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Sallyport Commercial 
Finance 

Non-bank $1.75 Million Supplier to the trading card 
industry

Trading card Credit facility 

Second Avenue Capital 
Partners, LLC 

Non-bank $35 Million A joint venture of Marquee Brands 
and CSC Generation in support 
of their newly acquired luxury 
kitchenware retailer Sur La Table

Retail Senior secured 
credit facility 

Sterling National Bank Bank $3.5 Million Dr. Earth, Inc., Vacaville, CA, a 
nationwide manufacturer and 
distributor of organic gardening 
products

Gardening Senior secured 
credit facilities 

Sunflower Bank, N.A. Bank $10 Million To support the acquisition 
of iolo technologies (“IOLO”) 
by RealDefense, LLC 
(“RealDefense”), a portfolio 
company of Corbel Capital 
Partners and Broadstream 
Capital Partners

Software Revolving and term 
debt commitments 

Sunflower Bank Bank $200 Million Strategic Data Center Fund 
Manager, LLC, an investment 
manager and capital partner 
focused on acquiring, 
developing and managing data 
center real estate assets  

Financial 
Services

Revolving line 
of credit that 
converts into a 
permanent loan 

TradeCap Partners, LLC Non-bank $1.5 Million Promotional products importer 
located in the Southwest

Manufacturing Trade finance 
facility

Versant Funding LLC Non-bank $1.8 Million National distributor of sweets 
and treats

Food Non-recourse 
factoring facility 

White Oak Commercial 
Finance, LLC 

Non-bank $10 Million Consumer electronics 
wholesaler and distributor 
serving public and private 
retailers in the US and 
international markets

Electronics Factoring – 
inventory finance 
facility 
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Private Equity and Its Response 
to COVID-19
BY MYRA THOMAS 

Key players discuss how the pandemic and its economic fallout 
are affecting PE and other types of alternative financing and what 
they foresee for the short term.
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The onset of the pandemic has certainly changed 
the fundraising and investing landscape for private 
equity and other types of alternative fi nancing. 
While most acknowledge that the lack of face-to-
face meetings has made the fundraising process 
and due diligence on deals more diffi cult, the PE 
industry and related players remain a resilient lot. 
Even with the country’s shutdown and the resulting 

economic problems, private equity fi rms are prioritizing their existing 
portfolios, working to fi gure out ways to shore up these companies.

I believe this will change how we do business going forward.  The 
infl ux of stimulus money has reduced our outstanding and has put our 
clients in a more favorable loan-to-collateral position to get through 
this situation. Bottom line: we needed to over-communicate with each 
other to get these changes in place and to fully utilize the technology 
available to us to do it.

Not surprisingly, the strategy has created a slowdown in deal 
activity. According to PitchBook, a fi nancial data and software 
company, U.S. private equity deal activity dropped almost 20% in the 
fi rst half of 2020. As PE players sought to weather the proverbial storm 
and deal with the uncertainty of the pandemic, exits decreased too. 
PitchBook research revealed that announced global PE exits fell about 
70% in May 2020 as compared to May 2019. 

Flight to Safety
Instead, it was “all hands on deck” and the focus moved to the existing 
portfolio when the coronavirus hit its peak in March and April, says 
Michael W. Rubel, managing director at RFE Investment Partners, a 
private equity fi rm focused on the lower middle market. The liquidity 
of portfolio companies remained the biggest issue. Fortunately, 
notes Rubel, the fi nancial environment did begin to stabilize in May, 
especially with the federal government stepping in to shore up the 
economy with the CARES Act funding for businesses and individuals. 
But federal government assistance, says Rubel, will run out and 
coronavirus cases could increase. 

The public market continues to seemingly brush off that 
possibility and the inevitable double whammy to the economy. 
Rubel is taking a more cautious and long-game approach, as 
it seems many private equity players and other alternative 
lenders are doing. “Private equity is still a cash game,” he says. 
“You have to plan for a rainy day. We hope the worst is behind 
us, but our efforts need to be well funded just in case we hit 
another roadblock.” 

The economic environment has brought add-on sellers to 
the table, and PE firms couldn’t be happier. The add-on sellers 
are noting the benefit of having a private equity firm there to 
facilitate an acquisition into one of PE’s existing and strong 
platform companies. “You have to be opportunistic in the right 
areas,” Rubel adds. While there is a flight to safety, private 
equity still needs to do deals, and that means partnering with 
sturdy companies that are somewhat COVID-19 proof and 
ensuring the capital structures on all deals have low debt 
levels and ample liquidity.

All Things Are Not Equal
Certainly, the focus has been on existing borrowers, says Tom Aronson, 
partner, head of originations for Monroe Capital, a middle-market lending 
platform providing senior debt fi nancing to businesses, private equity 
sponsors, and special situation borrowers. “The immediate requests after 
the virus hit involved draws on revolvers to ensure adequate liquidity for 
companies,” he notes. Whether it’s asset-based lenders, commercial banks 

T
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good credits. There’s always been distressed companies, but it’s been 
leaner the past few years.” That may change, especially if COVID-19 
cases once again rise, bank lending standards tighten, and liquidity 
issues arise.

Many more hospitality, travel, retail, restaurant, and oil and gas 
companies are likely to fall into the “distressed” category, if they 

haven’t already. “It’s a 
hallmark of the time,” 
says Shloss. “There are 
restaurants and hotels etc. 
that will inevitably go out 
of business, and other big 
projects that simply may 
not get off the ground.” But 
banks are doing something 
they didn’t necessarily do 
in the financial crisis of 
2007, when the government 
stimulus was directed at 
them versus stimulus being 
directed at the consumer 
and affected businesses 
this time around. They’re 
already taking large loan 
loss write-offs and being 
relatively proactive when it 
comes to the balance sheet 
and the risk.

 Shloss expects banks 
to use their reserves 
somewhat aggressively 
in 2020, in order to sell 
off their current inventory 
of distressed assets. The 
reason, he notes, is that 

they may be anticipating more delinquencies and defaults to come, 
especially as the government stimulus money burns off.  “We then can 
envision a period in which bid-ask spreads are disconnected, at least 
at the beginning of 2021,” adds Shloss. “Banks will need to evaluate 
what they want to do with a new inventory of distressed assets. 
Expect bidders to remain cautious about the macro environment too, 
particularly if COVID remains a problem through the winter or if there is 
political fallout from the election or both.”

A Foot on the Brake
The economy is better suited to handle a major hurdle than it was 
12 to 13 years ago during the financial crisis. Still, it was inevitable 
that banks would tighten their lending standards during the current 
economic downturn. Despite the uncertainty, valuations have yet to 
be largely impacted by the financial shock of COVID-19, notes Dennis 
O’Rourke, partner at Moritt Hock & Hamroff LLP. “Private equity may 
be doing less deals and multiples have come down to spread the 
money out more efficiently, but deals are still getting done,” he adds. 

or unitranche financing, the focus remained on the existing portfolio 
companies.

The economic impact on portfolio companies was, and still is, 
uneven at best. “Some businesses weren’t affected at all or may 
have been positively impacted, and their purchase multiples remain 
high,” Aronson notes. For companies in the travel, event, hospitality, 
and construction sectors 
or businesses dependent 
on them, the negative 
ripple effect will continue 
for quite some time. “The 
impact wasn’t felt by all of 
our portfolio companies in 
the same way,” he says. 
“That’s why Monroe Capital 
continues to work closely 
with each of our portfolio 
companies to do our best 
to get them through the 
COVID-19 crisis.”

The best deals continue 
to percolate to the top. 
“Software, healthcare and 
business services remain 
relatively COVID-resistant, 
with strong valuations,” says 
Aronson. “They’re acting as 
the primary area for deal 
flow.” For companies not 
doing as well—entertainment, 
travel, leisure, and retail—if 
they were looking to be sold, 
they’re sitting on the sidelines 
now. Deals are structured 
for the times, with leverage 
lower for a more conservative covenant package. And, says Aronson, 
the lender community, by and large, is scaling down the size of holds, 
resulting in more club transactions. 

The Long-Range Perspective
According to Brian Shloss, chief operating officer, Summit Investment 
Management, it’s smart to take a longer-term view of the assets 
underwritten. Summit invests in under-performing and distressed 
debt, corporate restructurings, and complex opportunistic credits and 
joint ventures. “Maybe two years from now or so, an asset may come 
back to pre-COVID levels or maybe it will be irreparably harmed and 
will need to be sold off in pieces,” he says. “We’ll have to make those 
determinations in our investment decisions.” 

The determinations will impact the hold periods, of course. Discount 
rates may rise depending on expected returns. However, the current 
situation is a big unknown. “There’s a certain amount of risk that 
you factor into the deal at any time and especially given the situation 
now,” says Shloss. “We’ve just come out of a strong bull cycle with 
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However, many of the deals getting done were struck pre-coronavirus.

O’Rourke projects there just may be a valuation gap coming down 
the road. Sellers are still going to be expecting pre-COVID multiples. 
“Private equity won’t want to continue paying as high a multiplier 
for a portfolio company, given the virus, especially if things get 
worse,” he notes. “Complicated earn outs and backend payments 
may be coming.” Plus, he 
worries that there will be 
a tightening by lenders 
funding PE firms. The 
unpredictable nature of 
the situation is what’s 
keeping many deals on the 
backburner. 

Stacey J. Schacter, 
CEO of Vion Investments, 
contends, “There are 
opportunities no matter the 
time, and there are always 
winners and losers in any 
market.” Vion Investments 
provides liquidity solutions 
for companies based on 
their cash-flowing assets. 
In the medical sector, for 
instance, the demand for PPE 
has pumped tons of cash 
into companies producing 
these medical supplies and 
distributing them. Online 
retailers and grocers also 
enjoyed a significant bump 
in revenues, given the 
shutdown. “The real losers 
aren’t going to recover, even with credit support, so we’re chasing 
large, troubled companies and buying assets,” he says. “Liquidation 
scenarios are good ones.” The rules have changed, and alternative 
lenders are adjusting to the new dynamic. 

The word of the day is “patience”, says Schacter. “There’s no reason 
to jump in thinking you just need to deploy capital. Let the water settle 
a bit. The first people in may not be making the most money anyway.” 
He believes valuations are bloated and likely to fall. For now, hold 
times aren’t changing for Vion Investments. “We stress proformas to 
determine what we think would happen in any situation and see if the 
company fits within our investment profile. One thing you don’t deviate 
from are your principles.”

A Look Ahead
As the country enters flu season, no one is sure what’s ahead for 
coronavirus infection rates in the U.S. The progress of vaccine research 
does offer a glimmer of hope but getting a safe vaccine to the public 
is still an arduous and drawn-out process, even with President Donald 
Trump’s Operation Warp Speed in place. The one thing that industry 

players are certain about is that private equity needs to stay disciplined 
to weather the ups and downs of 2020 and beyond.

No one knows for sure, but everyone is hoping the current economic 
crisis is relatively short lived and companies end up structurally 
sound. The low Fed funds rate and the way that the Fed and Treasury 
stepped up to put cash into the economy did mean there wasn’t a 

devastating and cascading 
economic effect in the U.S. 
As things begin to settle 
and infection rates drop, 
private equity is still moving 
forward and looking for the 
right opportunities in an 
uncertain market. Aronson 
notes, “PE and private 
debt firms are looking to 
deploy cap with good sound 
investments out there. And 
they are there.”

It’s a vastly different 
situation from the downturn 
of 2007 and 2008, which 
was largely lender-inflicted. 
“Private equity sponsors 
came to us then and were 
more demanding of what 
they could ask for,” says 
Aronson. Now, no one knows 
what will happen, and no 
one has control over the 
situation. Add in political 
uncertainty, and it’s a risky 
proposition. “Everyone is 
working together more 

closely,” he says. “There’s good dialogue between PE sponsors and 
borrowers—a ‘we’re all in this together’ approach.” It’s all about working 
together to get good structures and to do transactions that make 
sense.    

Myra Thomas is an award-
winning editor and journalist 
with 20 years’ experience 
covering the banking and 
finance sector.

“Everyone is working together more close-
ly,” he says. “There’s good dialogue between 
PE sponsors and borrowers—a ‘we’re all in 
this together’ approach.” It’s all about work-
ing together to get good structures and to do 
transactions that make sense.
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Anatomy of a Deal: Special 
Situations, Split-Lien Term Loan 
with a Bank ABL
SPENCER BROWN AND CHARLIE PERER

SG Credit Partners’ executives detail a complex 
deal completed during the pandemic.
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n the course of two weeks, SG 
Credit Partners (formerly Super 
G) went from first phone call to 
closing a complicated split-lien 
deal with a major bank ABL 
group.  When you tell someone 
“we just closed another 
multi-lender transaction in 
less than two weeks,” the level 
of complexity, determination, 
and teamwork required to 
accomplish such a task, is rarely understood.  This transaction provided 
a pay down to the senior lender, provided for critical payments to vendors 
and created liquidity for the company’s investment bank to run a 
refinancing process.  Like most special-situation transactions, the initial 
loan was just the start, not the end.  This Anatomy of a Deal will attempt 
to highlight the role of a non-bank credit fund, SG Credit Partners, 
partnering with conforming ABL. demic and its economic, social and 
political consequences.

A confluence of factors led to the genesis of this transaction. The 
Company is a non-sponsor backed, branded consumer products 
company that generates over $100 million in revenue.  The Company’s 
founder is a lifelong entrepreneur and during the good times had been 
making investments in non-core brands. However, at the same time, 
the Company started dealing with the negative effects of pre-COVID 
tariffs.  The combination of non-core activities and tariffs led to stressed 
financial performance.   Like most entrepreneurs, the owner was not in 
a position to write a multi-million-dollar check to remedy the Company’s 
liquidity needs.

The bank transferred the client to its ABL division to better monitor 
the collateral and manage liquidity. By this time, the Company was in 
its slow season and the bank-ABL group immediately ended up in a 
significant over-advance. Amidst all this, the Company’s payables had 
continued to stretch, and vendors were starting to demand payment. 
The bank ABL was required to go deeper into an already existing over-
advance to fund a large amount of working capital for vendor deposits.  
Timing was of the essence in order to get enough product on the water 
prior to factories shutting down for an extended period of time. 

The bank ABL group realized the Company was going to need 
additional capital for the next season and continue funding the 
turnaround.  This led to the Company being asked to find a new banking 
relationship. The bank ABL knew this process would take several 
months (best case), yet the Company ran into an immediate working 
capital issue the bank was unable to solve. To add to the complexity, 
the founder did not want to raise equity at a low valuation due to the 
Company’s recent financial performance, and the bank (again, as a 
regulated institution) didn’t have the ability or desire to be the Company’s 

equity partner. 

The Company not only 
required the typical amount 
of inventory for its seasonal 
working capital cycle, but also 
required additional inventory to 
support a large retail account 
recently awarded away 
from its largest competitor. 
The Company was not in a 
position to fund its immediate 
working capital needs, much 
less have the extra liquidity 
to fund growth. To add to the 
complexity, the Company 

also replaced its CFO with 
a very experienced industry 

professional and was also required to engage a turnaround consultant.  
Although this added new people to a tenuous situation, it was necessary 
to ensure the bank was provided a clear and accurate depiction of the 
Company’s current working capital situation and anticipated cash flow. 

Concurrently, the Company engaged a regional investment 
bank to accomplish two tasks:  1) find a solution for its immediate 
working capital need and 2) find a replacement senior lender (and 
permanent capital partner) to take out the incumbent bank. If the 
Company was able to find a solution to clean up its trade payables 
as well as have additional working capital to fund the newly won 
business, the Company would be in a position to have the best 
year of its 15+ year history. This fact further incented the founder 
to avoid any unnecessary dilution, since the equity value should 
significantly increase over the following 12 months.

The Company was now entering its slowest point of the year with 
working capital (and availability) at its lowest point.  Critical vendors 
were making noise re stretched trade, the new CFO was still getting his 
arms around the business, the bank would not lend up, a turnaround 
consultant was watching every move, and an investment bank had 
to start gathering info to run a dual-track process (i.e., pursuing two 
independent capital raises, simultaneously).  Meanwhile the founder and 
other executives had their sights set on having a blockbuster year. 

This is the moment SG received a call from the bank ABL inviting 
us into this situation.  Oh, and we were told that we had two weeks 
to close or else the Company’s vendors would not be able to get 
product shipped before factories shut down.  We also had to be 
prepared to immediately bridge to another ABL due to the lender 
fatigue, so this was either going to be a bridge to another ABL or 
bridge to a sale depending on the next few weeks. To further add 
to an already complicated situation, if SG was brought in to solve 
the immediate working capital need, this would require a split-lien 
intercreditor agreement to be negotiated with the bank. 

The bank ABL and founder were now in a stalemate. The bank did 
not want to liquidate, yet was unable to provide additional capital. The 
founder did not want to take on any equity dilution. The investment bank 
was trying to get the best deal available for the client. A new split-lien 
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– the bank ABL, owner and vendors, but the longer-term objective was 
just starting. The regional investment bank exceeded all expectations 
as the multitude of offers was prolific. SG again played a pivotal role 
transitioning a bank ABL client to another lender, as desired, leading 
both the bank ABL and the Company to a successful outcome.  The 
Company had to choose between a name brand non-bank ABL who 
would provide a conforming ABL plus a non-conforming stretch piece, or 
conventional bank ABL, keeping SG involved to roll over its split-lien deal.

The Company’s strong preference was to move to a new regional 
bank ABL group, and keep SG Credit in as a split-lien capital provider. 
The blended cost of a large bank ABL deal enabled the Company to 
achieve significant cost savings and keep us involved, given SG had built 
a strong relationship with the Company. SG entered this transaction with 
the end result in-sight, which enabled the Company to generate strong 
EBITDA, even through COVID.    

Spencer Brown is a principal of SG Credit Partners, Inc. 
(“SGCP”), responsible for originations, deal execution, and 
portfolio management. Spencer joined Super G Capital, LLC 
(“Super G”) in May 2017 and is based in the Denver office.
Prior to Super G, Spencer was an associate at FirstBank 
Holding Company (“FirstBank”) primarily focused on 
underwriting in the retail and commercial lending divisions. 
FirstBank is a privately held regional bank in Colorado with 
over $18BN in assets. Spencer began his career at Noodles 
& Company (NASDAQ: NDLS) corporate headquarters in 
Broomfield, Colorado.
    Spencer earned both a B.A. and an M.B.A. from the 
University of Colorado at Boulder. He can be reached at 
spencer@sgcreditpartners.com.

Charlie Perer is the co-founder and head of originations of SG 
Credit Partners, Inc. (SGCP). In 2018, Perer and Marc Cole led 
the spin out of Super G Capital’s cash flow, technology, and 
special situations division to form SGCP.
   Perer joined Super G Capital, LLC (Super G) in 2014 to start 
the cash flow lending division. While there, he established 
Super G as a market leader in lower middle-market second 
lien, built a deal team from ground up with national reach and 
generated approximately $250 million in originations.
    Prior to Super G, he co-founded Intermix Capital Partners, 
LLC, an investment and advisory firm focused on providing 
capital to small-to-medium sized businesses. At Intermix, Perer 
spent significant time sourcing and executing transactions 
and building relationships within the branded consumer, 
specialty finance and business services industries. Perer began 
his career at Oppenheimer & Co. (acquired by CIBC World 
Markets) where he was a member of the Media Investment 
Banking Group. He graduated cum laude from Tulane 
University.
    He can be reached at charlie@sgcreditpartners.com.

lender or junior lender had to get comfortable with the situation and 
close in an extremely short period of time. These factors do not even 
consider the complex landscape SG had to navigate while negotiating 
a split-lien intercreditor agreement with a large bank institution (i.e., 
the bank-ABL had to release collateral it already held).  This required a 
real balancing act as the bank is also the referral source and a critical 
component of SG’s business model, leaving no margin for error. 

The transaction required SG to be on a deal call on a Friday, issue 
and sign a term sheet over the weekend. Then fly across the country first 
thing Monday morning, parachute into hostile territory, get comfortable 
with the situation and navigate the intense terrain in order to get a 
transaction closed in less than two weeks. If SG could not close in time, 
the Company would be forced to be sold or raise equity. SG built its 
reputation solving these situations for non-sponsored businesses when 
they face non-conforming liquidity challenges.  

It quickly became paramount for SG Credit to get comfortable with 
the current state, ability and willingness of those key vendors to fulfill 
orders, as well as what it would require in order for them to agree to 
do so. This process involved several overseas calls with vendors in the 
middle of the night as it was impossible to coordinate otherwise.  All 
parties had to walk a fine line of increasing the vendors’ confidence 
in the Company by bringing a financial partner to the table, while not 
scaring vendors into thinking the problem was potentially bigger than 
they realized.

SG needed to get through business diligence, legal diligence and 
documentation (involving three law firms as well as a new intercreditor 
agreement with the bank), credit approval, and fund in under two 
weeks. This would enable the company to make payments to key 
vendors who would in turn get additional product shipped to meet the 
necessary delivery windows for its retailer customers. The uniqueness 
of SG is that it can solve these non-conforming needs quickly by not 
using a leverage line, and closing quickly is never an issue due to its 
institutional capital base.

After several days onsite with management and countless phone 
calls negotiating legal documents between three parties, SG was 
ready to close. In less than two weeks SG had accomplished an 
insurmountable number of tasks, including getting comfortable with a 
very uncomfortable situation and negotiating a new split-lien intercreditor 
agreement with the bank. SG’s split-lien term loan provided a critical 
solution when all parties found themselves in a tough situation.

The process took a tremendous amount of effort, collaboration, 
cooperation and compromise from all parties involved, ultimately 
leading to a positive outcome. The attorneys and investment bank 
were all paid for their services, the bank de-risked its position with a 
paydown and avoided a negative outcome. Just as importantly, the 
owner avoided undesired equity dilution, critical vendors received a 
much needed paydown, and the company received the additional 
capital needed to solve its immediate liquidity issue. This transaction 
enabled the Company to solve a key financing issue as well as take 
advantage of growth opportunities and position itself for the best year 
in company history.

This two-week sprint was just the start of SG’s relationship with the 
Company. The initial goal was obviously liquidity to satisfy all constituents 
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Bankruptcy is expected to surge in the second half of 2020 and the average 
lender lacks fi rst lien position approximately 20% of the time. Changes since 
origination or small errors like debtor name mismatch can lead to a loss of claim. 
How much visibility do you have into imperfections in your lien portfolio? 

With resources stretched thin and your focus on the customer, Lien Solutions 
can help you identify areas of concern within your portfolio. Our customized 
Risk Assessment can be the fi rst step toward building processes to better secure 
your assets and build a stronger lending operation.   

Call our experts today at 800.833.5778 for a complimentary customized 
risk assessment.
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SFNet Responds to the Industry’s 
Needs Amid Pandemic
BY MICHELE OCEJO

In March, when the world suddenly and completely switched to 
“virtual” everything, quick, yet thoughtful, decisions had to be 
made by SFNet’s leadership and staff to ensure the Association 
could fulfill its mission of bringing together and representing 
those who provide the capital that fuels our economies.
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s it became clear that COVID 
was causing a seismic shift in 
just about every aspect of our 
professional and personal lives, 
the well-being of our staff and the 
SFNet Community became our 
priority. We also had to find creative 
ways to bring critical information to 

our members, as changes were occurring with head-spinning speed. In 
addition, it was vital for SFNet to continue to facilitate the connections 
that are so important now, during this time of social distancing,” said 
SFNet CEO Rich Gumbrecht. “We recognized the urgency of addressing 
our members’ most-pressing needs through impactful advocacy, 
providing crucial conversations through online events and sharing 
relevant and timely content.”

Advocacy in Overdrive
The SFNet team mobilized quickly to focus on one of the most urgent 
challenges facing the industry: the need to give our members a voice in 
the wake of the various government relief programs. 

Chair of SFNet’s Advocacy Committee, Barry L. Bobrow, managing 
director, Wells Fargo Securities, LLC, said, “The Secured Finance 
Network’s Advocacy Committee has been actively working to address 
challenges felt throughout the secured finance industry due to 
COVID-19. We have tapped the substantial expertise of our members 
to help us connect with key decision makers to offer valuable insights, 
as they seek to bring important relief to those impacted by the 
pandemic.”

Gumbrecht provided details on the process: “On the federal level, 
our Committee has been working tirelessly, communicating with 
legislators and meeting directly with Treasury and Fed officials to 
support the interests of our asset-based lenders, factors and others 
concerning the Paycheck Protection Program and Main Street Lending. 
We’ve also been in touch with the regulatory agencies to understand 
and interpret their actions. We’ve held informative webinars and 
posted our communications throughout.”

Recognizing the access that professional legislative advocates offer, 
SFNet engaged a federal lobbyist, Lon Goldstein of GPS, early on. 

“SFNet has done a tremendous job of communicating to 
policymakers and other stakeholders about the importance of our 
industry. We’ve been able to discuss our perspective with senior 
Treasury officials, Senate leadership, the Senate Small Business 
and Banking Committees, and Members of the U.S. House of 
Representatives.  With nearly every sector of the economy also seeking 
the same audience, it is important that we’ve had our voice heard, 
even if it does not always result in the desired policy outcomes. We will 
continue to fight for the industry,” Goldstein said.

Much of the focus has been on PPP. “We have pushed hard for our 
nonbank lenders to be eligible to receive PPP relief and called attention 
to some of the unintended consequences of the program that could 
impact our industry. Over the summer, SFNet spoke with Chairman 
Marco Rubio’s (R-FL) Small Business Committee staff as well as 
Senator Chuck Schumer’s (D-NY) office as we continued to champion 

our positions in proposed Phase 4 programs,” Gumbrecht said. “Our 
voices have been heard and we have differentiated ourselves from 
other segments of the loan market.”

Gumbrecht pointed out that SFNet played a part in modifying the 
rules to make nonbanks able to pledge PPP loan notes to the Federal 
Reserve in exchange for low interest, non-recourse loans under the 
PPPLF.

“D.C. legislators are now more aware of our industry at large and 
understand that when liquidity is paramount, we play a crucial role in 
continuing to deploy capital to the middle market when others may 
not. On the ABL front it was especially encouraging to receive support 
from Senator Crapo (R-ID), chairman of the Senate Committee on 
Banking, Housing and Urban Affairs) in a letter he sent to the Treasury 
and the Fed last month,” Gumbrecht explained. The letter urged law 
makers to quickly expand the Main Street Lending Program by setting 
up an asset-based lending program and expressed support for SFNet’s 
position that establishing a facility to accommodate asset-based 
lending could open access to critical resources for several industries 
that could not otherwise access the MSLP based on earnings or cash 
flow metrics.

In late July, SFNet submitted a request to the Federal Reserve 
and Treasury for clarification on how the MSLP and EIDL programs 
might be used with an asset-based facility. As a result, SFNet was 
able to engage with Treasury to discuss very specific circumstances 
where the MSLP could be used by asset-based borrowers.  “We were 
very pleased that Treasury was so responsive to SFNet’s inquiries 
about the MSLP. We were able to speak with their senior staff, and 
have productive conversations about the potential for expanding the 
borrowers to whom MSLP might be available and the ways that an 
MSLP loan may be put alongside an ABL without the liens securing the 
MSLP having to be pari passu so as to avoid a reduction in availability,” 
said David W. Morse, a member of Otterbourg P.C., who has played a 
key role in these efforts. 

A key component of SFNet’s efforts is providing members with 
updates and relevant analysis of the various programs so they are able 
to make informed business decisions. Staci Rosche of McGuireWoods 
provided analysis for TSL Express on MSLP and participated in a 
June webinar as a panelist. She said, “SFNet provided an invaluable 
platform to advocate for asset-based lenders in the development of 
the Main Street Loan Program.  The breadth of SFNet’s membership 
and contacts allowed us to quickly gather a diverse team to review 
the proposed program and to have direct contact with government 
decision-makers at key stages of program development. Even though 
our input resulted in only modest revisions, we at least knew that our 
concerns were being heard and that key decision-makers were aware 
of the ways that their proposed structure would impact or exclude 
a large lender segment serving borrowers who might benefit most 
from the program.  Recent Congressional testimony about the MSLP 
indicates that our concerns have been understood and that a separate 
asset-based program is still under consideration.”

In May, SFNet was able to arrange a call between Yvonne Kizner, 
senior vice president of ABL with Cambridge Savings Bank, and the 
Treasury Department: “I was pleased to represent institutions under 

“A



26
THE  
SECURED 
LENDER 
OCTOBER 2020 

were unable to effectuate real change, SFNet has become recognized 
by the Fed and Treasury as a collective voice for the entire lending 
industry.”

SFNet’s Advocacy Committee members have coordinated with 
like-minded organizations when appropriate, such as the ELFA, AFA, 
FCI, LSTA, UK Finance and the American Investment Council.  SFNet is 
also working with the Association of International Certified Professional 
Accountants. “The AICPA was lobbying for the government to engage 
in accounts receivable purchasing. We have shifted the conversation 
to educating AICPA and other aligned trade associations such as the 
National Retail Federation, National Association of Manufacturers and 
the Chamber of Commerce on existing SFNet member solutions,” said 
Gumbrecht.

SFNet is also forging important relationships with credit insurance 
providers on behalf of our non-recourse factors.  And with prospective 

borrowers such as those 
represented by the National 
Retail Federation (NRF), with 
whom SFNet is joining forces 
to bolster its efforts to fix 
MSLP as a priority solution to 
the retail crisis.

On the state level, SFNet 
continues to work with local 
legislators in NY and NJ to 
influence pending financial 
disclosure legislation. In NY, 
several direct conversations 
have been held with the 
sponsoring legislator’s office. 
The original bill (10118) did 
not include a deal amount 
limit, but it has been 
amended to apply to deals 
$500,000 and below at 
SFNet’s urging – although 
we asked for $100,000. This 
bill passed in July and SFNet 
is pursuing safe harbor and 
other possible amendments 
with the governor’s office.  
SFNet continues to work 
with State rule makers 
in California to effect 
manageable enforcement 
measures for disclosure 
legislation passed in 2018.

 “The rapid changes that were occurring on multiple fronts required 
SFNet’s leadership to come up quickly with decisive strategies,” 
commented Lin Chua, president & COO of InterNex Capital, who has 
been involved in advocacy on the state level. “As a Fin Tech lender to 
small and medium-sized businesses, we are happy to play our part on 
behalf of our community — in person with legislators in Albany and in 

$20B, and community banks in particular, in conjunction with SFNet’s 
advocacy committee and their endeavors to ensure legislators heard 
from many constituents in the finance community.  With SFNet’s 
contacts, I was able to secure a meeting with seven representatives of 
the U.S. Treasury department and indicate the concerns the asset-
based lending community had with the Main Street lending program as 
it was being developed.  While the program didn’t substantially change 
based on our feedback, they did listen and alter a couple items, such 
as obtaining the commitment of the SPV to fund prior to close.  SFNet 
was unwavering in their efforts to open up this legislation such that 
more middle-market borrowers could have access to these programs, 
and I was proud to be part of this process.”

Jon Helfat, SFNet’s co-general counsel, has played an integral 
part in SFNet’s federal and state advocacy initiatives: “SFNet, led by 
Rich Gumbrecht and his staff, has ‘delivered’ for our members in the 
wake of the pandemic by 
providing in-depth analysis 
of the legislative initiatives 
undertaken by Congress 
and the Federal Reserve 
Board. SFNet jumped 
on the CARES legislation 
and the Main Street 
Lending Program even 
before these initiatives 
were formally enacted. 
As a result, our members 
were not only advised of 
the ‘how’ , ‘when’ and 
‘where’ of applying for 
these programs, but were 
frequently advised of any 
changes to these initiatives 
and were also advised of 
the published responses of 
the regulators to the constant 
flow of questions sent to the 
SBA and FRB.”

Mark Fagnani of Clear 
Thinking Group chaired the 
MSLP subcommittee and 
provided an overview of the 
experience: “Contributing 
as a member of the 
Advocacy Committee has 
been very rewarding.  Our 
initial meetings to discuss 
any issue, be it proposed legislation or the various loan programs 
the Treasury has provided, have allowed for careful consideration 
of all views and, ultimately, what our response, if any, should be.  
Subcommittees formed for the purpose of responding quickly to each 
identified issue have assisted in crafting careful, well-considered and 
balanced responses.  Our efforts have resulted in many changes to 
these programs for the betterment of our members.   Even when we 
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Queens, ensuring constructive engagement with legislators and their 
staff, while all the time building long-lasting relationships with the right 
constituents. This is ultimately a people business.”

SFNet’s efforts to shape relief programs goes beyond the U.S., 
as demonstrated by the work done with UK members and SFNet’s 
European Chapter in engaging the UK government to bolster secured 
lender rights in a moratorium that would delay forbearance on distressed 
loans. Richard Hawkins of Atlantic Risk Management said, “I have been 
working with SFNet on two major issues impacting the industry in the 
UK. The first is the reintroduction of Crown Preference, which will have 
the effect of Government Liabilities VAT and PAYE coming before a 
Floating Charge Holder and, therefore, lending against inventory.  This 
was to come into effect in June 2020, but was subsequently pushed 
back until December 1, 2020.  We cannot be certain that it was our 
actions that caused this small, but important, respite, but adding the 
voice of SFNet and its members, both in Europe and North America, 
to the various institutions opposing this measure certainly helped. 
Secondly, we have also been part of the lobbying effort in respect 
to the Corporate Insolvency and Governance Act, which introduces 
significant new bankruptcy legislation. There has been little need 
for lobbying in the past as the UK has historically provided a friendly 
secured creditor environment. Sadly, recent events have eroded this 
position and increased the need for SFNet to coordinate activity with 
other stakeholders and, particularly, UK Finance, to protect the secured 
finance community and the customers it serves.”

Zooming in on Webinars
The pandemic brought with it swift and overwhelming changes to 
the industry, from the challenge of field examinations to borrowers 
suffering drastic revenue reductions and shifting their focus to 
manufacturing PPE. SFNet quickly mobilized to launch its Crucial 
Conversations webinar series to arm members with the information 
they needed to navigate this tumultuous time. The webinars kicked 
off on March 31 via Zoom, enabling attendees to see panelists rather 
than the standard format of listening to faceless voices. With the help 
of community-minded sponsors who jumped in to assist, the series 
was made free to employees of SFNet members and SFNet chapter 
members. 

To date, SFNet has hosted over 30 webinars. “Our Crucial 
Conversations Webinar and Roundtable series have covered a wide 
range of topics that have affected our community and industry and 
influenced how we conduct business.  We have attracted over 7,000 
registrants from over 500 different companies who have consumed 
this valuable content and engaged in the conversations.  Through 
our platform and our members, we will continue to be at the forefront 
to discuss the changes that are happening in the secured finance 
industry,” said Morten Kucey, SFNet chief value officer.

In addition to webinars covering critical topics, SFNet’s magazine, 
The Secured Lender, and its daily e-news bulletin, TSL Express, 
published “hot off the presses” alerts and content, including articles 
on managing C&I risk during a pandemic, COVID’s effects on the retail 
sector and a roundtable featuring field examiners. The June issue of 
TSL was dedicated to the effects of COVID.

No Mask Required
With restrictions on large gatherings, social distancing and mask 
mandates, SFNet switched its planned live events to “live online” 
offerings. The Women in Secured Finance Conference, the first event 
to utilize the new “SFNet Connect” platform, was held in late July, with 
a record 350 attendees.  The event offered four panels, two keynotes 
and two breakout sessions to facilitate networking.

During the August SFNet YoPro Summit, attendees learned how to 
“Succeed in the New Environment” while networking and sneaking in 
some fun during the “mixology” breaks. 

For those interested in international finance, SFNet’s Cross-Border 
Lending Conference was held virtually on two days, a week apart: 
September 16 and 23.  

Of course, the decision to convert SFNet’s 76th Annual Convention 
to a virtual event was not made easily. “In early June, SFNet and our 
Management Committee announced the difficult decision to shift our 
Annual Convention to a live, online event.  While it was disappointing, 
we are excited about the possibilities of virtual programming and, 
after introducing the platform we have invested in during the WISF 
and YoPro events, we are fully confident this will be a dynamic 
and rewarding experience that can far exceed our community’s 
expectations,” said Gumbrecht. 

The capabilities of SFNet’s new and enhanced digital platform 
will bolster the attendee experience in a myriad of ways, including: 
access to higher-profile speakers who won’t be constrained by travel; a 
more diverse audience, including those from different disciplines and 
career levels within their organizations who may not have been able to 
participate before; greater exhibitor and sponsor accessibility; unique 
opportunities to network utilizing artificial intelligence “matchmaking” 
and reserved meeting rooms to facilitate deal flow.

“I wrote in one of my early letters in TSL Express, at the start 
of the pandemic, that I’ve never been more proud to be part of 
this determined, resilient and dynamic group of organizations and 
professionals who do the important work of fueling our engines of 
growth through adversity and prosperity. I continue to get feedback 
that, in many ways, SFNet feels more relevant and connected today 
than ever.  That’s very rewarding, knowing we can help make a 
difference,” said Gumbrecht. “I am confident that we will continue to 
weather this period together and lead the way forward as we evolve, 
adapt and thrive in this new world.”  

Michele Ocejo is director of communications for the Secured 
Finance Network and editor-in-chief of The Secured Lender.
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SFNet 2020 President John 
DePledge Reflects on an 
Unprecedented Year
BY MICHELE OCEJO

John DePledge, 
head of Asset 
Based Lending at 
Bank Leumi USA, 
discusses his tenure 
as SFNet president 
and COVID’s impact 
on plans.
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n your interview last year, 
you mentioned NextGen 
issues would be one of 
your priorities. Could you 
comment on what SFNet 
has been doing to help 
promote the interests of 
future leaders?

I’ve had the good fortune 
to have worked for various 
mentors who were quite 
generous with their time and 
knowledge.  My feeling is that 
it is incumbent for me to also pass along my knowledge base to others 
so they can reap the vast dividends the ABL industry has to offer.

While Rich Gumbrecht and I intended to travel to various YoPro 
events organized by our numerous Chapters, COVID-19 altered 
those plans. However, all was not lost.  We continued forward with 
our prestigious award program, 40 Under 40.  There continues to be 
great interest in this program and the 2020 Class will accompany the 
2021 Class in a joint celebration. Although we aren’t able to celebrate 
in person this year, we have found other ways to honor this year’s 
recipients. In addition to their profiles being featured in the September 
issue of The Secured Lender, we are publishing congratulatory videos 
from the judges and nominators as well as “acceptance” videos from 
the winners. 

Also, we have been gearing many educational events for all 
constituents including our YoPro community. We introduced a new 
three-day “Impactful Leadership for Secured Finance Professionals” in 
which a number of 40 Under 40 winners and nominees participated 
and gave great feedback.  In the spirit of PT Barnum, “the show must 
go on,” and SFNet hosted the annual YoPro Leadership Summit once 
again in August. Over 150 young professionals as well as more-senior 
executives, gathered virtually to discuss “Succeeding in the New 
Environment.” The event received a net promoter score of 60 (over 
50 is considered “world class”). This event, coupled with the Women 
in Secured Finance Conference in July, which also scored over 50, 
demonstrate the ability to create dynamic and interactive virtual 
events. I’m looking forward to the live online Annual Convention in 
November, which will offer more panels than any live event. This online 
event will certainly have something for everyone, from those just 
starting out in the industry to seasoned executives. 

What accomplishment over the last year are you most proud of?

Providing steady, unemotional, unbiased advice during a difficult 
period.  I’m particularly proud to be a sounding board for our CEO, Rich 

Gumbrecht. 

Also, this summer marked a significant milestone: our one-year 
anniversary as SFNet. Our new name and visual identity better reflect 
the diverse community we are today. SFNet is inclusive and as relevant 
as ever, while still respecting our heritage. We haven’t missed a beat 
with the transition and I think the work we’ve accomplished over the 
past year demonstrates this. 

Both your tenure as president and your first year with Leumi 
coincided with the ongoing pandemic. How did COVID-19 effect 
both of your roles?

After close to four decades in the secured finance industry and living 
through many economic cycles, one would expect to have experienced 
all challenges.  However, COVID-19 is very different due to the 
unprecedented ramifications we are currently experiencing and will 
experience in the future.  

Both roles require additional time and careful thought to overcome 
unique circumstances.

On the SFNet front, the team has doubled down on the necessary 
creativity and has the complete support of the volunteers on the 
Management & Executive Committees.  This collaborative, intertwined 
group of individuals provide great results for our community.

On the Leumi Business Credit front, we are in the early innings 
of the ballgame and have built out a solid foundation of clients, ABL 
professionals as well as a superior control environment.

What are your goals going forward in your role at Leumi?

We developed a multi-year plan pre-COVID-19 and are not 
wavering from it.  This includes loan growth, staff additions, system 
enhancements, etc.

The Leumi Business Credit team is very focused on asset quality as 
well as asset growth.  We enjoy accolades from our risk organization for 
the disciplined approach we take with our clients and are aligned on 
balanced growth.

Any advice for incoming president, Jeff Goldrich?

First and foremost, Jeff is well prepared to serve as the president of 
SFNet, having served on many committees over the years such as 
the Investment, Finance, Executive and Management committees.  
In addition, Jeff has led the formation and growth of many lending 
businesses over his career.

My advice is to continue to embrace the creativity and forward 
thinking of the excellent SFNet team and the industry volunteers.  The 
symmetry and collaboration between these people make our network 
vibrant, flexible and poised to take on new adventures that confront us.  

Time goes by way too fast, so have fun and enjoy your time as 
president of SFNet.    

Michele Ocejo is director of communications for the Secured 
Finance Network and editor-in-chief of The Secured Lender.

I
   JOHN DEPLEDGE  
 Head of Asset Based Lending,  
 Bank Leumi USA
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Financial Analysis – Getting 
Behind The Numbers
BY WALTER SCHUPPE

Financial analysis is a cornerstone for any credit 
administration function.  Each loan officer must 
know his or her borrowers and thorough financial 
analysis is the best way to start.

FEATURE
STORY
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he goal of financial 
analysis is to link business 
events to changes in the 
balance sheet, income 
statement and cash flow 
to explain the company’s 
performance during the 
period under analysis.  
Without this linkage 
you end up with “elevator 
analysis” (sales are up, 
AR is up, EBITDA is down, 
etc.) and no meaningful 
understanding of the company’s performance.

Where do you start?  EBITDA is often a starting point for 
many people.  Why?  It is a standard measure of performance 
in the banking and finance industry.  EBITDA is a measure 
of the profitability generated by a business before interest 
expense, tax expense and depreciation and amortization 
expense.  While this gives the analyst a place to start and 
some ability to compare to comparable companies, EBITDA 
should not be viewed as a proxy for cash generation ability.  

Cash is the life blood of any organization so the temptation 
might be to jump right to an analysis of cashflow.  Since 
cashflow is the result of operations and balance sheet 
management, you would be better served to begin with an 
analysis of the P&L and then move on to the balance sheet.  
Armed with a full understanding of the P&L and balance sheet, 
your analysis of the cashflow will be easier and more informed.

Summary financial statements can be helpful in getting 
a quick snapshot of performance, but you really need 
the detailed financials to truly understand the results of 
operations.  There are various degrees of “detailed” financials 
and it is up to the analyst to determine how much information 
he or she needs to understand and explain the company’s 
performance.

This article is not meant to be a comprehensive guide to 
credit analysis but, rather, it is meant to discuss approaches 
to financial analysis that prompt the reader to think about 
how he or she can expand their analysis to get a much 
deeper understanding of the strengths or weaknesses of their 
borrower. 

You should begin your analysis with some general 
expectations of what you expect to see, based upon what 
you know has been happening in the business.  Some basic 
expectations are:

n As sales increase, current assets and current liabilities 
should increase but remain the same as a percentage of 
sales. 

n As sales decrease, current assets and current liabilities 
should decrease but remain the same as a percentage 
of sales.

n Growing companies will likely be net users of cash and 
companies that are stable or experiencing slow growth 
should be net providers of cash.

Income Statement
When analyzing revenue, be sure that you understand how 
many revenue streams the company has and what the gross 
margins are for each stream of revenue.  You will have to 
decide how material each revenue stream is and how deep you 
want to dive.  Is this transactional revenue, repeat business 
or recurring revenue?  Is the GAAP revenue influenced by the 
recognition of deferred revenue?  What is the quality of the 
revenue?  Are the products or services provided considered 
mission-critical to your borrower’s customers?  Are there 
any meaningful switching costs?  An analysis of revenue by 
customer can help you understand this.  You will want to look 
at sales by customer on a Year Over Year basis (YOY) and a 
Year to Date basis (YTD).   Are the sales highly concentrated 
and how would the loss of the largest customer impact 
performance?  

Cost of Goods Sold (CGS) can be influenced by a number 
of factors and some will need special attention.  Is there 
depreciation or amortization of intangibles in the CGS?  Is 
there an overhead allocation and is it consistently applied?  
Are there raw materials that are considered commodities and 
how did the movement of the commodities market affect the 
cost of production?  Is the supply chain U.S.-based or heavily 
dependent on foreign vendors?  If there are foreign suppliers, 
how is the trade relationship with that country and what could 
cause that to change?  Have there been changes in tariffs?  
Are the production costs consistent from year to year in terms 
of raw materials (RM), Work-in-Process (WIP) and Finished 
Goods (FG) as a percentage of revenues?

Operating expenses should first be reviewed in terms of 
broad categories (selling and marketing, administrative, R&D, 
to name a few) and then by line item within each broader 
category.  You should discuss the significant expenses as well 
as those expense which may have had significant changes YOY 
and YTD.  Depreciation and amortization may also be classified 
in Operating expense or they may have their own line.

Nonrecurring expense is a frequently seen classification.  
In some cases, there may be special circumstances which 
have led to these costs and they should be explained.  If your 
analysis shows that each year the company has the same non-
recurring expenses, it’s a good bet those are truly re-occurring 
costs of operations.

Interest expense may contain both cash interest expense 

T
   WALTER SCHUPPE 
 Managing Director  
 Pacific Western Bank
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deteriorate.  If the company is seasonal, your calculation of 
inventory days on hand may need to be analyzed on a T3M 
basis as well as TTM basis to get a full understanding of 
performance.

Capital expenditures need to be analyzed.  It is not enough 
to say “the company had a use of funds of $1MM related to 
capital expenditures.”  What were the CAPEX?  What is the 
payback period?  Is there a minimum level of annual CAPEX 
required for the company to remain competitive?  How much 
of the total cost was for the actual asset vs. installation and 
assembly costs?

Capitalized software development costs are becoming a 
more frequent balance-sheet item for certain companies.  
Companies that create software or SaaS or that have a heavy 
investment in computer systems may need to update these 
systems regularly.  Based on the type and character of the 
expenditures, they may qualify to be capitalized.  That means 
the cash outlay will not flow through the P&L and you must 
adjust operating cash flow accordingly.

Deferred revenue is becoming more common, particularly for 
companies that have SaaS offerings.  Deferred revenue needs 
to be analyzed because, as it builds, the company receives 
cash but does not recognize revenue, which is a temporary 
benefit to cashflow.  However, if contracts are not renewed, or 
new contracts are not signed, deferred revenue will be reduced 
and the company will be recognizing revenue, but not receiving 
cash, which may create significant non-cash EBITDA.  An 
adjustment will need to be made for this.

Accruals and reserves are places where savvy CEOs and 
CFO2s salt away revenue and income for a rainy day.  Consider 
the company that suffered significant inventory damage due 
to a flood.  The CEO wrote off the book value of the damaged 
inventory.  Several months later the company received payment 
from their insurance carrier for the full book value of the 
inventory.  The CEO debited cash and credited other reserves.  
This allowed him the flexibility to smooth dips in future income.

Other assets and other liabilities are another place where 
creative accounting can find a home.  Companies may defer 
certain customer acquisition costs to better match them with 
the life of the customer’s contract.  In certain instance this 
maybe appropriate, but in others it may not.  In either case, you 
need to adjust EBITDA to properly reflect the cash impact of 
these accounting entries.

The equity section in the balance sheet is also a place to 
find pieces to the cash-flow puzzle.  Make sure to understand 
the gross changes in the various ownership accounts and the 
paid-in capital accounts.  Identify any investment or repayment 
made in the period under analysis and question that activity.  
To get a good understanding of how the equity is impacting 
the cash of the business, be sure to look back several years 
to see if there is a history of dividends or a history of investing 
additional capital to support the business.

You may also want to understand the cash conversion cycle.  

and PIK interest.  It is important to understand the breakout 
and look for that to be separately classified on the cashflow.

Tax expense can be influenced by deferred taxes or NOLs 
and you should understand how the taxes were calculated.

When you have analyzed the full P&L, you can build EBITDA.  
Based on the specific circumstances, you may choose to create 
an adjusted EBITDA calculation.  You may elect to add back 
rent or any other expenses which will make the analysis more 
meaningful or comply with industry standard analysis.  You may 
choose to review the balance sheet before you analyze EBITDA.  
Changes in deferred revenue or other unusual changes in other 
balance sheet accounts may influence your presentation of 
EBITDA.  

Balance Sheet
A proper analysis of AR and AP will include both a calculation 
of turnover/days on hand and an analysis of the aging, AR 
dilution, and AR write-off history.  Reviewing the aging will 
provide insight into the customer and vendor concentrations 
which can lead to further analysis of sales by customer and 
purchases by vendor to understand any significant reliance 
that could lead to a dependency on a customer or supply 
chain disruptions later.  Do the various “buckets” on the aging 
support the AR or AP turnover calculation?  If not, why not?  
Does seasonality require your analysis to be done on a T3M as 
well as TTM basis?

Does the AR aging have any significant concentrations?  
What is the financial wherewithal of those account debtors?  
Check the AP aging.  Are there any contra accounts (same 
company that owes AR also owes AP) that could result in a 
setoff and impact cashflow?

You should consider an analysis of purchases by vendor to 
better understand the AP aging.  Do the vendors provide early 
payment terms?  Is your borrower taking them?  If not, why 
not? 

Analysis of inventory can require significant analysis, 
depending upon the complexity of the company’s operations.  
The cost accounting aspect of the inventory can add a degree 
of complexity in analyzing the operations but can also impact 
the inventory on the balance sheet.  Shifts in the composition 
of inventory between raw materials, WIP and finished goods 
can impact gross margin analysis and inventory book values.  
To fully understand your borrower, you may need additional 
ad-hoc analysis of the inventory to dig deeper and fully explain 
their results of operations.  Work with your borrower to develop 
that analysis and require it to be delivered monthly with the 
financial statements.  It is very likely that the CFO has the 
same questions you have and is performing his or her own 
analysis for management purposes.  

Is the inventory a commodity or are the finished products 
seasonal?  Since inventory is valued for GAAP purposes at the 
lower of cost or market, swings in the marketplace pricing can 
impact your inventory values if market conditions seriously 
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Develop the most meaningful analysis possible by interpreting 
the data and creating ad hoc analysis when appropriate.

Detailed analysis applies to companies that are unprofitable 
as well as profitable.  The analyst needs to peel the onion to 
fully understand what is leading to the net loss and negative 
cashflow.

Bridge Analysis
If a company is claiming they have made operational changes 
that will narrow losses or return the business to profitability 
and positive cash flow, be sure to have a detailed analysis 
to support those claims.  This is often accomplished with a 
“bridge analysis” that will look at the financial impact of these 
changes in detail adequate to validate the improvements.  The 
company can show price increases and the expected impact 
on volume and revenue.  You can compare expense levels 
prior to cuts and after cuts.  You can also analyze headcount 
reductions by reviewing a detailed list of employees impacted 
by the RIF, the related salaries and related benefits.   The 
following is an example of a bridge analysis with supporting 
analysis to show where the payroll cuts were made:  
 

13-Week Cash Flow
When a company develops a liquidity crisis, cash is king.  The 
company should have a laser focus on all of the movements 
in cash on a weekly basis.  The generally accepted forecasting 
period is 13 weeks.  For most companies it is very difficult 
to forecast beyond one fiscal quarter (13 weeks).  The more 
detailed the forecast, the more accurate it is likely to be.  Each 
week the banker and the company should review the previous 
weeks results and compare them to the original forecast and 
determine if the balance of the period should be reforested.  If 
the company has an ABL facility with a borrowing base, there 
should be a forecast of availability over the 13-week period.  
The following is an example of a 13-week cash flow.

 

This is the net time period encompassing the purchase of 
goods and or labor, the conversion to and sale of inventory and 
the collection of the billings.  This is calculated by AR Days on 
hand + inventory days on hand less AP Days on hand.  This is 
helpful in understanding the cash flow, borrowing needs and 
the efficiency of managing the working capital.

+ AR Days

+ Inventory Days

-  AP Days          

Cash Conversion Cycle

Cash Flow
Your cashflow analysis will start with the net income, then add 
back non-cash expenses and deduct non-cash income (such as 
the gain or loss on the sale of assets),  add back depreciation 
and amortization and reflect any changes in deferred taxes to 
arrive at the Funds From Operations (FFO).  This measures the 
net cash that will be collected as a result of operations for a 
specified period.  From there you will look at the changes in 
the current assets and current liabilities to get a net change 

in working capital.  When the net change in working capital 
is added to FFO, you will arrive at the Cash From Operations 
(CFO).  CFO represents the cash available after establishing 
necessary reserves, moving certain production costs to the 
balance sheet and working capital management.  CFO is used 
to make non-operating expenditures such as CAPEX, debt 
repayment, dividends, acquisitions, etc.

This leaves an analysis of the long-term assets (fixed assets, 
etc.), long-term liabilities (debt, etc.) and equity (dividends, 
capital infusions, prior period adjustment, etc).  The result 
should be the change between opening cash balances at the 
beginning of the period under analysis and the ending cash 
balances.

Look deeply into the movements in the various line items 
and try to validate those movements with the business events 
you identified in your analysis of the P&L and balance sheet.  

Monthly Reductions New Run Rate Starting 
Compensation

Cuts New 
Compensation

Payroll  1,250,000  301,060  948,940 Jaguer  55,000  15,000  40,000 

Benefits  360,000  75,000  285,000 Jones  35,000  35,000  -   

Overtime  25,000  25,000 Jackson  110,000  10,000  100,000 

Advertising  100,000  100,000  -   Johnson  48,750  4,900  43,850 

CAPEX  120,000  60,000  60,000 Jordan  200,000  200,000  -   

Employee Relations  10,000  10,000  -   White  25,000  25,000  -   

 1,865,000  571,060  1,293,940 O’Neal  116,000  11,160  104,840 

 589,750  301,060  288,690

 
ABC Company — Bridge Analysis:
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Modeling
Software that aids in the spreading of financial statements 
helps improve efficiency by performing basic calculations (AR 
turnover, financial ratios, EBITDA Calc., etc.).  This shortens 
the time to perform the various calculations, but the analyst 
needs to understand the formulas behind the calculations and 
how movements in the financial statements can impact those 
calculations.  Understanding the formula will allow you to better 
interpret results and recognize anomalies.

Be sure that your financial model integrates the balance 
sheet, income statement and cashflow to ensure that you 
catch any out of balance condition in the financial statements 
submitted by the borrower.  

Covenants
Covenants, when violated, serve as an early warning sign to 
bankers that something that was forecasted to happen has 
not happened.  Borrowers would like to limit the number of 
covenants, make the definitions of the calculations to be most 
favorable to the business and they would like the covenant 
levels compared to the forecasted performance to be as loose 
as possible.

It is usually best to structure covenants to measure what is 
most important to the successful operation of the business.  
It is also typically better to limit the number of covenants.  
You don’t want management to run the business so they can 
be in compliance with the covenants, unless it is a troubled 
business.  Then there may be reasons to keep the company on 
a short leash in some regards.

Be sure the covenants are well thought through and the 
definitions do not include or exclude certain items because the 
company fears they won’t be in compliance or create “baskets” 
that exclude certain costs.  Include the impact of those events 
in your calculations and set the covenant levels around the 
expected performance.

Conclusion
Financial analysis is part science and part art.  It is the 
cornerstone of strong credit administration and the analyst has 
to put in the time and ask the questions to fully peel the onion 
and understand why a company has performed as it has.   

Walter Schuppe is the managing director of the Special 
Assets Group at Pacific Western Bank. Walter has 
over 30 years of diversified lending and restructuring 
experience with middle-market companies and has also 
served as a general manager and CRO for privately 
held manufacturing companies.  Walter is a CPA and a 
graduate of Hofstra University.
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Week ending 1/7/20 1/14/20 1/21/20 1/28/20

Sales

Collections

Equity Infusion

Total Cash In Flow

Expenditures:

Raw Materials-Vendor 1

Raw Materials-Vendor 2

Raw Materials-Vendor 3

Payroll & Benefits

Rent

Utilities

Property Taxes

Sales Commissions

Advertising

Interest Expense

Principal Payments

Maintenance Contracts

Maintenance

Capital Expenditures

Other

Total Cash Outlays

Net Weekly Cash Flow

Begininng Cash

Ending Cash

Borrowing Base Forecast

Accounts Receivable

Less: Ineligibles

Eligible AR

Advance Rate

AR Availability

Inventory

Less: Ineligibles

Eligiible Inventory

Advance Rate

Inventory Availability

Total Availability

Forecasted Outstanding 

Revolver

Excess/(Shortfall) Collateral

 
ABC Company — 13 Weeks ending:
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Providing Working 
Capital to Emerging 
Consumer Brands
Assembled Brands, established in 2013 by 
CEO Adam Pritzker, who previously co-founded 
General Assembly, was born in an attempt to 
reinvent venture fi nancing for the 21st century 
by providing rapid fi nancing, business insights, 
and an unrivaled network to grow consumer 
brands.

 
BY EILEEN WUBBE

SFNET MEMBER PROFILE

 JOBETH ABECASSIS
 Managing Director,
 Assembled Brands

In the mid-2010s there was a shift in the 
way that consumers and digitally-native 
brands operated. Digitally-native brands 
and DIY projects were beginning to 
leverage software to create transparency 
and authenticity while fostering a sense 
of community around a product. Supply 
chain transparency radically improved, 
in turn, connecting people who love 
both the maker of the product and the 
product itself. 

“This evolved into the belief, and 
one core to the values of Assembled 
Brands, that every product in every 
category is going to be reinvented and 
the incumbent financial system is 
not equipped to handle this evolving 
consumer climate,” explained JoBeth 
Abecassis, managing director, 
Assembled Brands. 

Assembled Brands offers a 
completely digital, streamlined 
application ensuring an easy, secure, 
and rapid means of sharing financial 
information to move a borrower through 
its underwriting process. 

“Throughout the process, we focus on 
providing a high-touch and transparent 
experience, specifically in the diligence 
portion where our data-driven 
underwriting team will ask a range of 
questions in order to dive deep into the 
business of a potential borrower,” said 
Michael Lipkin, president, Assembled 
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Brands. “Brands have a compelling consumer product, an 
established track record, healthy margins and a strong 
working- capital base that is ready to expand and has eyes on 
a path to profitability.”

Assembled Brands’ core capacity is that of an asset-backed 
lender. More specifically, its products include revolvers, PO 
financing and term loans. Having collected financial and sales 
data on direct-to-consumer brands during the underwriting 
process, Assembled Brands is able to use this information to 
help these companies. 
The value Assembled 
Brands is able to 
provide includes 
benchmarking brands, 
providing insights about 
where to improve, and 
creating models for 
forecasting. In addition, 
they provide a network 
of vendors who can help 
brands improve their 
metrics. 

Assembled Brands 
has a network with 
other consumer lenders 
in the space, and prides 
itself on collaboration 
and symbiotic 
relationships within 
the lending ecosystem. 
Abecassis says they are 
happy to find ways to 
partner with other lenders, 
especially when it comes 
to inventory-only loans as 
they pride themselves as 
inventory-first lenders. 

“Our network includes 
a deep bench of referral partners in the financing space when 
brands don’t fit our specific criteria or needs at the time,” 
Lipkin added. “In addition, we’ve worked collaboratively to 
finance brands outright, including notable work with WIN 
Brands, a holding company.”

Although Assembled Brands has since shifted away from 
incubating brands, one of the well-known brands they had 
worked with is New York-label Khaite, (pronounced “Kate”), a 
ready-to-wear collection from designer Catherine Holstein that 
reimagines classic American sportswear for the 21st century. 
Since launching in 2016, Khaite has established itself as a 
favorite with industry insiders looking for polished staples that 
transcend trends.  

“In its early stages, members of the Khaite team and 
the Assembled Brands team met on a monthly basis to 

discuss financials and other trends in the market,” Abecassis 
explained. “The Assembled team spent hours speaking to 
consumer brands and related vendors and conveyed its 
learnings back to the executive team at Khaite on an ongoing 
basis.” 

With the growth of e-commerce and brands on social media, 
Assembled Brands gets cold inbound leads through its website, 
which is why its data-driven underwriting is so important when 
it comes to identifying the right brands to partner with through 

our platform. 

“Additionally, the team 
at Assembled has forged 
strong partnerships with 
financial institutions 
and referral sources that 
recognize the power of 
Assembled’s financing 
products.  These partners 
are always eager to 
find opportunities for 
companies in their network 
to work with us,” Lipkin 
added.    

Eileen Wubbe is senior 
editor of The Secured 
Lender and TSL 
Express.“Throughout the process, we focus on provid-

ing a high-touch and transparent experience, 
specifically in the diligence portion where our 
data-driven underwriting team will ask a range 
of questions in order to dive deep into the busi-
ness of a potential borrower,” said Michael 
Lipkin, president, Assembled Brands. 
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The risk of fraud is inherent in secured fi nance, 
but there are many ways for lenders to protect 
their business, including background checks.

Asset-based lenders and factors who have been in the business for 
any length of time have encountered – or at least heard about fi rst-
hand – fraud, which has impaired a lender’s ability to be repaid.  These 
situations range from spectacular fraud schemes which make the 
newspapers, to minor everyday infractions which might have gone 
unnoticed (and many do).

As an example of the fi rst category, consider the case of U.S. 
Mortgage,1 a NJ-based company with offi ces around the country, which 
sold the mortgages it originated to Fannie Mae and other investors, and 
then serviced the mortgages for those investors.  The company achieved 
tremendous growth when it signed up a large number of credit unions 
to serve as its private-label, back-offi ce mortgage department.  However, 
the growth outstripped the company’s warehouse line of credit that it 
used to fi nance mortgages temporarily until it could sell them, and so 
it began double-selling mortgages that it had previously sold, forging 
the allonge – the document used to effectuate such sales – and simply 
serviced the monthly payments for both buyers to hide its tracks.  The 
fraudster company owner poured the stolen proceeds into the stock 
market, just as the market tanked in 2008-09.  By the time the fraud 
was discovered, the theft had climbed to over $138 million.

A more pedestrian example is provided by the company that advised 
its lenders that it was running about 30 days late on paying its vendors, 
but added that the vendors were being supportive and continuing to 
ship.  While the company’s accounts payable aging report did refl ect 
approximately 30 days lateness overall, a deeper dive into individual 
vendor invoices and a review of the company’s bank statements, quickly 

revealed that it must have 
been mailing these vendor 
checks to addresses on the 
planet Neptune, since they 
were taking 3½ weeks to 
clear.  The company was in fact 
sticking the checks in a desk 
drawer due to insuffi cient cash 
available, but meanwhile it was 
providing a knowingly false 
– and therefore fraudulent – 
accounts payable aging report 
to its lender.  

In reviewing many years 
strewn with instances of fraud, 
there are as many borrowers 
who appear to have been 
malefactors from birth as there 
are erstwhile honest borrowers 
who one day found themselves 
in a “situation”, put one baby 
toe over the line, and seeing 
that lightning didn’t strike 
them, did it again and again, 
until it became a way of life 
and a line item on a budget.

How can lenders better 
protect themselves against 
such risk?  It starts with 
having a “risk mentality” that 
infuses the loan application 
and underwriting process.  
As President Reagan 
famously said, “Trust, but 
verify!”  Recognize that all the 
preparation and monitoring in 
the world provide at best an 
improvement in your chances of preventing fraud or discovering it sooner, 
but than any given borrower on any given day could do anything.

At the outset of a lending relationship, lenders have an opportunity to 
investigate a borrower’s background.  What sorts of items in a borrower’s 
past might be important for a prospective lender to know about, and 
what types of background investigations are available to lenders? 

Lenders Need to be More Vigilant Than Ever Before

Lenders and business leaders face many extraordinary challenges in 
today’s pandemic business environment.  Brand reputation, narrow 
margins and bottom lines hinge on good decisions.  Those decisions are 
powered by prudent due diligence during the underwriting process.

 A borrower’s reputation may be its most valuable asset, but it 
doesn’t appear on the balance sheet.  When conducting due diligence 
on a borrower, it’s essential to employ best practices for evaluating 
the borrower’s assets and reputation.  One of the more arcane, and 

FRAUD 
INSIGHTS>> FRAUD  >>  LEGAL >> RESTRUCTURING  >> 

FRAUD INSIGHTS 

“But He Had an 
Honest Face!”:  
Preventing Fraud 
and How Back-
ground Checks 
Can Help
BY HOWARD BROD BROWNSTEIN 
AND SUE BURY 

   HOWARD BROD BROWNSTEIN 
 The Brownstein Corporation

   SUE BURY 
 1STWEST Background 
 Due Diligence

1 See NJ.Com, “Montclair man pleads guilty to charges related to $139M fraud”, June 11, 2009.
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often overlooked, is the notion of the “contingent” liability.  Contingent 
liabilities are potential (or off-balance-sheet) liabilities that may or may 
not have an ultimate negative impact, but could lead to problems down 
the road.  Understanding the nature and complexity of, for example, 
pending lawsuits, financial considerations of a recent divorce, patterns 
in driving history (DUI), misrepresentations of education or employment 
and adverse media are just some of the red flags that need to be fully 
investigated in a borrower’s past.

The Background Check: Not All Are Created Equal 

The emergence of background checks has spawned a highly competitive 
arena.  The National Association of Background Screeners estimates 
there are approximately 650 background search companies in the U.S.  
Today, for most business lenders, background checks are standard 
procedure. While this is a competitive industry, treating a background 
check like a commodity is not advisable. Completed reports that reside 
on a desk may appear to have some type of relevant content, but not 
all background reports are created equal.  There is no substitute for 
excellence in proven processes, methodology and compliance in the 
research process by experienced research specialists. 

What Differentiates the Good and Bad of Background Checks?  

Process. Research Methodology. Expertise and Intuition of Human 
Intelligence.

With market maturity, there are trends to cut costs that have developed 
that differentiate background check companies, and there are some 
practices of which the lender should be aware:

Database-Driven Reports are NOT an Investigation: The “Brave New 
World” of digital transformation has vastly increased the gateways to 
big data.  However, digital databases can be conflicting, inaccurate, 
and/or incomplete, and may not offer the most recent and up-to-
date information.  There are companies that create database-driven 
homogenized reports, where the data is ordered and assimilated into 
a report template by industry-inexperienced processors, rather than 
experienced, tenured research risk specialists that gather, analyze, and 
prepare information.  This is a volume-driven business model, and these 
types of reports lack depth.  The report may look good superficially, but it 
is potentially unreliable. 

“Enhanced Due Diligence” Leaves No Stone Unturned

Experienced human intelligence is required for accurate data mining, 
judgment, and intuition. With enhanced due diligence, having one set of 
eyes of a seasoned professional from start to finish investigating a subject 
helps to ensure the most accurate and compliant report possible. 

Enhanced due diligence digs deeply into an individual’s background 
with intense multi-layer research methodology.  It includes both online and 
on-site field investigation of criminal and civil litigation histories, research 
of data intelligence sites, public records and government repositories, 
analyses and reviews of business affiliations, tax lien/judgments, real 
property, court filings, global news media and extensive social media 
footprints.  Reports can include a credit report (with the written consent 
of the subject), references, UCC filings, education and certification 
verification.  Thorough analysis of all data is conducted by experienced 
professional research analysts and a compliance team.  Search history 

usually covers between 10 and 20 years for this type of due diligence. 

Remember, paying attention to contingent liabilities isn’t about 
avoiding risk.  Risk is inherent in lending and is a key factor in driving 
margins for the most successful financial service firms.  Instead, 
understanding contingent liability is about incorporating enough 
information into a lending decision to avoid getting caught off-guard by 
something that was hiding in “plain sight”.  This also includes controlling 
for contingent liabilities that may reside in the borrower’s company. 

Example:  Deep-Dive Due Diligence Uncovers Contingent Liability 
– “The devil is in the details!”: In one recent investigation, a federal 
court case was found naming the subject and several related business 
entities as defendants, which resulted in a $2.2 million civil penalty 
and other disciplinary actions against the subject and his companies.  
Details found in the case docket revealed two related actions involving 
several of the subject’s companies.  Court documents identified the 
cases as related “because they arise from the same or closely related 
transactions, happenings or events,” although neither case named the 
subject as a defendant.  Both related cases resulted in a substantial civil 
penalty or disgorgement, along with injunctions and restraining orders, in 
one case permanently banning the company from operating within the 
industry.  The complaints and final orders in both related cases provided 
additional color to the allegations in the case involving the subject, and 
it’s important to note that this information would not have been found 
without the deeper research that was performed.

Takeaway On Enhanced Due Diligence vs. Database-Driven 
Background Checks

A quotation by Warren Bennis, often credited with founding the study of 
business leadership, sums it up well.  “Leaders are people who do the 
right thing; managers are people who do things right.”  In other words, 
what may be efficient may not be effective.   Background checks provide 
the backbone of truth to provide a lender with the most accurate and 
intelligent information possible to make an informed decision, but only 
if they are carried out with the appropriate depth and scope provided by 
Enhanced Due Diligence. 

All lenders know that sound lending practices begin with due 
diligence during the underwriting process.  The benefits of utilizing 
Enhanced Due Diligence, rather than basic database background 
checks, have become clear to help make the loan underwriting process 
more effective in preventing fraud.    

Howard Brod Brownstein is president of The Brownstein 
Corporation, a provider of turnaround management, 
investment banking and fiduciary services.   

Sue Bury is president & CEO of 1STWEST Background Due 
Diligence, a firm that specializes in background investigations 
for pre-lending, business-investments and vetting of C Suite 
Executive Hires. Bury is recognized as a national expert in B2B 
due diligence and reputation risk mitigation. She is a featured 
podcast guest, published author and blogger for leading 
industry media newsmakers and publishers covering topics 
and insights relating to business due diligence, fraud and 
reputation risk. 
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Lending against accounts receivable arising 
from federal government contracts raises 
unique concerns for a lender.  Appropriate 
diligence and an understanding of the Federal 
Assignment of Claims Act are key to deter-
mining whether and when to lend against 
such accounts.

Contracting with the federal government can be good business 
for a borrower. Most federal government contracts require 
that the government pay “promptly” -- typically within 30 days 
of invoice unless specified in the contract -- or require the 
government to pay interest on the billed amount, even if not 
specified in the underlying contract.1  Also, the government’s 
likelihood of payment is heightened by the fact that the 
account debtor literally prints its own money. 

Despite these apparent advantages, most forms of asset-
based credit facilities exclude from borrowing availability 
accounts owing by the federal government unless the borrower 
has complied with the Federal Assignment of Claims Act. 
Whether a lender follows or foregoes this standard formulation 
is a credit decision made on a case-by-case basis. A well-
informed decision requires an understanding of the purpose, 
scope, and relative benefits of compliance with the Assignment 
of Claims Act.

UCC 9-406 and the Federal Assignment of Claims Act

The most common exit strategy in an accounts receivables facility is 
the ability for the lender to “collect out” the borrower’s receivables. The 
Uniform Commercial Code (the “UCC”) gives a lender a powerful tool 
to enforce that right of collection. Under UCC Section 9 406, the lender 
can send or require the borrower to send notice to the borrower’s 
account debtors to pay the lender directly. Upon the account debtor 
receiving notice, the account debtor must pay the lender to discharge 
its obligation under the account. If the account debtor ignores the 
notice and continues to pay the borrower, it must pay the obligation a 
second time directly to the lender. 

As with most rules, there are exceptions. Section 9-109 of 
the UCC provides that Article 9 does not apply to the extent 

that, among other things, 
a statute, regulation, or 
treaty of the United States 
preempts Article 9.  In 
the case of payments by 
the federal government 
on accounts owing by it, 
two statutes govern the 
assignment of payments. 
They are (a) the Anti-
Claims Act,2 which applies 
to claims for work that 
have been completed, and 
(b) the Anti-Assignment 
Act,3 which applies to 
claims under executory 
contracts. Together, they 
are commonly referred to 
as the “Federal Assignment 
of Claims Act” or the “FACA.” Among other goals, the FACA 
aims to reduce the risk of misdirected payment by the federal 
government that could result if there were more than one 
party claiming a right to payment under a single government 
contract.  

By limiting the right to assign payment, the FACA had the 
unintended consequence of reducing the ability of private 
contractors to obtain third-party financing. In response to 
World War II and the need to adequately supply the war 
effort, the Federal Assignment of Claims Act was amended 
to exclude from the scope of prohibited assignments certain 
assignments to financial institutions. This expanded the 
universe of potential government contractors by enabling 
smaller companies to obtain the external financing needed to 
participate in the government contract bidding process.

Overview of the FACA

As a preliminary matter, it is important to note that the FACA only 
governs the obligation of the federal government to pay a third party 
and can only be enforced and raised as a defense by the federal 
government.4  It does not preempt or otherwise affect the rules 
regarding the validity, enforceability, and perfection of a security 
interest, as to which the UCC provides the applicable law.5  A secured 
party must still be granted a security agreement in the borrower’s 
accounts and must still fi le a UCC fi nancing statement identifying the 
borrower’s accounts as collateral to perfect its security interest. The 
“fi rst-to-fi le” rule still governs the priority of the lender’s security interest 
in the accounts and all proceeds of such accounts. 

Assuming the lender has a perfected security interest in 
accounts, it can then turn to the rules regarding the scope of, 
and eligibility and compliance under, the Federal Assignment 
of Claims Act, which are contained primarily in the Federal 
Acquisition Regulation (the “FAR”).6
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1  See Prompt Payment Act, 31 U.S.C. §§ 3901-3907.
2  31 U.S.C. §3727.

3  41 U.S.C. §6305.
4  United Bonding Ins. Co. v. Catalytic Const. Co., 533 F.2d 469, 473 (9th Cir. 1976).
5  See In re Altek Syst. Inc., 14 B.R. 144, 34 UCC Rep. 286 (Bankr. ND Ill. 1981).
6  48 C.F.R. Chapter 1 et seq. (2019).
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A. Contracts Eligible for Assignment

 A lender first must determine whether the contract in 
question is eligible for assignment. Pursuant to the 
FAR, a contractor may assign monies that are due 
or to become due under a contract with the federal 
government only if all of the following conditions exist:

 1. The aggregate payments under the contract are at 
least $1,000. 

 2. The assignment is made to a bank, trust company, 
or other financing institution. The lender must be in the 
business of lending as its primary function. For example, 
a “one-off” loan by a party not otherwise engaged in 
lending (such as a supplier to the borrower) would not 
be eligible to be an assignee under the FACA.

 3. The terms of the contract do not prohibit the 
assignment. An agency can elect to insert a “Prohibition 
of Assignment of Claims” clause if it determines that it 
is in the government’s interest to prohibit assignment of 
the right of payment.7

 4. Unless, expressly permitted in the contract, the 
assignment is (a) for the entire amount of the contract 
not already paid, (b) made only to one party (which 
includes an agent or trustee for multiple parties 
participating in the financing) and (c) not subject to 
further assignment.8  These restrictions are consistent 
with the FACA’s general purpose of preventing multiple 
claimants under a single contract.

B. Steps for Assignment

 If the contract is eligible for assignment, the lender 
then must take care to ensure that the assignment 
complies with all requirements of federal regulations. 
Failure to comply with all necessary steps will render 
the assignment invalid.9 Compliance includes all 
requirements under the FAR, but may also including 
requirements under supplements to (or exemptions 
from) the FAR for specific governmental agencies, 
including, among others, the Department of Defense 
and Federal Aviation Administration.10  Under the FAR, 
compliance requires (1) a valid assignment by the 
borrower to lender, (2) a valid notice of assignment 
by the lender to the applicable government agency 
and other potential third-party recipients, and (3) the 
lender’s current registration with the System for Award 
Management (which allows the federal government 
to pay by electronic funds transfer). Each of these is 
discussed below.

 1. Assignment. The assignment is an agreement made 
by the borrower to the lender. There is no particular form 
that must be used, but the instrument of assignment 

must include an assignment to the lender of all “moneys 
due or to become due” under the contract, the effect 
of which is to grant the lender, as assignee, ownership 
of the proceeds of the contract. Assignments which 
are overly broad (e.g., all rights under the contract) 
may be rejected by the applicable governmental entity 
because the FACA permits only the assignment of rights 
to payment. Similarly, a grant that is too narrow (e.g., 
a grant of a security interest) may not be sufficient to 
indicate a present assignment of the right to payment. 
A lender concerned about rights other than the right to 
payment should rely on its loan documentation with the 
borrower, including, (a) the security interest granted by 
the borrower in favor of the lender and (b) the filed UCC 
financing statement naming the borrower as debtor and 
the lender as secured party which perfects such security 
interest. 

     In addition to the language contained in the 
instrument of assignment, the FAR also contains specific 
requirements regarding how the assignment must be 
signed by the borrower. These include, for example, 
requirements that assignments by a corporation be 
(a) signed by an authorized officer, (b) attested to by 
the corporation’s secretary or assistant secretary, and 
(c) impressed with the corporation’s seal or, in the 
absence of a seal, a copy of the resolutions authorizing 
the signing officer to sign on behalf of the corporation. 
Again, failure to comply with these seemingly ministerial 
requirements will render the assignment invalid.11

 2. Notice of Assignment. The notice of assignment 
is signed by the lender. Unlike the instrument of 
assignment, the FAR contains a preferred form of 
assignment.12  Nonetheless, due to the supplemental 
rules of certain Federal agencies, it is important to 
confirm whether the particular contracting agency may 
have any additional requirements.

       Once complete, the FAR requires that the lender 
send one original and three copies of the notice of 
assignment, together with one “true copy” of the 
instrument of assignment, to (a) the contracting officer 
or agency head, (b) the surety on any bond applicable to 
the contract, and (c) the disbursing officer designated in 
the contract.13

3. System for Award Management. In order to be paid, 
the lender will need to have registered with the System 
for Award Management (“SAM”). SAM provides for a 
centralized system to facilitate paperless payments 
through electronic funds transfers. When registering 
with SAM, the lender will be issued a Commercial and 

7  48 C.F.R. § 32.802 (2019).
8  48 C.F.R. § 32.802 (2019).
9  In re Freeman, 489 F.2d 431, 432 (9th Cir. 1973); United Cal. Discount 
Corp. v. United States, 19 Cl. Ct. 504, 507-08 (1994).
10  48 C.F.R. Chapter 2 § 232.8 (Defense Federal Acquisition Regulation 
Supplement ); 49 U.S.C. § 40110; 48 C.F.R. § 1201.104(d) (2019)  (Federal 
Aviation Administration’s Acquisition Management System).

11  48 C.F.R. § 32.805(a) (2019).
12  48 C.F.R. § 32.805(c) (2019).
13  48 C.F.R §§ 32.802(e) and 32.805(b) (2019).
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Government Entity (“CAGE”) Code, which will also be 
needed to process the assignment. Once registered, the 
lender needs to renew with SAM each year to maintain 
its active status.14

If the assignment and all related documents presented by the 
lender are in proper form, the contracting officer or agency head will 
acknowledge the assignment and return it to the lender. While the 
assignment is effective upon its receipt, case law provides that the 
federal government has a reasonable opportunity to determine if the 
assignment is valid.

C. Considerations for Lenders

 Considered individually, each requirement may not 
appear overly burdensome. Compliance may become 
more involved, however, when considering the number, 
dollar amount and term of the contracts. If there are a 
multitude of contracts, or if the terms of the contracts 
are of short duration, the documentation needed for 
compliance grows exponentially. Moreover, if the relative 
dollar amounts of each contract are small, a borrower 
may request borrowing eligibility for some or all of those 
contracts without the need to comply with the FACA.

      Given the potential for administrative burden, 
some lenders opt to forgo compliance with the FACA 
at the initial loan closing but require compliance (1) 
at the lender’s discretion, (2) based on an objective 
measurement such as a threshold contract amount and/
or duration, or failure to satisfy a minimum availability 
threshold under the loan agreement, or (3) the 
occurrence of an event of default. If a lender employs 
this approach, the loan agreement should include 
the right for the lender to seek injunctive or equitable 
relief to force specific performance of the borrower’s 
compliance with the FACA, which may be required in 
instances where an event of default may not otherwise 
exist. 

D. Benefits of Compliance with FACA

 As noted above, whether to require or forego compliance 
at closing requires an understanding of the relative 
benefits of compliance. These include:

 1. Direct payments from the federal government. 
Compliance with the FACA is the practical equivalent 
to the lender’s right to notify non-federal government 
account debtors under Section 9-406 of the UCC. In 
addition, because the FACA is distinct from the UCC, if 
a lender foregoes compliance, another creditor of the 
borrower with a subordinate lien on accounts could 
comply with the FACA and obtain the right to direct 
payment from the federal government notwithstanding 
its subordinate lien. Undoing the FACA assignment likely 
would include obtaining a court order and serving it on 

the appropriate government officials, all of which might 
involve more work than complying with the FACA initially. 

 2. Only the lender can change payment instructions. 
This avoids potential fraud risk by preventing a borrower 
from having payments directed to a deposit account 
other than that of the lender or over which the lender 
has control.

3. Payments made are “final” and not subject to clawback. 
The federal government cannot seek repayment from 
the lender once payment is made, even if the payment 
should not have been made (including by reason of 
penalties, overpayments, misdirected payments, or 
the federal government’s right of offset for unrelated 
obligations).

4. No-Setoff Commitment. Certain government contracts 
may also contain a “no set-off commitment”,15 which 
provides that payments to an assignee under the FACA 
will not be subject to reduction or setoff by the federal 
government, even if the claims arose prior to the date 
of the contract. The federal government views itself as a 
single entity. As such, any liability owing by the borrower 
to any federal governmental entity can be setoff 
against the account, including, for example, amounts 
owing for taxes, fines, penalties, and social security 
contributions.16   If included, the no-setoff commitment 
provides the lender greater assurance of payment on 
accounts owing under the contract because it negates 
the risk of setoff due to the various obligations that the 
borrower may owe to one or more federal governmental 
agencies.  

     Note, however, that not all contracts are eligible for a 
no-setoff commitment. The inclusion of the commitment 
can occur only when a determination of need is made 
by the head of the applicable agency and has been 
published in the Federal Register. Such determinations 
may be appropriate in contracts to facilitate the national 
defense, in the event of a national emergency or natural 
disaster, or to facilitate private financing of contract 
performance.17

E. Other Issues in Dealing With Government Contractors 
Generally.

 Notwithstanding a lender’s compliance with the FACA, 
the financing of government contractors raises several 
additional potential issues that a lender should consider. 
While not exhaustive, these concerns include:

 1. Non-Payment for Wage Violations. The federal 
government can withhold payments under a government 
contract if the borrower fails to pay its employees in 
accordance with federal wage and hour laws.18  Federal 
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14  System for Award Management User Guide – v1.8 § 3.1 (July 23, 2012) 
(available at https://www.acq.osd.mil/dpap/pdi/eb/docs/SAM_User_Guide_
v1.8.pdf).

15  48 C.F.R. § 32.803(d) (2019); 48 C.F.R. § 52-232-23, Alternate I (1984).
16  48 C.F.R. § 32.804(b) (2019). 
17  48 C.F.R. § 32.803(d) (2019). The no-setoff commitment does not apply 
when the lender has not made a loan under the assignment or a commitment 
to make a loan or the amount due on the contract exceeds the amount of any 
loans made or any commitment to make loans. 48 C.F.R. § 32.804(c) (2019).
18  29 C.F.R. § 4.187 (2019).
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courts considering this issue under the FACA have 
concluded that the lender’s right to payment is derivative 
of the borrower’s right. Given that the borrower is not 
entitled to payment due to its violation of federal wage 
and hour laws, these courts have held that neither is the 
lender even if a valid assignment exists.19

 2. Termination for Convenience. A government agency 
generally has a right to terminate its contracts for 
“convenience” when in the best interest of the agency 
(typically meaning that the subject of the contract is 
no longer needed or the contract is no longer efficient 
and constitutes a waste of government assets). In such 
cases, no damages or expected profits would be payable 
to the borrower as the contracting party.20 

3. Contract Exculpation for Non-Funding of Government 
Agency. Many contracts contain provisions that relieve 
a government agency from performance and damages 
if they do not receive anticipated funding needed to 
pay for the goods or services contemplated under the 
contract.

4. Surety and Bonding Requirements. Many government 
contracts (including construction) have bonding 
requirements.21  Case law generally holds that the surety 
takes priority over a perfected security interest with 
respect to the right to payment under the government 
contract.22

F. Suggested Due Diligence for Lenders

 Given the specific requirements for compliance with 
the FACA and other issues pertaining generally to the 
right to payment under government contracts, a lender 
considering lending against accounts owing by the 
federal government should undertake as part of its 
underwriting and due diligence:

 1. Determine the nature of contract (construction, 
procurement, etc.) and the specific government agency 
involved (GSA, FAA, DoD, etc.). Compliance under the 
FACA may differ across departments and agencies and, 
in some cases, requirements in addition to the Federal 
Acquisition Regulations may apply.

 2. Confirm whether the contract prohibits assignments. 
As noted above, compliance with the FACA presumes 
that the contract does not otherwise prohibit 
assignments.

 3. Confirm whether any obligations are owing by the 
borrower to the federal government that may be subject 
to setoff. The scope of potential obligations subject to 
setoff is rather broad given that separate departments 
and agencies of the federal government are considered 
a single entity for setoff purpose.

 4. Confirm whether a “no setoff commitment” is 
included in the government contract.

 5. Confirm compliance with applicable wage laws. 
This can be done during field examinations by the 
lender as well as part of the borrower’s periodic 
financial reporting. These requirements will help avoid 
circumstances where the lender has advanced against a 
government contract that could be subject to holdback 
of payments due to the contractor’s failure to pay 
laborers in compliance with federal wage and benefit 
requirements applicable to the contract. 

Lending against federal government receivables does not come 
without risk. Like most risks, it can be quantified and, through 
proper due diligence, documentation and verification, a lender 
can protect against the downside that the risk presents. By 
careful consideration of a particular borrower’s circumstances, 
including, among other items, the agency involved, the number, 
dollar amount of term of government contracts, as well as the 
specific contract terms, a lender can evaluate whether lending 
against government receivables can benefit both the borrower 
and lender.   

Anthony C. Cianciotti is senior counsel with  
McGuireWoods LLP.

19  United California Discount Corp. v. U.S., 19 Cl. Ct. 504, 510 (1990).
20  See Federal Acquisition Regulation (“FAR”) Part 49.
21  The Miller Act (40 U.S.C. §§ 3131-3134) contains such requirements for 
construction contracts with the federal government.
22  In re Comcraft, Inc., 206 B.R. 551 (Bankr. D. Or. 1997).
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As the COVID-19 pandemic continues to impact the United States, 
America’s business community continues to struggle with the 
daily effects of the virus. We’ve now reached a crossroads as 
many businesses, particularly middle-market companies, continue 
to persevere in an economy that hasn’t yet fully recovered. This 
article refl ects on where we’ve been, examines how the near 
term is likely to look, outlines the next steps for companies 
implementing their strategies for recovery and offers opportunities 
for the secured fi nance community to participate in that recovery.

Rising Bankruptcies and More to Come
It’s been a challenging and unusual year so far. In my lifetime, 
businesses across the country have never faced the unique 
challenges and widespread disruption that COVID-19 has created. 

Few businesses have been 
spared the disruption, lost 
revenue, increased costs and 
other fi nancial and operational 
challenges created by the 
pandemic and resultant 
operational shutdowns. Any 
business that relies on the 
consumer has been impacted, 
a few positively, but most 
negatively. We watched as 
the hospitality, restaurant, 
transportation, healthcare and 
retail industries were severely 
impacted. There have been 
some bright spots, however, 
including grocery stores, home 
delivery services, technology-
related communication 
activities and telemedicine. Surprisingly, the big box retailers have 
performed particularly well, largely at the expense of mall-based 
retailers. 

Below is a chart showing U.S. bankruptcy fi lings from March 1, 
2020, through August 19, 2020, by industry sector:

It’s interesting to note that there were 156 corporate 
bankruptcy fi lings during the past fi ve months. Business 
bankruptcy fi lings were up 21% compared to the same period in 
2019. For the most part, the industries entering formal insolvency 
had already been identifi ed as troubled business sectors. During 
this period, 44% of the bankruptcies were either in the energy or 
retail industries. Many of the companies that fi led for bankruptcy 
were already either struggling or “zombie businesses” that needed 
to restructure before COVID-19. Mall traffi c, for example, has been 
trending down for several years, and many businesses found 
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themselves struggling. The impact of stay-at-home orders was the 
last straw for many retailers, as they needed to address their over-
stored footprint to right-size their operation or, in many cases, go 
out of business to liquidate inventories and pay off debt.

 The energy sector has been struggling since 2014 due to low 
fossil fuel prices and high leverage. With oil prices hovering in the 
range of $40 a barrel, most exploration and production companies 
are operating below break-even and struggling to service their 
debt. This has led to many lenders “redlining” the energy sector 
and many oilfi eld services companies going out of business. 
Unfortunately, there will be more disruption in the energy sector 
unless demand increases and prices rise. At the same time, 
energy is an extremely important industry segment in the U.S., and 
it’s vital that it remains viable. 

 The chart also reveals that there hasn’t been widespread 
bankruptcy activity in many of the other industry categories. Why is 
that? Clearly, the $5 trillion of government support for the nation’s 
economy has played a critical role in keeping many businesses 
afl oat. Various stimulus programs have armed the consumer with 
dollars to spend and recirculate through the economy. In addition, 
the CARES Act pumped trillions into the U.S. economy by directly 
supporting businesses in particularly hard-hit sectors, as well as 
middle-market companies operating throughout the U.S.

Our expectation is that many more businesses will face the 
prospect of having to navigate through continued operational and 
fi nancial restructuring over the next several quarters. As the U.S. 
government’s capacity and appetite to continue to pump money 
directly into the economy wanes, consumers and businesses 
will feel additional strains on their fi nancial condition. Recent 
increases in COVID-19 cases across many states around the 
country, and the potential for a second wave, have made it diffi cult 
for many businesses to return to normal. For many businesses, the 
new normal has yet to be defi ned. Will businesses return to pre-
COVID-19 revenue levels, or will the new normal be a fraction of 

the revenue generated in early 2020? It’s still hard to tell and hard 
to forecast the future with any level of precision.

What Management, Ownership and Lenders 
Should Do
The current landscape of the U.S. economy sees continuing 
weakness in many areas. Patients are still deferring trips to the 
hospital, doctor, dentist or diagnostic testing facility. As a result, 
revenues remain down 20-30% in many hospitals and healthcare 
facilities. Restaurant and bar restrictions remain active in many 
states. Even states with low positivity rates are hesitant to fully 
reopen, fearing an uptick in cases. Businesses that support 
live events, entertainment and other similar social activities 

Takeaways
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The COVID-19 pandemic has led to an increase in bankrupt-
cy fi lings. The energy and retail industries have seen the 
most signifi cant increases.

Lenders have generally been supportive of businesses that 
have struggled due to COVID-19. However, many expect 
lenders’ fl exibility to tighten.

To gain the support of lenders, management should lay out 
a detailed, realistic revenue plan for the next 12-18 months 
tied to key drivers of the business, along with an attainable 
near-term cash forecast.

Struggling organizations should focus on the profi table 
core business. Look at each cost center and decide what is 
absolutely necessary to support the business.

One potential source of assistance is the Main Street Lend-
ing Program under the CARES Act. This could also provide 
an opportunity to attract a new lender to the situation and 
raise additional capital.

Images Courtesy of BDO USA, LLP
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have barely begun to see any uptick in revenue. The travel and 
hospitality industries remain moribund as business travel has been 
cut dramatically, and most consumers are avoiding travel other 
than by passenger vehicle. Americans are currently not allowed to 
travel internationally to most countries.

Lenders, for the most part, have been supportive of businesses 
that have struggled due to COVID-19, especially if those businesses 
were healthy prior to the pandemic. They have typically provided 
flexibility on financial covenants and, in many cases, deferred 
principal and interest payments. At a time with no clear solutions, 
financial institutions supported companies accessing the various 
government CARES Act programs, such as the Paycheck Protection 
Program (PPP). Often these same institutions chose not to create 
defaults at a time when so much uncertainty and disruption were 
prevalent across the U.S. economy. However, with the next round of 
interest and principal payments due in September, it is unclear how 
much flexibility remains. 

Many expect a tightening of lender flexibility to begin to be 
felt in the fourth quarter of 2020, when quarterly debt service, 
compliance certificates and financial reporting are due. With this in 
mind, it’s important that companies prepare for what will likely be 
very challenging discussions with their lenders. I’ve outlined a few 
ideas based on my experience during this and other recessions. 
Many companies will need more time to either turn around their 
businesses or have the economy begin to yield opportunities for 
growth and financial success, and it is important that lenders 
remain supportive.

It’s up to management to come up with a game plan to gain the 
support of its lenders. During periods of economic difficulty where 
businesses are often struggling to meet covenants and service 
debt, a new, more aggressive operational game plan is needed. In 
my experience, success requires “all three legs of the stool” to be 
in place. The three legs are management, ownership and  lenders. 
Each has a role to play to accomplish a successful turnaround, or 
an “extension of the runway,” to allow improvement of the business 
to happen over time and avoid a formal restructuring: 

n Management has the obligation to put forward and 
implement the best possible business plan for the company.

n Ownership’s role is to support the business, both financially 
and with the resources, human capital, etc., to optimize 
performance.

n Lenders are also a financial partner, and they want the 
business to succeed to validate credit decisions made to 
lend to the business and to ultimately be repaid.

Most companies have worked diligently to manage cash, 
maintain liquidity and reduce headcount and expenses as 
appropriate. It’s important that significant effort be put into 
developing a revenue forecast for the next 12-18 months that is 
both attainable and realistic, integrated with a robust near-term 
(13-week) cash forecast. I know this is easier said than done for 
many businesses that aren’t in control of the demand drivers for 
their business. In general, it would be best to err on the side of 

conservatism, while at the same time working diligently to identify 
in detail when and how revenue is likely to return to the business. 
A state-by-state assessment based on the current COVID-19 
regulations where operations are located, as well as the impact of 
the pandemic on consumer demand, must be completed.

Management needs to lay out in detail their revenue plan. It 
must be determined by the key drivers of the business. Bottom-up 
plans are always better received and more accurate. The following 
points will need to be fully vetted and presented:

n What have the trends been? 

n Where do we see improvement coming in the near and 
medium terms?

n What’s our performance by customer, product, geographic 
location, contract, etc.?

 

The management team will be questioned and challenged by 
their lenders to understand the thought process and basis for the 
revenue assumptions utilized in the plan.  Management must be 
prepared to share sensitivities for the assumptions made in the 
plan, particularly as they relate to the timing for revenues to return 
to more normalized levels. Based on revenue assumptions, it’s 
extremely important that management build an expense structure 
that puts the company in a position to generate positive earnings 
and cash flow. This requires taking a hard look at marginal 
operations throughout the organization that have generated low 
or no profitability. Now is the time to take action to define the 
profitable core business and refocus operations and resources on 
only the most profitable activities.

Questions that struggling businesses need to answer:

n What are our most profitable customers and products?

n Which of our customers and products are the least 
profitable or generate little or no incremental contribution 
margin?

n What actions can we take to improve our marginal 
operations to generate incremental profitability and cash 
flow?

n If we make changes to our mix of customers and products, 
what expense reduction opportunities do we have to lower 
our fixed costs?

n What actions can we take to increase and maintain current 
cash flow?

 

Focusing on the Profitable Core Business  
Recently, BDO advised a business on the turnaround of its 
operations. The business was losing substantial money pre-
COVID-19. Analyzing the data in great detail, it was determined 
that there was a significant portion of customers in a number of 
regions that simply weren’t generating a sufficient profit margin 
to support the required infrastructure, including the selling, 
warehousing and delivery costs associated with their business. 



In addition, we determined that the various warehouses, depots 
and delivery expenses could be eliminated if we restructured the 
operations to focus on the profitable core customer base. This 
analysis created the basis for a detailed action plan to create a 
new business model that was quite profitable. These disciplines 
are incredibly important today, as the luxury to invest in new and 
unprofitable aspects of the business simply isn’t available for many 
businesses. Lenders want to hear management’s plan and want 
to understand what’s going to be different. They also want to know 
Plan B if revenue forecasts fall short.

We recommend using the exercise of a zero-based budgeting 
process when building an expense structure for the business 
operation. This budgeting tool can be particularly useful in times 
when uncertainty regarding revenues exists. Taking a hard look at 
each cost center, management must ask the question: What do we 
really need to support our business? Process-map your operations 
and support only activities that are necessary and critical. 

Struggling businesses should also take a hard look at capital 
expenditure programs throughout the company. Too often, legacy 
capital expenditure plans are built based on prior expenditures rather 
than on what is really needed for the business to move forward. In 
this environment, where profitability and cash flow are challenged by 
lower revenues, a zero-based budgeting plan for capital expenditures 
is appropriate. It’s never  good  to fall behind on maintenance capital 
expenditure programs. However, challenging times require new thinking 
about everything that we do. Examining our maintenance plans to see 
if we can do it smarter and cheaper often yields some new insights that 
can lead to saving money.

Another area of potential opportunity would be the redeployment 
of assets. Are there assets available that are underutilized or could be 
converted into liquidity to fund the operations of the business? Often, 
companies have warehouses or other brick-and-mortar assets which 
are owned by the business. Now may be a good time to consider the 
potential for a sale-leaseback or some other transaction that could free 
up capital for the business. Most businesses are struggling to manage 
working capital, as many businesses have slowed their payments. It’s 
important to stay on top of working capital management to keep the 
conversion cycle as short as possible.

 The company’s business plan and financial forecast will determine 
the requests borrowers will be making to  lenders:

n Will we be able to meet our financial covenants? 

n Will we be able to make our principal amortization as 
scheduled?

n Will we be able to make interest payments?

n Will we be able to fund our operations, or do we need additional 
financial support?

n How much flexibility do we have relative to our business plan if 
revenues don’t materialize as forecasted?

 

It’s important for borrowers to make a specific proposal to lenders 
once they have shared the business plan and delivered the financial 
forecast. The big challenge will come when there are additional funding 

requirements for the business or if debt service requirements can’t 
be met. In most cases, lenders will be relatively flexible with financial 
covenants, as long as the business is being managed in a responsible 
way. However,  lenders will expect you to make all interest payments. 
In addition, lenders will expect ownership to provide additional funding 
for the business operation, if needed. To the extent there is additional 
collateral available to support additional debt,  lenders may be able to 
be part of the funding solution. However, in most cases, lenders will 
want to see an equity injection into the business to support it through 
the remainder of the pandemic. 

Lenders, on the other hand, need to perform their own review of 
the business, its management team, the business plan and their own 
position. Lenders should review the following questions and issues 
when assessing a company’s plan or any requests for modifications to 
the credit agreement or payment terms:

n Is the plan credible, and has the management team typically 
delivered what they have committed to in the past?

n Has the management team made the difficult and tough 
operational decisions?

n Is the financial reporting sound, and is there acceptable 
transparency regarding the business, its operations and its 
issues?

n What is our collateral position relative to the outstanding debt?

n Do we have appropriate guarantees from the principals?

n Is repayment likely if we support the company despite short-
term issues?

Once these questions are answered, further internal discussions 
are warranted and appropriate. If additional due diligence is required, 
retain valuation or restructuring professionals for advisory services.

Main Street Lending Program Options 
In some cases, there may be minimal support coming from lenders. 
To the extent there are over-advances or a lack of collateral to support 
the debt, it’s possible that lenders may need to take a hard line with 
the company. This will obviously create challenges for the company 
to persevere. One potential solution is to access the Main Street 
Lending Program (“MSLP”) under the CARES Act. This may provide an 
opportunity to attract a new lender to the situation and raise additional 
capital by using the MSLP. 

On the next page are some of the key benefits of the MSLP, which 
are available for businesses with either (a) $5 billion or less in revenue 
or (b) less than 15,000 employees:

We recently were able to assist a BDO client with closing a 
$50 million financing facility, taking advantage of funds available 
through the MSLP. This provided much-needed additional capital 
to restart operations for this middle-market parts manufacturer, 
whose operations had been shuttered for several months during the 
early stages of the pandemic. It was a win-win for both the borrower 
and the new lender. The legacy lender was focused on borrowing base 
formulas in the current state of the business, which had been struggling 
to fund its operations through the nearly 90-day shutdown. However, 



48
THE 
SECURED
LENDER
OCTOBER 2020

the business was strong and historically very profi table. It had solid 
contracts for the parts that it supplied to several multinational and 
international manufacturers. With the onset of the pandemic, recent 
performance was down, new accounts receivable were not being 
created and the line of credit was contracting. In accordance with the 
legacy credit agreement, funds from collections on existing accounts 
receivable had been immediately applied to pay down the line of credit, 
reducing the available funds under the borrowing base formula.

The new lender was able to accomplish a number of very 
positive objectives for their institution. Senior management very 
much wanted to participate in the MSLP program if they could fi nd 
the right candidate. This situation would allow them to establish a 
relationship with a signifi cant business that enjoyed a long history 
and positive outlook in a more normalized economic environment. 
With the government taking on most of the fi nancial risk associated 
with the downside, the new lender was able to get the benefi t of all 
the cash management and treasury services, while positioning itself 
to refi nance this debt in the future when business returns to normal. 
In summary, the lender was able to gain a large target account 
and cement a new borrowing relationship, which management and 
ownership are likely never to forget, while also likely generating 
attractive yields with moderate risk in the long term. This is only one 
example where creatively thinking through the positive attributes of the 
various government programs can generate a successful outcome in a 
diffi cult situation. 

Additional Options for Raising Capital
There are also several lenders and investors, typically not traditional 
fi nancial institutions, that are willing to assess how they can assist 
businesses going through the transition from COVID-19 to normal 
operations. It’s important for management to explore alternatives and 
make the appropriate connections with potential sources of capital 
that may be available. 

In addition, many private equity fi rms may be interested in taking 
on either a majority or minority ownership in the business. This is 
an opportunity for private equity fi rms and other equity investors to 
partner with owner-operators in business sectors of interest to them. 
Often, there’s an opportunity to bring on an investor, which allows the 
company to inject needed capital into the business while maintaining 
the opportunity to share substantially in the upside when business 
operations return to normal and a liquidity event is possible.

Assess, Plan, Forecast, Act
The challenges brought on by COVID-19 have negatively affected most 
businesses and industries throughout our economy, both large and 
small. While various government programs have assisted businesses 
during the pandemic, allowing them to carry on and extend their 
operational runway, it remains unclear what additional support will be 
available in the future. 

Now is the time to put together a hard-hitting business plan and 
fi nancial forecast and to make some tough decisions regarding 
operations. These decisions won’t be easy, but they’re necessary in 
today’s environment. There may be opportunities for larger businesses 
to access the MSLP, which may provide a fi nancial solution to 
those businesses seeking to avoid a formal restructuring. There are 
numerous potential fi nancing and capital solutions available to most 
businesses as well. Armed with a solid business plan, a committed 
management team and a core business that is viable, there are 
solutions available that ownership should explore.    

James J. Loughlin, Jr. is national leader, Business 
Restructuring & Turnaround Services, BDO USA, LLP.  
He is a nationally-recognized restructuring professional 
with 30 years of fi nancial and operational restructuring 
experience working with distressed companies, senior 
lenders, and other creditors.
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