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 ROUNDTABLE ASSET-BASED LENDING

Steady progress
Ten years ago, ABL 
providers struggled to 
convince financial 
sponsors to meet for so 
much as a cup of coffee. 
Much has changed since 
then, and ABL has gained 
increasing credibility in the 
private equity community. 
A group of ABL providers, 
advisers and GPs recently 
met to reflect on the 
reasons for ABL’s progress, 
what it can do better and 
where the next set of 
opportunities lies.  

Moderator Nicholas Neveling
Photography Richard Gleed
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 ROUNDTABLE ASSET-BASED LENDING

DEBT ADVISERS 
HAVE PLAYED AN 
IMPORTANT ROLE. 
THEY ARE 
SUGGESTING THAT 
CLIENTS WHO HAVE 
NEVER USED ABL 
BEFORE CONSIDER IT

“”

necdotally it seems as if ABL has 
gained a foothold in the private 
equity industry. Is that fair, and if 
so, what is behind the progress?
Finer: I have been working with ABL 
providers for around seven years now and 
during that time the product has become 
more sophisticated and of a higher quality. 
ABL lenders have responded to what 
sponsors want and have recognised that 
their offering needs to compete with what 
the leveraged finance market can put out. 
Some sponsors also have a better knowledge 
of what ABL does and how it can serve  
their needs.

The financial crisis helped to set this in 
motion. Borrowers used to be able to say 
they wanted 5x Ebitda without needing to 
think about alternatives, but that all changed 
after the credit crunch. They had to look 
around for debt and ABL was able to provide 
a decent quantum of capital and flexible 
structures when traditional cash flow 
finance was no longer an option and both 
lenders and borrowers were more 
conservative around risk.

Nagler: ABL is certainly gaining more 
traction. When we called ABL lenders they 
were always answering the phone. Now they 
are busy doing deals all the time! On a 
serious note, ABL is being looked at and 
used more often in mainstream deals.

For us, however, not much has actually 
changed. We have always found ABL to be 
the perfect fit for us because we do need 
more flexibility for the transformational 
deals we take on. Leveraged finance has its 
strengths, but it is more standardised and 
rigid. ABL aligns much better with what we 
work on and we have formed some very 
good partnerships over the years. 

Leitch: Financial sponsors had it a little 
easier before the financial crisis because there 
was no need to look beyond what they had 
always used before. They definitely know 
more about ABL now and the debt advisers 
have done a lot of work to get sponsors up 
that learning curve. ABL can provide more 
leverage with fewer covenants and ABL 
lenders have also broadened their capabilities 
to include cash flow offerings and tailored 
debt packages, which has helped.

Vinci: What ABL providers offer today is 
much more sophisticated and that has been a 
big reason for the product’s progress and 
market penetration. As more and more ABL 
deals were done, momentum built. Sponsors 
observed that ABL wasn’t just there as 
contingency for more tricky situations, but 
also for growth. It is now viewed as one of 
the solutions for any number of deals. That 
is a positive.

Makinson: Perceptions have changed and 
ABL is now a credible alternative or 
complementary offering to term loans. 

It has come a long way and one of the big 
steps forward has been around 
documentation. The ABL lender used to 
come forward with a two-page document and 
that was very difficult for sophisticated 
borrowers to understand as they were used 
to 250-page, Loan Market Association 
(LMA)-style loan agreements. Then there 
were the “on demand” terms. I think 
corporate borrowers used to look at this and 
question how serious the ABLs really were. 

Sometimes it did feel like the product was 
just an overdraft.

That has all changed. The documentation 
is more thorough and ABLs have shown that 
they will stick it out through the tough times. 
The perception that ABLs will step in to 
protect their positions at the expense of 
other lenders as soon as there are headwinds 
has been debunked. It is simply not the case 
any more. 

That said, there is still a lack of 
understanding. Borrowers think they know 
the product and make assumptions about 
when it is suitable. There is scope to use ABL 
across many more situations than users 
generally think. 

Beveridge: One of the main drivers of ABL’s 
growth is that providers have learnt a new 
style of lending. ABLs have assets at the 
forefront of what they do, but have built up 
cash flow offerings alongside that. Sponsors 
have reacted positively because they see 
lenders who are flexible and innovative. 

Private equity used to account for just ten 
per cent of our book. Now it is up to 75 per 
cent. We have done more than 60 deals with 
more than 28 sponsors. We have found that 
once sponsors try it, they use it again. The 
discipline that comes with ABL helps 
management teams to manage their balance 
sheets better and the asset audits provide 
valuable real time information. If there are 
bumps in the road the conversation is also 
generally much easier because there are 
equity cures in the structure and good 
visibility on when a covenant is at risk of 
being tripped. Simply put, ABL has grown up.

Harrison: Every year we do a deal with a 
private equity firm that has never used ABL 
before, and they tell us the reporting and 
controls suit their needs. ABL has gained 
traction in the mid-market in Europe.

Debt advisers have played an important 
role in this because they are suggesting 
that clients who have never used ABL 
before, consider it. It means that we are 
getting in front of more borrowers. It is not 
uncommon for us to go into dual-track 
processes, and often we will come out on top 
because we can provide more debt at a lower 
price on more flexible terms. Borrowers are 
taking note.

Has ABL has become a very 
different product?
Leitch: To be clear, the leverage on our 
balance sheets has not changed for 20 years. 
Yes, people are more sophisticated and 
lending across the balance sheet, but everyone 
is still doing property, plant and machinery, 
invoices and inventory. 

What has changed for financial sponsors is 
that the experience of working with this 
community is much better. The focus has 
shifted from how best to finance the assets to 
how best to meet the borrower’s needs. The 
fundamentals around the product are still the 
same. They are just applied better.

So how is ABL positioning itself 
against funds and cash flow 
lenders in what is a very 
competitive market?
Makinson: ABL isn’t a fit for every single 
situation, but when it is a credible option it 
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“”THE ONE AREA WHERE ABL CAN REALLY 
CRACK THE MARKET IS IF IT BECOMES THE 
REFINANCING PRODUCT OF CHOICE

offers flexibility for the borrower in a capital 
efficient way. That puts it in a strong 
position. It is also worth mentioning that it is 
not just suited to working capital. It can be 
used for refinancing, capex and M&A.

Another competitive advantage that ABL 
can exploit more is how it can be used 
alongside other offerings. Debt funds, for 
example, are very good at doing the M&A 
piece but find it more difficult to do the 
working capital. ABL is perfectly placed to 
come in and sit next to a fund and do the 
working capital.

Nagler: The relationship the ABL lender has 
with a sponsor is very valuable. We have 
found that once we work with an ABL for the 
first time and get the documentation done it 
does become easier to replicate that process 
on another credit.

There was one occasion when we worked 
with a debt adviser to finance a deal and went 
down the fund route. We looked at a number 
of funds but what was telling was how fund 
structures can affect a direct lender’s 
appetite. If a direct lender is coming to the 
end of a fund, the liquidity isn’t always there 
to do the deal. Direct lenders will also target a 
certain number of deals to achieve the ideal 
fund structure rather than just making a 
decision based on the quality of the credit. We 
ended up going to ABL in the end and it was a 
much simpler process. The credit 
characteristics were attractive and there was 
immediately traction.

It does feel like we would need to see ten 
funds before getting to a final offer, whereas 
we can get a competitive situation going by 
simply speaking to just two or three ABLs.

ABL is increasingly deliverable and 
reliable. It is tried and tested. Documentation       
is smooth, there are fewer covenants and as a 
borrower you are not hemmed in by very 
rigid, standardised LMA terms.  

Finer: ABL is only appropriate for certain 
deals but the scope of those deals is much 
broader than you would think. I have been 
involved in more than 20 ABL deals now, and 
only one was a classic turnaround.

The product offers a compelling solution 
for a business that is robust but operates in 
cyclical sectors where the market ebbs and 
flows. In these situations a leveraged loan 
covenant can easily be tripped if there is a bit 
of a slowdown in trading, even though the 
underlying business could be sound.

ABL is also a good option for businesses in 
a growth phase, where Ebitda is still modest 
but you can see expansion coming. For a fund 
or leverage lender it is difficult to fund 
something on the basis of next year’s Ebitda. 
An ABL, however, could come in and fund that 
business with greater confidence if there is a 
high quality asset base.

It is also an option for dividend recaps. 
ABL lenders are relatively comfortable with a 
sponsor taking money out on day one and 
along the way as long as distributions are 
pegged to headroom in the borrowing base.

But when it comes to M&A, is ABL a good 
financing tool? I am not sure that it is nimble 
enough yet.

What do the lenders think about 
ABL’s suitability for M&A?

Harrison: The M&A side is the bit where ABL 
needs to improve if it really wants to compete 
with the term loan offer. ABL has the capacity 
to do M&A deals, but because of the due 
diligence needed, it doesn’t always get there 
in time.

We are looking at ways to address this. 
Internally, we have a process that allows us to 
take a view on the borrowing base when we 
have the basic information in place. For larger 
transactions where there is significant 
accounts receivable and inventory, we can 
look at providing a conformed borrowing base 
where we estimate the borrowing base with 
an appropriate buffer to enable closing of the 
transaction and we then complete our 
collateral analysis after closing.

Finer: One concern from financial sponsors 
may be that they need to know what that 
borrowing base is, because that will impact 
debt quantum and therefore the return 
economics of the deal. 

If you have volatility in the borrowing 
base, then it can be quite a challenge to get a 
deal over the line if there is a risk that the 
quantum of available financing is not certain 
pre or post deal.

Beveridge: I take Marc’s point, but would 
argue that when the borrowing base is volatile 

then it is probably not a deal that ABL should 
be doing. 

For the right deals ABL can work in an 
M&A situation if people do the work 
upfront. ABL due diligence doesn’t involve 
any more work than financial or commercial 
due diligence, so there is no excuse if you set 
things up in advance. You can look at the 
data, form an estimate of the borrowing 
base and commit. 

If you have a picture of the borrowing 
base, then you can do an appropriate revolver 
of X amount, a term loan of Y and opening 
headroom of Z. Do the preparation and go in 
with your eyes open. 

Does ABL even want to compete 
with the cash flow lenders and 
funds, or play to its strengths?
Leitch: We have the capability to do term A 
and term B cash flow loans, we can do the 
revolver, we can do a hybrid structure which 
might work off a borrowing base and we can 
do classic ABL. We are able to compete and 
want to compete.

Instead of pushing a product onto a 
borrower, the rationale should involve asking 
what cash out on day one is needed to support 
the transaction, what the working capital 
requirements are going forward and then 
what structure is most appropriate for that 
transaction. Sometimes an ABL is perfect 
when the business needs a large, interest-only 
revolver, but when the waterline of the assets 
relative to the EV is too low then we need to 
look at something else.

What we’re doing at Shawbrook is to stop 
thinking of ourselves as ABL lenders, but as 
providers of senior debt who can move the 
dial between cash flow at the one the end and 
ABL at the other - driven by the specifics of 
the transaction in question. I think the wider 
ABL market is beginning to move in that 
direction too.
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Vinci: Nick is absolutely right. We need to 
offer customised solutions. When the 
customer understands the product, that 
makes the conversation easy, but the 
challenge is to provide a tailored solution in a 
simple way. The borrower doesn’t want to 
know all the intricacies. They just want to 
know the multiple of Ebitda on offer and how 
much it will cost. We have been thinking 
about this for a long time and three years ago 
we moved to a panEuropean structure rather 
than a countrybycountry approach. It means 
we can make decisions faster and do deals in 
as little as two weeks. 

This is how we can build scale. We sort out 
all the technicalities and deal with the 
different requirements across all the 
European jurisdictions. Sometimes ABL 
experts want to teach borrowers how ABL 
works when all the borrowers really want 
is a simple offer they can compare to cash 
flow and the assurance that the ABL can 
work with a fund if needed and sort out the 
intercreditor. 

Beveridge: We can compete with the 
traditional bank term loan where the 
structure is a hybrid of cash flow and assets, 
but where it gets tough is when the direct 
lenders come in and do 7x or 8x Ebitda. We 
can definitely do the M&A but wouldn’t mind 
a bit more refinancing and turnaround deal 
flow given where the market is. 

Makinson: The one area where ABL can 
really crack the market is if it becomes the 
refinancing product of choice. When there is 
no event, as is the case of M&A, there is the 
time to do the due diligence and put together 
a very attractive structure for the borrower. 

Finer: Debt products are a lot less sticky than 
they used to be and that is in ABL’s favour. 
The incumbent doesn’t just rollover as a 
matter of course. Borrowers are more inclined 
to look at what the options are to get the best 
deal, and some lenders are walking away from 
relationships, so there is more opportunity 
for ABL to get its foot in the door. 

Harrison: What I have found interesting is 
that although ABL may put together attractive 
terms, such as better pricing, it may not be 
enough to sway a borrower. 

For example, we recently pitched a deal 
against a fund and lost it. When I asked the 
sponsor why, he said it was easier with the 
fund even though the fund’s average cost of 
capital was double what we put forward. 

Why is the ABL not succeeding 
when it is so much cheaper? 
Finer: Price isn’t everything, and the deals I 
advise on rarely go to the lender offering the 
cheapest price.  Sponsors want execution 
certainty but also flexibility in the capital 
structure to support their investment plans. 

I would also say that ABL’s success is 
limited by the fact that the market remains 
quite small in terms of the number of mature 
plays, and in recent years some established 
players have exited the market or changed 
focus. This both limits ABL’s physical reach 
and impacts borrowers’ clarity as to what the 
ABL market can offer. 

Leitch: Ease of use is so important. There is a 
lot of deal risk around getting a deal done. It 
is very tricky and everyone needs hustling 
along to get over the line. Against this 
backdrop execution and completion is the 

“” ABL IS ONLY 
APPROPRIATE FOR 
CERTAIN DEALS BUT 
THE SCOPE OF THOSE 
DEALS IS BROADER 
THAN YOU THINK 
priority – price is less of an issue. Everybody 
wants to get the deal done and then move on 
to the next one. 

Makinson: My hope is that this will change, 
because if you are too shortterm in your 
focus and rush to get the deal done, it can lead 
to problems later on. Yes, you can pay a 
premium to get it done faster, but what 
happens a year or two down the road when 
you hit a snag? You can find that you have a 
product with no relationship. Hopefully 
borrowers will recognize that it is important 
to have confidence that your lender will 
support you through the cycle. 

Is ABL in Europe ready to scale and 
take on larger crossborder deals?    
Vinci: This is the next step. ABL is now 
established in the European midmarket but 
sponsors do ask if we can step up and do the 
bigger deals. If a sponsor wants a €600m 
revolver, can we fund it? 

Harrison: That is the opportunity. We have 
had a couple of approaches to put together 
something in the €500m to €600m range, and 
although I have been confident that we can 
get there, the borrower always asks what our 
track record is for big deals and the biggest we 
can point to is €200m. We have to get to the 
point where we can do them. 

Finer: It is tough. If you got all the ABLs in 
Europe together in a room, could they all pull 
together and write the big cheques needed for 
a bumper deal? I am not sure because some of 
them have different areas of focus and look at 
certain assets or jurisdictions in a different 
way. I am not convinced the market is there 
yet, but there is still plenty to go after in the 
midmarket anyway. 

Nagler: What we have done is look for a 
number of solutions in different jurisdictions. 
For a crossborder deal, rather than trying to 
pull together a €200m club deal, we have 
preferred to split the debt requirement across 
a number of local deals. There is a bit more 
paperwork, but the outcome is good as ABL’s 
flexibility lends itself to that. 

Vinci: If ABL can create structures that offer 
borrowers a simple solution and deal with all 
the jurisdictional complexities behind the 
scenes, then the foundation is in place to  
start taking on bigger deals and widening the 
strike zone.

   Real Deals would like to thank ABN 
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America Merrill Lynch, KPMG, PNC 
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for making this roundtable possible. 

Nick Leitch 
Shawbrook Bank 

Pierre Vinci 
ABN Amro 
Commercial Finance 


 Tristan Nagler 
Aurelius Investments 

 Emily Makinson 
RBS 	

Paul Beveridge 
PNC Business Credit 

Marc Finer	 
KPMG	 

 Jeremy Harrison 
Bank of America  
Merrill Lynch 


	WEB_001_RD_410
	WEB_012_RD_410
	WEB_013_RD_410
	WEB_014_RD_410
	WEB_015_RD_410
	WEB_016_RD_410
	WEB_017_RD_410
	Page 18 only.pdf
	WEB_001_RD_410
	WEB_002_RD_410
	WEB_003_RD_410
	WEB_004_RD_410
	WEB_005_RD_410
	WEB_006_RD_410
	WEB_007_RD_410
	WEB_008_RD_410
	WEB_009_RD_410
	WEB_010_RD_410
	WEB_011_RD_410
	WEB_012_RD_410
	WEB_013_RD_410
	WEB_014_RD_410
	WEB_015_RD_410
	WEB_016_RD_410
	WEB_017_RD_410
	WEB_018_RD_410
	WEB_019_RD_410
	WEB_020_RD_410
	WEB_021_RD_410
	WEB_022_RD_410
	WEB_023_RD_410
	WEB_024_RD_410
	WEB_025_RD_410
	WEB_026_RD_410
	WEB_027_RD_410
	WEB_028_RD_410




