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Different jurisdictions demand varying perspectives according to Kyle Shonak, chief
transaction officer; North America; Ben Mukhida-Olushola, global head transaction
counsel; and Tim Stewart, bead of Asia Pacific, at Gordon Brothers

Navigating asset-based lenc
across geograpn

Asset-based lending
covers a broad range of

strategies: in which types of
assets do you see the most
attractive opportunities?
Kyle Shonak: From our perspective
in North America, the most attractive
opportunities span a broad range of
assets rather than being concentrated
in one. Industrials, for example, will
often receivable,
machinery and equipment, inventory,
real estate and sometimes intellectual
property assets. We are seeing a lot of
activity in the construction, mining,
automotive and transportation sectors.

Opportunities like this, with a
diverse set of assets and the ability to
apply expertise to that interplay, are
where we can be most impactful. We
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can be creative around the lending and
find pockets of value, which means
we can lay out a lot more options for
borrowers.

Ben Mukhida-Olushola: In EMEA,
many opportunities arise from complex
or event-driven — often time-pressured
— dynamics, for instance, carve-out
acquisitions, companies experiencing
distress or other special situations.
When those dynamics are present, our
capacity to step in with a mult asset
solution sets us apart. Particularly in
more complex transactions, our expe-
rience across the broadest spectrum of
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asset classes and jurisdictions allows us
to unlock value where others can’t.

Tim Stewart: The same elements are
evident in Asia-Pacific, though there
is a lot of variation from jurisdiction to
jurisdiction, and ABL does not have the
same connotations as it does in Europe
and North America. Here, we are usu-
ally looking at how we can create a sit-
uation out of the underlying collateral
to support borrowers where traditional
lenders and lending structures are not
able to deliver. Retail is one market that
tends to create attractive opportunities
across Asia-Pacific, due to diminishing
appetite from other lenders and the
headwinds it faces in consumer demand.

Stricter prudential regulations have
made commercial lending, especially
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to small and medium enterprises in the
retail sector, less attractive and more
expensive, and banks are increasingly
cautious about retailers in discretionary
sectors, given relatively higher interest
rates in many jurisdictions and the
impact of household spending.

In Australia and New Zealand, trans-
portation is another attractive market,
due to the combination of event-driven
and cyclical challenges from volatility
in the Middle East. Those businesses
are having to pause and take stock of
cashflow, which we can look through
because we understand the underlying
collateral and the dynamics of how asset
values will play out and move over time.

What types of geographic

idiosyncrasies do ABL
managers need to navigate?
BMO: As a rule, ABL lenders need
to clearly identify which entities in a
group will be borrowers, which will
act as guarantors and which actually
own the collateral backing the loan.
That matters because guarantee rules
differ by jurisdiction, and if they are
misunderstood, they can limit a lender’s
ability to recover against the collateral.
"To assess this properly, lenders need a
clear, fact-based understanding of how
the borrower group is structured, how
money moves through it and how the
entities relate to one another.

"The output of ABL analysis, jurisdic-
tion to jurisdiction, can be wildly differ-
ent, and ABL lenders must be willing to
deploy jurisdiction-specific deal terms
and structuring in their underwriting
to achieve successful outcomes in each
geography. We are flexible about how
we satisfy our principles, considering
those jurisdictional factors. We have
teams that understand the relevant
processes, the stakeholders and other
nuances, and speak the language — both
figuratively and literally — in those mar-
kets, allowing us to successfully navigate
jurisdictional idiosyncrasies.

KS: ABL is pretty well developed in
North America, so certain aspects of

How do typical deal terms vary across borders, in relation
to leverage, margin, covenants, duration, security, etc?
KS: In the US, covenants and margins have been under pressure, with more

people breaking apart assets and doing standalone lending on fixed assets,
while others provide working capital facilities. That creates risks as a result
of intercreditor issues. The core of ABL used to be a lot of covenants and
security over boxed-in assets, but we are seeing movement away from that.

BMO: In EMEA, we are seeing a growing variety of ways in which ABL
has developed. The classic purpose is working capital finance, which we
still see regularly, but we have also looked at and supported acquisitions
with an ABL facility that is part acquisition financing and part working
capital financing, even for public-to-private transactions. Recently, we have
deployed ABL facilities to support equity and business and asset carve-out
acquisitions in the UK, Japan, Germany and the US.

TS: Given the way the world now operates, and the internationalisation of
most credit committees, we do see increased commonality of terms globally.
Covenant packages are now far more consistent, with only a few local
nuances. The global nature of lending platforms, borrowers and advisers
means the level of difference no longer exists in the way it once did.

how we lend that can be new and inter-
esting for other markets. The lessons
we have learned and some of the struc-
tures we use can be applicable else-
where, and vice versa. That is where we
are going from a global perspective.

As companies look for opportunities
to grow into international markets,
understanding the basics of structure
and security of ABLs in different juris-
dictions can help them maximise liquid-
ity with banks or equity holders and
protect against local laws and regula-
tions that can have serious ramifications
for the viability of an organisation’s
growth plans.
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TS: In comparison, ABL is certainly
in its early years in Asia-Pacific. For it
to work, you need not only the right
legal regime but also the ecosystem
around how you manage risk, whether
that relates to valuation or structuring.
Where we see slightly more mature
ABL markets in this region are Japan,
Australia and Singapore. Beyond that,
we tend to be looking at more hybrid
credit-driven trade finance facilities.
Japan, as an example, is still largely
a credit-driven lending environment,
with ABL being adopted by manufac-
turers and exporters to support inven-
tory and receivables financing where
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credit profiles don’t support the fund-
ing requirements. In Singapore, we see
a strong trade finance ecosystem with
ABLs explored by logistics companies,
commodity financiers and exporters.
In Australia, there is growing demand
for ABL structures driven by heavy
equipment users — mining, construction
and transport — and retailers looking to
manage their working capital cycle.

How does the risk

landscape vary from
one geography to another?
Which markets are particularly
challenging for ABL strategies?
TS: In APAC, regimes based on
common law or that have imitated
US-style Chapter 11 regimes, such as
Japan, Singapore and Australia, are the
ones where ABL is working. Lenders
can appropriately assess and mitigate
risk in their ABL portfolios. Those
countries with evolving legal frame-
works offer no certainty on timings or
outcomes, and there is no value in your
collateral if you cannot get access to it
for years in the event of default. This
results in significant risk to the lender,
which is why ABL has not been widely
adopted in these countries.

BMO: There are dramatic differences
jurisdiction by jurisdiction in Europe,
which is why ABL is more prevalent in
some markets than others. In Spain, for
example (where ABL is uncommon),
lending against inventory is difficult
because a secured creditor is subject to
a four-month stay in the event of the
borrower’s insolvency, and secured col-
lateral realisation overall typically takes
more than 12 months. To demonstrate
our flexibility, in Spain, instead of lend-
ing against inventory, we have deployed
a purchase-repurchase structure to pro-
vide liquidity against inventory, satisfy-
ing a true sale analysis and taking title to
inventory (rather than security over it).

The UK, Germany and the
Netherlands are all jurisdictions where
third-party insolvency officeholders
are a factor in pre-insolvency and

“You must test all
assumptions that
underpin your

underwriting”

BEN MUKHIDA-OLUSHOLA

insolvency proceedings, and the secured
lender has either control or influence
over insolvency officeholder selection
and/or appointment. The time it takes
to realise secured collateral in those
jurisdictions is typically measured in
weeks.

KS: In the US, the risk lies in how com-
petitive the market is. There are always
new ideas and new money coming in,
with a lot of competition leading to
structures and pricing that, in many
cases, do not match the risk profile of
the transactions. We are seeing this
more often with the increase of new
entrants in the private credit space.
Borrowers get a cheaper cost of cap-
ital with less rigour around monitoring,
creating additional risk for lenders.
Liability management exercises and
vulnerability in the capital structure,
perceived or otherwise, may present
challenges to the original underwriting
and can create risk outside of what is
going on with the borrower and the
asset. The core of ABL includes deals
secured by all assets, with fully loaded
reserves in the borrowing base and even
a few covenants. As deal structure moves
away from this model, risks increase.

Finally, how can managers
best mitigate geographic
idiosyncrasies to build cross-
border ABL strategies?
T'S: The common theme in any multi-
jurisdictional, multi-asset transaction is
a lender needs the right combination of
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capabilities within the lending practice,
including people on the ground who
understand the local regime and the
local drivers of asset pricing.

Our recent Valore transaction got a
lot of attention in Japan for those rea-
sons. We served as international agent
for a $126 million facility to support
private equity firm Valore’s acquisition
of Mirai Casting Group as part of a
carve-out, which included bringing
together three distinct asset-based facil-
ities under a single aggregated struc-
ture. It was the first time many in that
jurisdiction had seen ABL used in such
a way in an M&A transaction, and it has
created a lot of interest in the market.

KS: The Valore deal included assets in
the US, the UK, Germany and Japan,
with three different asset-based facilities
in one structure that had to work locally
and together. Valore called us because
we were able to explain the geographic
idiosyncrasies to them and think about
how those applied to their needs. We
brought to bear our knowledge of
advanced ABL structures from previous
client experience in North America and
combined it with our knowledge of the
ABL landscape in the local markets in
which Valore operates to help them
structure the facility to unlock the most
value in the most sensible way.

BMO: You must test all assumptions
that underpin your underwriting. For
managers or credit providers who
look at ABL transactions through a
particular geographic lens, perhaps the
jurisdiction in which they are head-
quartered, or most familiar with, it
is a dangerous game to assume that a
question will have the same answer in
any two jurisdictions.

There is no substitute for practical
jurisdiction-specific experience, and
it is smart to engage local advisers
with up-to-date local expertise to
truly understand how financing prac-
tices play out in each relevant jurisdic-
tion and consequently in cross-border
situations. m



