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Monitoring Firms Oﬁer Rx for Collateral Jitters

By JAMES C. ALLEN

Asset-based lending can be a
quagmire for small business
lenders.

The hassles of tracking inven-
tory and receivables have made
lines of credit tricky for lenders
and expensive for borrowers.
Without the services of their
bank, many small businesses
turn to high-cost commercial fi-
nance or factoring companies (o
finance their working capital.

That may be changing.

A growing number of collat-
eral control companies, like Dal-
las-based Diversicorp, are offer-
ing services that help lenders
monitor the assets backing their
loans.

“Many banks are staying out
of asset-based lending because
there is a very high degree of po-
tential for fraud if they're not
watching very carefully,” said
Jim Mayer, Diversicorp’s presi-
dent and chief executive.

“We're hopefully going to
make it attractive for banks 1o
outsource the administration of
asset-based lending.”

The problems associated with
assel-based lending are especial-
ly acute in small business.

For many borrowers, what lit-
te capital they have comes from
the owners' personal assels.

In the past, when companies
have started to falter, their
owners resorted to pledging the
same business assets to separate
loans,

Even without the prospect of
fraud, ineptitude could be a cost-
ly problem for lenders. Many
small companies are just learn-
ing how to match their inventory
and receivables with the liabili-
ties that finance them. A minor
accounting error, like a mis-
placed decimal, may put the
lender in a position of financing
assets that do not exist,

“These little companies need
help identifying when they are
falling outside this matching
process,” Mr. Mayer said. “I
can't tell you how many situa-
tions we have had where we
caught a problem and brought it
to the attention of the company
before it became serious.”

For a fee of between 1% and
3% of the collateral value, Diver-
sicorp will help a lender keep an
eye on its collateral in one of
three ways,

The most basic way is
through one-time or periodic ex-
aminations. This helps the lender
get a snapshot of the borrower's
assets and liabilities at specific
times.

Beyond this, Mr. Mayer said,
his company will design and de-
velop a system to monitor the as-
sets pledged.

This, combined with occa-
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JIM MAYER, president and chief executive of Diversicorp, sees a window of opportunity in
lenders' lack of collateral-tracking capability,

sional on-site visits to the bor-
rower's business designed 1o en-
sure the accuracy of the informa-
tion the bank is receiving, help
the lender prevent problems
from intensifying, or fraud from
occurrng.

Finally, the company will
certify how much inventory is on
hand and that goods were

business also led the company to
get involved in the development
of the U.S. Small Business Ad-
ministration’s GreenLine revoly-
ing line of credit program. Work-
ing with other service providers
and asset-based lenders and tra-
ditional SBA term lenders, Di-
versicorp helped structure the

program.,

“We needed to learn about as-
set-based lending because the
agency hadn’t done this type of
lending before,” said John Cox,
deputy administrator of the SBA,
“When we structure a program,
we not only have to protect the
interests of the taxpayer, but we

shipped in an on-going
By centifying these movements
of working capital, Diversicorp
is accepting responsibility for
administering the collateral,

While this is going on, Mr,
Mayer said, the process is teach-
ing business owners how to man-
age their inventory and receiv-
ables.

Borrowers don't always see
the value of the service,

“I's hard w0 explain 1o
the business owner that we are
really good guys and not these
goose-stepping auditors walking
around,” he said. “We actually
provide a service that helps
them.”

This idea of helping small

also have to design a program
that can be accepted and imple-
mented by lenders and small
businesses.”

The result was a program that
Mr. Cox saw as filling a niche
need.

So far, however, the program
has caused more grumbling than
praise from traditional 7(a) pro-
gram lenders accustomed to
making term loans.

Consider the case of Questar
Bank in Houston,

The bank has loaned more
than $58 million through the 7(a)
program over the past two years,
but it has never made a Green-
Line loan,

“It's a failure,” complains
Don Wigly, Questar's chairman.

Diversicorp’s Mr. Mayer is
not surprised by that attitude.
Most SBA lenders generate term
loans that are quickly sold into
the secondary market.

The GreenLine program can-
not be pooled for sale, meaning
they must be carried to maturity,

More importantly, the new
program appeals to the smallest,
least sophisticated borrowers.
Even without fraud as an intent,
these companies need strong in-
ternal controls,

“The pressure from a lot of
lenders is that the SBA should
just be providing the guarantee
and eliminating all these obnox-
ious controls,” said Mr. Mayer,

Even though the growth of
GreenLine has inhibited that of
asset-based lending by banks,
Mr. Mayer is not deterred. He
sees growing need for the moni-
toring services offered by Diver-
sicorp.
With banks looking o lower
costs, many banks may find it
too expensive to maintain audit
staffs and other employees need-
ed to handle every aspect of as-
set-based lending.

“Banks will not be able to
keep auditors and do the kind of
high-intensity kind of work it
takes 1o support that kind of ﬁ-
nancing,” he said.




