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Within Asset-Based Lending to 
manufacturers that u  lize standard 
cos  ng methodologies, it is cri  cal 
to minimize poten  al exposure by 
knowing when companies update 
their standards and how it can impact 
previously established advance 
rates.  When an inventory valua  on 
is performed, it is based on a point-
in-  me and the company's cos  ng 
methodologies as of that date.  
Manufactures that u  lize a standard 
cos  ng methodology for labor, 
overhead and raw materials typically 
update these standards at least once or 
twice a year.  Over the last 12 months 
we have encountered two situa  ons 
that can have poten  ally drama  c 
impacts on these standard adjustments 
and ul  mately their poten  al impact 
on established advance rates within a 
borrowing base.  The fi rst situa  on we 
have seen with numerous companies 
over the last 12-months is a sharp 
increase in produc  on levels coming 
out of the fi nancial downturn; this can 

result in labor and more specifi cally 
overhead standards to be signifi cantly 
understated as you now have more 
product to spread over certain fi xed 
expenses.  The second situa  on has 
been the signifi cant vola  lity in certain 
raw materials.  Take co  on, which over 

the last 12 months, has gone from 
$1.64 a pound in June 2011 to around 
88 cents in May 2012; for tex  le 

manufacturers that u  lize signifi cant 
quan   es of co  on within their 
opera  ons, depending on  ming, there 
could be a poten  ally large 

adjustment of inventory balances.  We 
have seen similar vola  lity for other 
raw materials such as copper which, 
within the last 12 months, has ranged 
from a peak of $4.45 a pound to as 
low as $3.10 a pound; these large 
swings in value can have a tremendous 
impact on manufactures of wire, 
cable, alternators and other copper- 
rich products.  
Whenever a signifi cant standard 
adjustment is made, it is very 
important to compare and contrast 
the impact to the current inventory 
cost basis and the revised cost basis to 
determine if the advance rates need to 
be adjusted accordingly.   

F  L   
I  A
Unlike hard assets such as 
inventory or machinery
and equipment, which can 
have an infi nite life (metal) 
or limited useful life (a 
truck), certain intangible 
assets such as patents and 
copyrights also have a 
statutory life, with laws 
that limit the extent to 
which their owners have 
sole use of those assets. 
The fi nite life of these 
assets adds a wrinkle 
compared to other types 
of asset valua  ons under 
which owners generally 
have unlimited use of the 
assets. A lender considering 
using a patent or copyright 
as collateral must be fully 
cognizant that the value of 
the collateral is limited by  

ǘƘŜ remaining statutory life of 
the assets (be it one more 
year or 100 more years). 
Patents have a current 
life of 20 years; and, 
per the Copyright Term 
Extension Act of 1998 
(some  mes called the 
Mickey Mouse Protec  on 
Act due to the lobbying 
and fi nancial support from 
Disney), copyrights last 
the shorter of the life of 
the author plus 70 years; 
or for works of corporate 
authorship, 120 years a  er 
crea  on or 95 years a  er 
publica  on. This rela  vely 
recent extension of the 
life of copyrights in 1998 
(essen  ally adding an extra 
20 years) gave a valuable 
boost to their owners as 
it gave them addi  onal 
 me to profi t solely from 

their crea  ons; likewise, 
it provided a strong boost 

to their use as collateral 
as the addi  onal  me 
increased their value as 
collateral. 
Patent holders have o  en 
pushed for an extension 
of patent lives to increase 
the value of their patents. 
Copyright holders have 
done the same; and it is 
expected that, as the end 
life of certain valuable 
copyrights approach in 
the next decade (Mickey 
Mouse, amongst others); 
experts expect a big surge 
to extend their lives even 
further. 
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Today’s Asset Based Lending environment 
con  nues to get pushed beyond the 
tradi  onal structures.  As a result, lenders 
fi nd it more diffi  cult to meet growth 
objec  ves, deploy addi  onal capital, 
and diff eren  ate themselves from their 
compe  tors.  As such, a key dis  nguishing 
factor among lenders has become 
their willingness to u  lize the value of 
certain intangible assets within their 
loan structure.  As a ma  er of prac  ce, 
intangible assets have historically been 
viewed as “boot collateral,” or as a way 
of stretching advance rates on tradi  onal 
assets.  This thought process, however, 
ignores the fact that certain intangible 
assets have true liquida  on value.  As 
such, loan structures should take into 
account the poten  al amounts that can 
be realized upon the liquida  on of these 
intangible assets.  Addi  onally, certain 
intangible value is o  en a  ached to the 
borrower’s property, plant and equipment 
and/or other tangible assets. These 
situa  ons require a lender to approach 
a poten  al term loan considering an In-
Place Value. 

Hilco Appraisal Services (“HAS”) has 
u  lized this In-Place Value concept 
with many fi nancial ins  tu  ons 
across numerous industries, including 
transporta  on, logis  cs, energy and 
construc  on.  The concept is applicable 
in situa  ons where fi xed assets are  ed 
to mid- to long-term contracts that are 
transferable upon change of control.  The 
true value to a lender is not just the fi xed 
asset, but the cash fl ows the fi xed asset 
is able to generate bound by the specifi c 
terms of the contract.  The Client using 
the asset does not care if the Debtor 
or Lender owns the asset.  As long as 
the Client is able to extract their u  lity, 
they will pay according to the terms of 
their contract.  This “bundle of assets” is 
perfect collateral for a Lender to consider 
when crea  ng large, compe   ve loan 
structures.

HAS recently applied this concept to 
a well-known trailer leasing company.  
The Lending Group was determined to 
develop the facility solely based on the 
trailers.  However, we felt strongly that 
considering a pure liquida  on scenario 
where deployed trailers were removed 
from customer loca  ons and transported 

to a central loca  on for liquida  on was 
a misrepresenta  on of how the assets 
would be sold, and more importantly, a 
misrepresenta  on of the true value of the 
assets themselves.  A sudden liquida  on 
(tradi  onal NOLV) of the Company’s 
trailer fl eet would result in a void in the 
marketplace that would be disrup  ve 
to customers’ opera  ons, impossible 
to execute logis  cally within the  me 
constraints of the NOLV defi ni  on, and 
create an oversupply on the used market.  
This scenario would also breach the 
contracts already in place with customers, 
making it legally infeasible.  Addi  onally, 
the market would not have the capacity to 
fi ll that hypothe  cal void in a short period 
of  me. Consequently, the most likely 
scenarios would involve the purchase 
of some of the trailers by the exis  ng 
customer base and/or the purchase of the 
fl eet by a strategic or fi nancial buyer. It 
would be cost-prohibi  ve to remove and 
consolidate these assets prior to rental 
contract termina  on.  In liquida  on, it 
would be highly ineffi  cient to wait for 
these assets to come off  of rent, move 
them from the customer loca  ons to 
central loca  ons, and then sell them.  In 
addi  on, 
the amount 
of  me 
it would 
require to 
liquidate 
these 
assets in a 
tradi  onal 
NOLV se   ng 
would be 
outside the 
acceptable 
holding 
 me of any 

lending 
ins  tu  on 
in the asset based lending space.  Rental 
income associated with the rental 
contracts is rela  vely predictable. Selling 
the trailers in-place at customer loca  ons 
to a poten  al buyer would result in be  er 
fi nancial recovery on the asset. 

The Lending Group not only appreciated 
and agreed with our perspec  ve, but they 
were able to develop a new credit facility 
that worked for the Debtor.

H  S  
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Hilco provides a range of 
services related to restaurant 
real estate, including valua  on, 
lease mi  ga  on, and disposi  on, 
among other advisory services. 
One example that highlights 
the range of services is Lone 
Star Steakhouse and Saloon.  
Hilco was engaged by a private 
equity fund to value 150+ 
owned proper  es consis  ng of 
Lone Star Steakhouse & Saloon, 
Texas Land & Ca  le, Sullivan’s 
Steakhouse and Del Frisco’s.  
Hilco provided an opinion of 
value on each loca  on detailing 
market rent, vacant value 
and sale/leaseback poten  al.   
Subsequent to the valua  on 
work, Hilco structured a sale/
leaseback of the por  olio using 
the market informa  on from 
the valua  ons to maximize 
value.  The original por  olio 
consisted of 131 loca  ons.  The 
company ul  mately decided 
to include 35 loca  ons in the 
transac  on.  Hilco successfully 
sold the por  olio for in excess 
of $65 million.  Hilco used a 
sealed bid deadline to focus on 
the logical buyers and maximize 
the value of the por  olio.  Hilco’s 
real estate appraisal unit also 
appraised more than 150 
loca  ons for various par  es 
for use in decisions regarding 
fi nancing.  Other restaurants 
Hilco has been involved with 
include Applebee’s, Max & 
Erma’s, Starbucks, Claim Jumper, 
Giordano’s, Macaroni Grill, KFC, 
Burger King, Taco Bell and Krispy 
Kreme, among others.
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Hilco Appraisal Europe (HAE) is delighted to announce that 
Brent Osborne and Alan McLaren have joined the company as 
Consultants.

Un  l recently, Brent and Alan were Joint Managing Directors 
of Landsbanki Commercial Finance, responsible for a por  olio 
in excess of £1 billion. Prior to this, both held senior leadership 
posi  ons with GMAC Commercial Finance.

Chris Hall, CEO of HAE commented, “Brent and Alan are highly 
respected operators in the ABL community globally. We are 
looking forward to leveraging their vast experience in ABL 
transac  ons, and their extensive contacts within the Sponsor, 
Investment Banking, Corporate and Advisor professions.

Brent Osborne stated, “We know the HAE team well, having 
regularly engaged them, and consider the team to be market 
leaders. I am confi dent that Alan and I can help add to the 
team’s success in the coming years”.

HAE is a full-service appraisal company servicing major 
fi nancial ins  tu  ons, investors and corpora  ons in the UK and 

across Europe.  HAE is focused on asset valua  on and disposal, 
with two main services:

(1) “Front End” appraisals for sponsors, lenders, advisors 
and corpora  ons, to include consumer goods and industrial 
stock, plant, machinery and equipment, accounts receivable, 
intangibles including IPR, and real estate and;

(2) “Back End” services for corpora  ons and insolvency 
prac   oners and restructuring fi rms to include valua  on and 
disposal of assets - by auc  on or private treaty. HAE directors 
are experienced asset appraisers and plant and machinery 
auc  oneers. They lead a team of equally experienced 
valua  on analysts, writers and asset disposi  on experts, all of 
whom have provided highest quality services to the business 
community for more than a decade. Hilco Appraisal Europe 
understands the requirements of corpora  ons, lenders and 
insolvency professionals, and is geared to respond in very 
short  mescales. Both Alan and Brent look forward to helping 
in the team’s con  nued success stories over the coming years.

Contact Details 
Brent Osborne bosborne@hilcoeurope.com +44(0)7917687442
Alan McLaren amclaren@hilcoeurope.com +44(0) 7917687443

H  P  - M  S  P
Michael Sullivan joined Hilco in August 2007, a  er 
spending more than twenty years in all phases 
of steel manufacturing and processing. Michael 
started in the melt shops of a fully integrated 
steel mill and fi nished as the General Manager 
of a steel processing facility.   In addi  on 
to running opera  ons, Michael oversaw the 
decommissioning of one facility and assisted 
in the closing of a second processing facility; 
experience which provides a prac  cal viewpoint 
on inventory appraisal.

Michael is a degreed structural engineer and designed structures 
with steel beams, channels and angles long before he started valuing 
them.  Michael also has an MBA in Opera  ons and Logis  cs from 
Michigan State University which, combined with actual experience, 
gives him unique insight into process industries and the prac  cal 
considera  ons that would come to play in the event of an orderly 
liquida  on.
Michael has combined the skills from his academic training and 
prac  cal experience to lead the appraisals of three very large spin-
off s in the aluminum and stainless steel industries where parent 
companies separated opera  ons in the U.S., Europe and Brazil, 
from ongoing opera  ons. The Hilco team played a key roll in 
establishing ABL fi nancing for the new en   es.
From metal cas  ng, to coils, to beams, to plate; from manufacturers 
to distributors to fabricators; from aluminum to copper to steel to 
stainless; the Metals group at Hilco has the experience to handle any 
ques  on and provide accurate and prac  cal liquida  on values.

Contact Michael at 847-313-4714  or
Email msullivan@hilcoappraisal.com

Marc O’Neill is a Senior 
Appraiser specializing in 
metals. Having appraised 
over 300 fi rms, he is an 
industry expert  in the 
steel, aluminum, copper, 
alloys, foundry and forging 
industries along with 
downstream consumers of 
metal products.  Addi  onally 
Marc has appeared as 
the lead expert witness in the bankruptcy 
reorganiza  on of a major steel tube producer. 
In today’s robust energy markets, Marc also has 
appraised many specialty pipe and tube fi rms 
involved in OCTG manufacture and distribu  on.

His work experience prior to joining Hilco in March 
of 2009 included investment banking and over a 
dozen years with U S Steel. This work experience 
has given him comprehensive knowledge to 
understand complex structured fi nancing in the 
metals industry. Marc is a graduate of Villanova 
University with a degree in fi nance and a  ended 
the Execu  ve Program at the Kellogg Graduate 
School of Management at Northwestern University.

Contact Marc at 412-613-6739 or
Email moneill@hilcoappraisal.com
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Contents of this Newsle  er were contributed by:
Jarrod Anderson, Jason Frank, Chris Hall, Todd Haney, 
Marc O’Neill, Michael Sullivan and Ed Zimmerlin, Jr.
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