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Abstract

Why should ABL be introduced to Korea now?

Park, Whon-il"/ Lee, Chang-kyu™

The Act on Security Interests in Movable Properties, Receivables, etc. was expected
to be useful for small and medium-sized enterprises (SMEs) which have few real estate
for collateral. After two years of preparations from its promulgation in 2010, the
highly anticipated movable-backed lending was warmly accepted at first, but now in
the doldrums because of the absence of rigorous monitoring of collateralized properties
and debtor’s unfaithful management of accounts receivable.

Then how can creditor banks be relieved of such troublesome breach of trust and
stressful situations? Since the late 1990s, the asset-backed securitization (ABS)
transactions helped the Korean economy to survive the financial difficulties. This time
the asset-based lending (ABL) would promote economic activities by providing more
funds to SMEs on improved terms and conditions.

ABL financing, employing an electronic registration system, should be secured by the
movable properties, inventories and accounts receivable owned at present and to be
acquired in the near future, which depend on the income generation capacity rather
than the collateral value. That’s why ABL is usually employed for the financing of
small businesses. Japanese financial authorities have suggested such advantages and
merits to be introduced to SMEs in Japan.

In this regard, ABL-supporting services as witnessed in America — e.g., appraisers,
field examiners, liquidators, etc. — are indispensable to ABL financing in Korea. In
particular, RFID technology-based monitoring of collateral status would be necessary

for Korean bank officers to manage various collateral in an efficient way.

Keywords: asset-based lending (ABL), tangible assets, machinery and equipment,

inventory, accounts receivable, SME loans
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