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Abstract 

The objective of this report is to offer an overview the U.S. Asset-Focused Finance market, which is 
expected to see significant change due to regulatory shifts within the banking sector.  

The wide range of financeable assets and structural advantages inherent in the asset class are expected 
to drive the next phase of growth in private credit, replicating the evolution of corporate direct lending 
over the past decade. 

Asset-Focused Finance (AFF) 

The term AFF describes lending in which a loan is supported by (i) either the contractual cash flows 
generated by a specific pool of assets (i.e. asset-backed) or specific financial or physical assets (i.e., asset-
based), and (ii) the liquidation value of those assets. 

Given the comprehensive lending activity it covers, the AFF market is significantly larger than the 
corporate credit market. The size of the U.S. AFF market is currently estimated at ~$7.0tn1, excluding real 
estate and mortgage finance activities, which cover another ~$12.6tn. 

The private market is at an early stage of development and estimated to account for only ~5% of the 
overall AFF market1, at ~$350bn (ex. property finance). Should the private market share achieve 10%, 
mirroring the direct lending share in corporate credit, private AFF could experience annual growth of ~20% 
over the next few years, reaching a $900+ bn volume. 

 

Private AFF Ecosystem 

The Private AFF market includes loans, leases, and secured contractual cash flows, primarily focusing 
on senior-secured asset-based loans & leases and debt service coverage ratios (DSCR) that ensure 
robust asset/cash flow coverage. 

Historically, AFF has constituted an important part of finance, largely serviced by bank lending. 
However, the advent of the “Basel 3 Endgame” rules, taking effect from 6/2025, is prompting banks to 
reassess their business lines, and provide the bulk of their capital to large corporate borrowers. This 
regulatory shift and limited risk appetite have reduced liquidity and negatively impact access to credit. 
Thus, overlooked corporate borrowers will seek alternative means of capital investment. 

 
1 MSI Advisory: “ABF: Sizing the Next Generation of Private Credit”, Q1-2024 
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AFF lenders can fill this financing need by providing upfront liquidity secured by a borrower’s “mission-
critical” assets. The implementation of Basel 3 Endgame risk capital requirements is expected to have 
a comparable impact on AFF private capital as the post- GFC Basel rules had for corporate direct lending, 
coinciding with smaller banks de-risking. 

AFF covers a broad range of business sectors, collateral, and borrowers. It is largely a primary 
origination asset class, requiring specialized structuring, underwriting, and servicing expertise as well 
as direct sourcing capability.  Successful AFF investing relies on the capacity to customize, structure, 
and monitor asset quality. This enables investors to optimize income stability and downside protection. 

 

At the same time private credit investors are seeking to diversify their direct corporate lending portfolios. 
ABF represents a natural addition, offering credit exposure to pools of hard and/or financial assets, and 
current income. 

Phoenix has strong origination capabilities within the AFF segments mentioned above. While the primary 
investment strategy revolves around structured corporate cash flow lending, further portfolio 
diversification is attained via allocation capacity of ~20% to asset-based lending.  

Phoenix’s AFF focus segments, outlined in this paper, include: 
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Corporate Working Capital 

Working capital AFF lines of credit typically rely on the current assets of the borrowing Company (or 
Supplier in the case of “quick pay” financing). These facilities have short duration (<1 year) and are self- 
amortizing. This ensures exposures can be run off relatively quickly, without reliance on refinancing 
activities. 

True sale and factoring facilities, in particular, are well suited for active management. Their uncommitted 
nature allows for dynamic sizing of exposure, based on the borrower situation or asset quality. 
Additionally, there is enhanced visibility on liquidity deployment compared to daily committed revolving 
facilities. 

Working capital financing is a focus area of Phoenix’s AFF strategy. The full spectrum of structures is 
evaluated, and bespoke solutions are devised and assessed based on commitment level, average/peak 
utilization, economics, and structural seniority to align with exposure and return targets. 

 

Equipment Leasing 

Equipment lease financing typically involves term loans with durations exceeding one year. These loans 
are serviced by lease cash flows and are secured by the specific assets. This includes the capitalization of 
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leasing companies that own the assets, which are then leased out to end-user companies (e.g. aviation, 
rolling stock), as well as term financing of on balance sheet equipment. 

 

 

The size of the U.S. equipment leasing industry currently exceeds $1.15 tn2 , with ~80% of companies 
borrowing to acquiring equipment. Most financed equipment types include transportation, information 
technology & software, construction, and manufacturing. Financing volume is dominated by banks (~63%) 
and captive leasing companies (~31%), leaving ~$70bn for independent providers.  

Phoenix has strong access and underwriting expertise across sectors in equipment finance. This covers 
bespoke equipment-backed working capital and term funding solutions for corporate borrowers, as well 
as providing capital to leasing companies. 

Consumer Asset Backed (Private) 

Since cost of funds started rising in 2022, providers of consumer finance are facing challenges to tap their 
usual funding sources, namely regional banks and the public asset-backed securities market. These 
constraints are expected to persist, giving private credit firms an opportunity to grow in this $3.7tn1 (ex. 
mortgages) market. 

Consumer lending requires specific skills in assessing the quality of large portfolios and various loan types, 
which differ from company underwriting analysis. The typical approach for a direct lender consists of 
buying entire loan portfolios from bank balance sheets3 (e.g. disposal of non-core assets).  

In contrast, Phoenix seeks to become involved at an earlier stage of the origination by providing “forward 
flow” capacity to specialized origination platforms. Under this origination method, eligible loans are sold 
to a segregated warehouse on an ongoing basis. 

The warehouse funders maintain strict control over underwriting guidelines, pricing strategy and portfolio 
construction. Following a portfolio ramp-up, the warehouse is funded to term via a public or private take-
out, locking in a long-term servicing fee stream for the originator. 

The team at Phoenix is positioned to capitalize on current developments in consumer lending, leveraging 
its extensive background in bank balance sheet management and structuring expertise with consumer 
loan securitization. 

 
2 Equipment Leasing and Finance Association, as of Mar-2024 
3
 Bloomberg “Private Credit builds Cash Hoard to take on Consumer Debt”, Bloomberg, Aug-2023 
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Specialty Finance 

These are focused strategies, that aim to capture financing opportunities in distinct niche segments, 
providing diversification to conventional asset-backed and cash flow lending portfolios. 

These strategies harness sector-specific expertise, direct sourcing capacity and structuring capabilities 
aiming to deliver uncorrelated returns with built-in structural protections. 

 

Phoenix leverages its broad access to specialty finance borrowers and its core structuring expertise to 
actively pursue investment prospects in key specialty segments. 

Asset Servicing 

Considering the broad array of collateral and industries covered by AFF, the diverse segments require 
specialized loan servicing. Product attributes show substantial variation across borrower categories, 
assets, regulations, and platforms, resulting in a number of service providers with specific sector focus 
and dedicated infrastructure. 
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Conclusion 

AFF investments offer several attractive characteristics that justify their inclusion in a diversified private 
debt portfolio,  

• Large addressable market  

• Diversified exposure across the economy 

• Stable income and structural protection 

In addition, it is worth noting that the underlying assets of AFF investments may provide certain inflation 
protection where they appreciate. 

As regulatory and structural challenges mount for traditional AFF funders such as banks and public 
securitizations, the asset class is undergoing a transition. This presents a timely opportunity for private 
debt investors to seize market share. 

Phoenix views AFF as a cornerstone of its strategy, with assets representing an important lever for the 
structuring of bespoke financing solutions. The team has broad structural expertise in the field, leveraging 
30+ years of experience in relevant origination and structuring. 

 

We welcome you to contact us with questions, curiosity, and interest.  

Contact information:  

Dr. Roland Domann 
Managing Director, Director of Research 

roland.domann@phoenix-merchant.com 

Robert Molina 
Managing Director, Investor Solutions 

robert.molina@phoenix-merchant.com 

 

 

About Phoenix’s Approach: 

Phoenix aims to distinguish itself as a credit manager by adopting a tailored approach to investment 
structuring. Rather than following conventional direct lending strategies, we focus on addressing 
multifaceted situations with flexible credit solutions, acting as a provider of capital solutions.  

Our approach involves a combination of tailored credit products and bespoke debt servicing structures 
designed to align with the specific aspects of each investment opportunity. Consistent with our problem-
solving focus, AFF is one of our capital solutions to address borrowers' capital needs, positioning us as a 
relevant lender where conventional direct lending cannot assist.  
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NOTICE TO RECIPIENTS 

THIS DOCUMENT IS FOR INFORMATIONAL PURPOSES ONLY AND SHOULD NOT BE RELIED UPON AS INVESTMENT ADVICE. 
This document has been prepared by Phoenix Merchant Partners, LP (“Phoenix”) and is not intended to be (and may not 
be relied on in any manner as) legal, tax, investment, accounting or other advice or as an offer to sell or a solicitation of an 
offer to buy any securities of any investment product or any investment advisory service. The information contained in 
this document is superseded by, and is qualified in its entirety by, such offering materials. This document may contain 
proprietary, trade-secret, confidential and commercially sensitive information. U.S. federal securities laws prohibit you 
and your organization from trading in any public security or making investment decisions about any public security on the 
basis of information included in these materials.  

THIS DOCUMENT IS NOT A RECOMMENDATION FOR ANY SECURITY OR INVESTMENT. References to any portfolio 
investment are intended to illustrate the application of Phoenix’s investment process only and should not be used as the 
basis for making any decision about purchasing, holding or selling any securities. Nothing herein should be interpreted or 
used in any manner as investment advice. The information provided about these portfolio investments is intended to be 
illustrative and it is not intended to be used as an indication of the current or future performance of Phoenix’s portfolio 
investments. Investment Examples were chosen based on objective, non-performance-based criteria for the purpose of 
describing the investment processes and analyses Firm uses to evaluate such investments.  

AN INVESTMENT IN A FUND ENTAILS A HIGH DEGREE OF RISK, INCLUDING THE RISK OF LOSS. There is no assurance that a 
Fund’s investment objective will be achieved or that investors will receive a return on their capital. Investors must read 
and understand all the risks described in a Fund’s final confidential private placement memorandum and/or the related 
subscription documents before making a commitment. The recipient also must consult its own legal, accounting and tax 
advisors as to the legal, business, tax and related matters concerning the information contained in this document to make 
an independent determination and consequences of a potential investment in a Fund, including US federal, state, local 
and non-US tax consequences. 

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS OR A GUARANTEE OF FUTURE RETURNS. The performance 
of any portfolio investments discussed in this document is not necessarily indicative of future performance, and you should 
not assume that investments in the future will be profitable or will equal the performance of past portfolio investments. 
Investors should consider the content of this document in conjunction with investment fund quarterly reports, financial 
statements and other disclosures regarding the valuations and performance of the specific investments discussed herein.  
Unless otherwise noted, performance is unaudited. 

DO NOT RELY ON ANY OPINIONS, PREDICTIONS, PROJECTIONS OR FORWARD-LOOKING STATEMENTS CONTAINED HEREIN. 
Certain information contained in this document constitutes “forward-looking statements” that are inherently unreliable 
and actual events or results may differ materially from those reflected or contemplated herein. This information is 
provided to discuss general market activity, industry or sector trends, or other broad-based economic, market or political 
conditions. Economic and market forecasts presented herein reflect our judgment as of the date of this presentation and 
are subject to change without notice. These forecasts are subject to high levels of uncertainty that may affect actual 
performance. These forecasts do not take into account the specific investment objectives, restrictions, tax and financial 
situation or other needs of any specific client.  Actual data will vary and may not be reflected here.  Accordingly, these 
forecasts should be viewed as merely representative of a broad range of possible outcomes. These forecasts are estimated, 
based on assumptions, and are subject to significant revision and may change materially as economic and market 
conditions change.  Any references to indices, benchmarks or other measures of relative market performance over a 
specified period of time are provided for your information only.  Phoenix does not make any assurance as to the accuracy 
of those predictions or forward-looking statements. Phoenix expressly disclaims any obligation or undertaking to update 
or revise any such forward-looking statements. The views and opinions expressed herein are those of Phoenix as of the 
date hereof and are subject to change based on prevailing market and economic conditions and will not be updated or 
supplemented. 

EXTERNAL SOURCES. Certain information contained herein has been obtained from third-party sources. Although Phoenix 
believes the information from such sources to be reliable, Phoenix makes no representation as to its accuracy or 
completeness. 

THIS DOCUMENT IS NOT INTENDED FOR GENERAL DISTRIBUTION AND IT MAY NOT BE COPIED, QUOTED OR REFERENCED 
WITHOUT PHOENIX’S PRIOR WRITTEN CONSENT. 


