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Tending to Your Lender   
Mitigating your lender’s fears may be the key to retaining a critical relationship.
by William S. Hanneman

(continued p.2)

Cash is the lifeblood of a business and re-
lationships with capital suppliers must 
not be interrupted. Unlike previous 

downturns, businesses have fewer lenders to 
choose from, and those remaining are suffering 
from a crisis-of-confidence. The future success 
of your business may be predicated on your 
ability to mitigate your lender’s fears. 

Given the preoccupation of banks with 
their own problems and a reduction in alterna-
tive lender choices, it is essential for business 
owners and managers to view the situation 
from their capital supplier’s viewpoint, and 
work within this more-constrained framework. 
Due care is always advised in the handling of a 
credit relationship, but the situation is different 
now. The margin for error is less. Don’t take 
this critical supply line for granted.
Understand YoUr Lender’s                   
Frame oF reFerence

While it is arguably true that lenders have 
contributed to, and perpetuated, the current 
economic crisis, don’t expect any consequent 
obligation to provide funding to your com-
pany. Everyone is in survival mode. The capi-
tal received from the U.S. Treasury and the 
Federal Reserve will not readily trickle down 
to borrowers. Lenders seem intent on using 
these funds to soften further loan-loss erosion 
in their capital bases. Capital is very dear to 
lenders, so asset additions must be bullet-proof 
and very profitable.  

The practical implications to borrowers 
are that it will take longer for lenders to evalu-
ate potential extensions of credit, the amount 
and term of credit will be more tightly limit-
ed, covenants will be more restrictive, report-
ing will be onerous, and money will come at a 
higher price. That’s just the way it is. 

The fallout of having extended credit ag-
gressively in advance of the current economic 
decline has left lenders embattled. In this 
environment, internal auditors and external 
regulators require extensive reporting on sub-
standard loans. Everyone is subject to second-
guessing. As credit problems have mush-
roomed, lenders are suffering from a crisis of 
confidence. It’s simply human nature. 

Borrowers must recognize that extensions 

of credit are built upon confidence, which 
is derived from both a favorable economic 
outlook and comfort with the borrower’s 
handling of the relationship.  Planning, com-

munications, and management of expecta-
tions are critical to the successful retention of 
lender confidence.
PLan conservativeLY

Optimism is the hallmark of entrepre-
neurs. But when fear rules, lenders are more 
leery than ever of “blue sky” strategies and 
projections. In lieu of unbridled confidence, 

lenders find assurance in plans that address 
the following principles:

n  All factors under management’s con-
trol have been considered to rationalize the     
business;

n  There is a well-articulated request to the 

lender that improves its situation (as well 
as your business) and does not require it to 
shoulder all of the risk; and 

n  The numbers justify the proposed action 
and confirm the story.

Business or turnaround plans must be 
conservative, meaning there is a clear bias to-
ward exceeding rather than underperforming. 
In times such as this, the key assumption for 
success cannot be a “return to normal condi-
tions.” A well-conceived plan is but step one. 
Lenders must also understand what steps can 
be taken if the plan goes awry. Contingency 
plans are necessary. 
consider WaYs to imProve the BUsiness

Regardless of what is expected by lenders, 
it is time to put all sacred cows out to pasture. 
Change is imperative and should begin with 
a careful examination of how and where your 
business makes money. Nearly every business 
is, in some manner, unknowingly impacted 
by the 80/20 rule. So, the challenge is to take a 
detailed look at the individual earnings con-
tributions of customers, products, markets, 
and facilities, relative to the investment of 
capital for each. Moreover, this effort should 
look beyond the confines of the existing busi-
ness to consider the economic and competi-
tive benefits of external alternatives, such as 
consolidation or joint ventures. All alterna-
tives that strengthen the company’s competi-
tive position should be evaluated. 
avoid sUrPrises

Regardless of the reason, surprises play to 
fears that the borrower is unknowledgeable or 
may be hiding the ball. In either case, man-
agement loses credibility. Once lost, credibili-
ty is difficult to restore and access to funding is 
jeopardized. It is more critical than ever that 
your lender is up-to-date on all aspects of your 
business and financial situation. Revise pro-
jections and plans as conditions change. As 
problems crop up, surface them promptly with 
your lender, together with a rational solution 
that is cognizant of the bank’s parameters.
Get heLP, consider an advisor

The reality of today’s highly selective 
credit markets is that a well-reasoned and well-
articulated plan that will pass muster in your 
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Regardless of the reason,       

surprises play to fears that the 
borrower is unknowledgeable 
or may be hiding the ball. In 

either case, management loses 
credibility. Once lost, credibility 
is difficult to restore and access 

to funding is jeopardized.
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The practical implications to 
borrowers are that it will take 
longer for lenders to evaluate 
potential extensions of credit, 
the amount and term of credit 
will be more tightly limited, 

covenants will be more restric-
tive, reporting will be onerous, 

and money will come at a higher 
price. That’s just the way it is.

. . . . . . . . .



promptly. Your lenders are critical partners and 
should be treated as such. But, they cannot be 
relied upon to plug all holes. Business owners 
and managers need to be resourceful and devel-
op back up capital solutions to ensure that the 
business will emerge stronger and ready to cre-
ate the next increment of shareholder value. v
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lender’s organization is a prerequisite to suc-
cess. Capital cannot be arranged on an ad hoc 
basis. Convincing a bank to work with you, 
and the response you get, will be meaningfully 
influenced by how and what is asked for, as well 
as the strength and clarity of the business case 
supporting the request. With all that is at stake, 
consider using an advisor that has both ex-
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perience in these matters and current market 
knowledge to assist in preparing and commu-
nicating your plan and negotiating the terms.  

Treat your credit relationships with the im-
portance they deserve. Promise only what can 
be delivered and gain your lender’s confidence 
by demonstrating that you are on top of your 
business environment and acting prudently and 
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