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from Borrowers Battered  
by COVID-19 
FALLOUT 



• Temporary relaxation by bank 
regulators of loan classification 
rules, allowing lenders to work 
more easily with borrowers to 
extend or modify their loans, 
defer payments, and waive fees. 
These actions would normally 
force lenders to classify the loans 
as troubled and force them to use 
capital to reserve against them.

This has allowed lenders to take a 
collective breath while they focused 
on their most troubled credits already 
in their special assets area, while also 
thoroughly assessing their overall 
portfolios for emerging problems. 
It has likewise provided borrowers 
time to get their arms around their 
issues and begin to determine what 
needs to be done. The emergency 
measures from the government have 
served their intended purpose, but as 
they run their course, companies will 
continue to deal with the same issues 
of lower demand and insufficient cash 
flow brought on by the pandemic.

To be sure, new programs are planned 
and could mitigate some of the impact. 
Most recently, loans under the Fed’s 
Main Street Lending Program are 
being increasingly used to take out 
troubled loans from other lenders. 

Nevertheless, though these programs 
may help companies survive longer, 
none will offer a long-term solution to 
the core issue of reduced cash flow.

Ultimately, the effects of the pandemic 
are expected to continue to dampen 
economic activity until a vaccine 
is widely distributed next year. This 
continuing uncertainty will cause 
lenders—including both regulated banks 
and unregulated lenders—to take more 
aggressive action in the coming quarters 
to protect their positions. Many have 
been hiring people for their workout 
groups in anticipation of it, and the four 
largest commercial banks collectively 
raised their reserves for bad loans at 
the end of June to double the amount 
they carried on December 31, 2019.

Borrowers will be forced to engage 
with workout lenders to create and 
follow a credible path through the 
turmoil that demonstrates they will 
survive and ultimately recover enough 
to repay their loans. These discussions 
will range from a restructuring of the 
debt so the company can eventually 
remain in the lender’s portfolio as a 
performing loan to leaving the lender 
via a refinancing by another lender or 

The COVID-19 pandemic has 
created a seismic shock to the 
economy, slowing and in many 

cases stopping the gears of commerce. 
The resulting drop in demand for 
products and services has been 
dramatic, with U.S. GDP contracting 
33% in the second quarter of 2020. 
This, in turn, has given rise to an 
extreme cash crunch for corporate 
borrowers that is impairing their 
ability to service their debt. As a result, 
commercial Chapter 11 filings rose by 
52% in July versus July 2019, with the 
initial wave impacting larger, public 
companies within the most vulnerable 
industries, such as retail, oil and gas, 
travel, hospitality, and entertainment.

The distress has likewise impacted mid-
size and small businesses. However, 
lenders to these companies have so far 
been relatively restrained in addressing 
their borrowers’ issues due to:

• Government assistance in the 
form of the CARES Act, including 
Payroll Protection Program (PPP) 
loans; increased unemployment 
benefits; and other programs that 
have provided emergency liquidity 
to companies and maintained 
some consumer demand.
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other alternative, including liquidation, 
a company sale, or a bankruptcy filing.

This process will be much easier 
and effective if these companies 
adhere to the following.

Communicate
Maintaining clear and consistent 
communication with the lender is 
always a good idea, but it takes on 
added importance during distress 
when a company is negotiating 
with its lender. Being proactive is 
vital—borrowers cannot wait until 
they can’t make the next day’s 
payroll before reaching out for help 
(which the author has seen happen). 
Communication is key to establishing 
and maintaining trust, which will 
make the entire process easier.

Workout lenders are typically new 
faces for the borrower, which creates 
the need to establish trust and 
rapport with a person who is now 
much more focused on protecting 
the bank’s interests than the former 
relationship manager. Workout 
lenders are in a unique position, 
typically with latitude to work with 
the company and help, which is more 
likely if they feel borrowers are being 
forthcoming and not hiding problems.

Rapport may be harder to establish 
when meetings have to occur virtually, 
as is now the norm with COVID-19. 
However, it can be done with clear 
and accurate communication. 
Setting up regular calls to report 
progress and discuss issues is the 
best strategy. Communication 
entails more than just conversations, 
however. Workout lenders will require 
more data and information and will 

require it more frequently. Delivering 
consistently clear and accurate 
reporting is just as important. If they 
haven’t done so already, companies 
need to get up to speed on remote 
communication and collaboration 
tools, such as Zoom, Microsoft 
Teams, FaceTime, and Dropbox.

Know Thyself
This is no time for companies to deny 
the reality of their problems. Owners 
may not be realistic with themselves, 
but they can’t expect to spin their 
situation with their lender, who will 
see right through such efforts. It can 
be difficult for business owners to 
do this, as it often goes against their 
optimistic entrepreneurial nature. 
However, misrepresenting their 
situation will simply make them 
appear to have their heads in the 
sand and serve to undermine their 
lender's trust in them. It will also 
likely raise the lender’s ire because 
it implies a lack of awareness and a 
reluctance to take necessary actions.

Companies must make it clear that they 
understand their challenges and the 
gravity of their situation. By showing 
that they recognize the key issues and 
risks, they demonstrate they can be 
trusted to address them and work to 
resolve them. A workout lender will 
take them more seriously, and it will be 
a big step toward earning their trust.

Have A Plan
The workout lender will expect the 
company to articulate a credible plan 
for how it will address its challenges. 
Living off PPP loans and hoping for 
more aid until demand returns simply 
won’t cut it. A company should start 
by laying out the following to describe 
what has happened and what has been 
done so far to mitigate the damage:

• The current situation, including the 
impact that the downturn has had 
on the business’ sales, operations, 
customers, vendors, workforce—and 
ultimately on cash flow and profits.

• Actions already taken to mitigate losses 
and impaired cash flow, including:

 - Reducing costs, including 
workforce reductions

 - Minimizing lost revenues from 
existing products and services

 - Finding new sources of revenue

 - Vendor negotiations regarding 
payment concessions or finding 
new suppliers for critical materials

 - Landlord negotiations 
and any concessions

• Current status of collateral 
securing the lenders’ credit facility, 
including a current borrowing 
base statement, if applicable.

The lender will be able to work with 
the company much more easily if it 
sees a plan that includes a forecast 
based on realistic assumptions. Of 
course, forecasting in this environment 
is difficult and no one has all the 
answers, but an attempt has to be made. 
Again, the key is to be realistic, hiding 
nothing and listing all assumptions. 
The forecast should incorporate:

• Reopening plans if the company 
was closed, or the ramp-up plan 
if operations were curtailed.

• Additional sources of capital 
available to inject into the business.

continued from page 7
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The lender will be able to work with the company much more easily if 
it sees a plan that includes a forecast based on realistic assumptions. 
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• Additional actions that the 
company plans to undertake 
going forward to improve profits 
and cash flow, including:

 - New or modified product 
or service offerings

 - Additional cost-cutting

 - Vendor concessions, 
including payment plans 
for past due amounts

 - New sourcing options 
for critical materials

 - Landlord concessions

 - Collaborations or partnerships 
with other companies

• A 13-week cash flow forecast. The 
company should be focused on cash, 
because the workout lender certainly 
will be. A more traditional monthly 
forecast with income statement, 
balance sheet, and cash flow can also 
be created for the next 12 months, 

and it can help build the weekly cash 
flow forecast. However, the cash 
forecast will truly incorporate the 
impact of all elements of the plan 
and articulate how it will play out 
over the coming quarter. It will also 
reveal any expected cash deficits 
in the coming quarter, which will 
form the basis of any negotiations 
with the workout lender.

  This 13-week cash forecast 
should be rolling and updated/
extended weekly. By comparing 
each week’s actual performance 
to the forecast, forecasting can 
be improved and fine-tuned over 
time, which will further build 
credibility with the lender.

• The impact of the plan on 
collateral values, including 
a forecast borrowing base 
statement, if applicable, which 
can be incorporated into the 
13-week cash flow forecast.

• Any other key operating and 
financial metrics specific to the 
company that will help the lender 
understand the plan and follow 

progress during its implementation. 
These metrics can be incorporated 
into the forecast or shown 
separately in a dashboard.

Get Help if Needed
Most companies are geared toward 
growth and not to dealing with adversity, 
especially the type of challenges they 
face now. Part of being honest with 
themselves and their lenders involves 
knowing if management has the 
skills and bandwidth to address their 
situation while running and ramping 
up the business again. They can’t afford 
to stumble with the workout lender, 
whose support is critical to any plan.

Depending on how credible the plan 
is, the lender will decide either to work 
with the company so it remains with 
the bank, or require it to leave the 
institution. Even if it’s the latter, how 
patient the lender is with an exit can 
determine what options are available. In 
short, if a company can’t tackle what is 
needed—particularly the cash forecast 
and other reporting elements—it 
should hire an experienced turnaround 
professional to work with its team.

continued from page 8
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Deciding to get help can be especially 
difficult when the company is in 
distress and cash is extremely tight. 
But the truth is, failing to execute on 
the expectations of the lender outlined 
in this article presents a much larger 
risk. Workout lenders often require 
troubled borrowers to hire a turnaround 
consultant anyway as part of agreeing 
to extensions and other forms of 
cooperation with the borrower.

Even if the lender doesn’t require 
the borrow to retain a turnaround 
professional, adding a dispassionate, 
objective perspective to the company’s 
approach will significantly boost 
the lender’s trust in the plan and its 
execution. Lenders typically ease 
their pressure on a borrower once a 
turnaround professional is working 
with the borrower, mainly because 
they believe information will be better 
and their discussions will be more 
productive. Communication will also 
be improved because the relationship 
between borrower and lender is often 
strained by the time a loan is transferred 
to the workout department, and 
turnaround consultants can bridge the 
gap effectively while exercising what 
the author likes to call “Dr. Phil skills.”

Conclusion
Whether they like it or not, many 
companies will be working with 
workout lenders in the coming quarters 
and will need their lender’s support to 
get through the current crisis. Proactive, 
clear, and honest communication 
that consistently reflects a realistic 
assessment of the issues and risks will 
go a long way to building trust with 
the lender. Companies need to take 
stock of what resources they have and 
their ability to execute a realistic plan 
to survive the current environment 

and ramp back up to whatever new 
normal they anticipate. The plan 
has to be developed and effectively 
communicated to the lender so that it 
can serve as the basis for negotiation 
and collaboration, and ongoing 
reporting will need to be enhanced to 
ensure continued credibility and trust.

Everyone, including lenders, wants 
to get through the crisis and help as 
many companies survive as possible. 
How a company works with its lender 
can determine whether it does so. J
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