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Debtor-Proposed Repayment Solutions: An Introduction

Guidance for Small Businesses with Revenues < $10 Million

It's time you got a little attention. I'm very concerned about the near-term economy and the outlook for businesses with annual revenues up to $10 million. This guidance offers practical common sense, covering the basics of what commercial lenders (creditors) are likely to expect from you as a borrower. From my perspective, I speak from experience. I spent nearly three decades as a commercial banker, deeply involved with "Special Assets"—classified or troubled commercial loans of all shapes and sizes, navigating every recessionary period since the early 1980s.

Furthermore, as a Commissioned Creditor Examiner for the Federal Reserve Bank of San Francisco during the Great Recession until 2021, I witnessed the inner workings of banks, from Wall Street giants to regional and smaller community institutions. So, I truly understand the landscape. This is my wheelhouse, and candidly, small businesses like yours are unlikely to receive much individual attention during the next economic downturn.

The Coming Debt Crisis

I believe the US government is on an unsustainable debt path. This, combined with any number of potential shock events, will likely lead to national and international debt crises. What are your thoughts on this? Let's compare notes; you can find The Debt Crisis Problem at NCARA.org. In short, over the next several years, the overwhelming caseload of defaults will necessitate a natural shift: debtors will need to proactively develop their own repayment solutions, primarily through pro forma forecasting.

Business owners who understand the banking system and how most regulated banks operate (which is often dictated by strict rules) will significantly improve their odds of achieving a successful repayment strategy that keeps them in business. I foresee a massive gap between the high volume of debtors needing guidance and the limited assistance financial institutions can realistically offer. Because many debtors will not be adequately prepared to step up, creditors won't be able to do their job effectively, leading to a paradigm shift. This shift means debtors will have to learn to prepare their own repayment solutions. And that's precisely where NCARA.org comes in.

My goal is to help build a stronger bridge between debtors and creditors—borrowers and lenders. You might be quite surprised by what you learn about the lender's internal workings in this publication. Be sure to seek appropriate legal counsel for your financial affairs.

Paradigm Shift from Creditor to Debtor

You Must Have Your Say as to What is Appropriate in Terms of Your Ability to Repay

When it comes to resolving debt during economic downturns, the vast canyons between debtors and their creditors will likely force a significant paradigm shift from the old model where creditors took the lead. Lenders are often highly efficient at approving loans, sometimes in days or even minutes, depending on the deal's size and complexity.

However, creditors are typically not as adept at recovering money when loans run into trouble. This paradigm shift - from the creditor leading restructuring efforts to the debtor preparing, presenting, and negotiating with creditors - is crucial. It will empower debtors to repay the loans they promised to pay on terms they can realistically meet.

Debtors must step forward, prepare thoroughly, and take full responsibility for their debt repayment obligations. It's essential for you to know that you also have the right to negotiate repayment solutions on a regularly adjusted, best-effort basis. In a severe downturn, debtors need to take charge and demonstrate ownership of their own debt repayment strategies. While debtors are expected to repay their obligations in full, even during periods of serious economic downturn, this must occur in good faith and with realistic terms. Do you agree (or do you see how and why) that a proactive approach from debtors, especially smaller businesses, will be essential in the face of future economic challenges and potential debt crises?
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Debtor-Proposed Repayment Solutions - Coming Soon to An Economy Near You: Seasons of Default and Restructuring

We are heading towards a debt crisis. With balance sheets burdened by excessive debt, compounded by inflation, high costs, elevated interest rates, and other uncertainties and shock events, economic turmoil is on the horizon. This will inevitably lead to "seasons of default and restructuring." The banking world will need to significantly enhance its debt repayment strategies, crucially incorporating repayment plans prepared by its borrowers.

In fact, going forward, debtors, not creditors, will increasingly lead the way for resolution strategies, as creditors will simply be overwhelmed by the sheer volume of cases. As the borrower, you'll need to call the shots on precisely how much and when you will repay, based on your best effort and in good faith. Your repayment plans will have to be fully transparent, well-documented, and reasonably supported. Regulators are likely to view these proactive workout plans as prudent lending practices, done in a safe and sound manner. Workout loan modifications are not only reasonable but expected by creditors.

A debtor-prepared repayment plan might even include an orderly liquidation of assets, which can often be in the best interest of creditors too. However, these measures must be executed correctly, within prescribed guidelines, and often under the direction and oversight of your legal counsel, as well as the creditor's. The purpose of this guidance is to show you how regulated lenders will likely manage troubled loans. The marketplace is shifting, placing the responsibility on borrowers to prepare their own repayment plans during these seasons of default and restructuring.

Deteriorating Asset Quality Credit Metrics on the Creditor’s Financial Statements

When financial institutions face deteriorating asset quality credit metrics, it requires significant effort and time from creditor stakeholders to devise appropriate repayment solutions. Creditors will likely need to seek additional external resources to manage a multitude of underperforming borrowers. Don't expect the creditor's efforts to align with anyone's interests but their own; they will almost always prioritize their own interests.

You might receive more attention for deal structuring when the creditor's credit metrics are still favorable (meaning they have the capacity to work with you). However, if the creditor's credit risk management practices come under criticism from regulators, it's an entirely different scenario. They will often press you to exit your banking relationship to "right-size" their financial performance. Creditors are highly concerned about their reputation and financial standing. The substantial bonuses of senior and executive management are frequently tied to the creditor's financial performance. Troubled loans are like "pouring a bucket of water on the fire" each time a commercial loan becomes classified, negatively impacting their bottom line.

Indeed, the creditor’s proposed repayment strategies may not be in your best interest, regardless of who is more distressed. Don’t be surprised if you find yourself in an "automatic" foreclosure or liquidation environment, mirroring the swift approval you might have received initially. Miss a payment, and you're in default, potentially paying a default interest rate, or worse.

As financial conditions in the economy deteriorate, ask yourself if you genuinely believe you'll receive the time and attention you deserve if your financial institution’s credit metrics become too stressed. The answer is likely no. Therefore, now is the time to prepare. Some may learn the hard way that the time to prepare has passed. Even then, if you understand what you're doing, you can still pick up the pieces and propose your own repayment plan.

When Loans are Rated ‘Criticized or Classified’ Due to Deteriorated Financial Conditions

As you know, financial institutions are heavily regulated. Asset quality - primarily commercial loans - is often the biggest concern. Other risks, such as liquidity and interest rate sensitivity, have been clearly evidenced in the 2023 regional banking crisis and continue to be concerns in 2025.

Most lenders are highly experienced at understanding credit risk, structuring, and monitoring your ability to repay according to the terms and conditions in Promissory Notes and Loan Agreements. Did you know your loans are risk-rated accordingly? Once loans are criticized or even classified due to deteriorating financial performance, the clock truly starts ticking toward a resolution. This means your creditor’s new objective is to either get your loan’s risk rating upgraded back to a "Pass" rating through adequate financial performance, or to a $0 balance by whatever means necessary.

Lenders are required to be prudent and maintain safe and sound banking credit risk practices. You will be required to fit within these so-called prudent terms and conditions. But where's your voice in this? Do you feel like you have a say? Have you ever spoken up? Would you speak up and drive repayment negotiations, especially if you're well-prepared? What are "prudent" terms anyway? Will your repayment plans fall within the "walls of reasonableness"? If you don’t speak up or don't know what you’re doing, both you and the lender could miss out on the optimum repayment strategies. Therefore, you must have your say as to what is appropriate in terms of your ability to repay. What you think matters.

When you're prepared, creditors will listen carefully to what you have to say. The challenge is that debtors often fail to understand what and how lenders think - especially during sensitive periods of economic downturns when pressures start to build. Consequently, lenders will often take your financial statements and tax returns and devise the repayment solution they feel is appropriate - for them - especially if the lender has a large volume of criticized and classified loans. Yes, the lender likely holds the superior cards in the deck and can force your hand, but it’s your signature on the Promissory Note and Loan Agreement.

You do have a significant voice in these negotiations, as you're the one who promised to repay, but you need to have the terms modified to fit your cash flow needs. However, you need to understand what the lender sees from their perspective and what they want, so you can effectively demonstrate your intentions. The lender's conclusions may not actually be what works best for you at this time. The earlier you start this process, the better results you should expect. Unless you understand why the lender is offering what they offer, or better yet, if you understand what you need and can pitch the appropriate repayment strategy, you will likely prevail and stay in business. You want a win-win result that’s in everyone’s best interest.

Are You a Zombie Business or Not?

So, step up, speak up, especially in times of serious economic stress. It is imperative that you, as a small business owner, stand up and take responsibility for understanding, preparing, and recommending debt repayment solutions with your creditors. Creditors need your assistance, and a cooperative, win-win relationship is considered prudent - even if the numbers are bad.

Now, if your business is a "zombie" business (meaning there's no possible way of repayment), then, frankly, it’s dead. In this scenario, a cooperative self-liquidation (often with the creditor's assistance) may be in everyone’s best interest. You’ll have to decide if it can somehow be brought back to life. If you can still detect a pulse, you may as well approach your creditor, and the two of you will have to decide if your plan is prudent or nonsensical. Yes, it’s important and in the best interests for lenders to prudently work with their debtors and accept2 your best good-faith repayment recommendations.

Again, in a downturned economy, it’s unlikely creditors will be able to give you the necessary time and attention compared to times when
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Borrowers Can Get Pushed Around by Creditors
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