
IF (not “when”) 
the Deal Goes Bad



Why DO loans go bad?

On the part of the lender:

• Making a “bad” lending decision
• Not checking what the customer has said is true e.g. income Vs. expenditure
• Not following the money
• Incorrectly completing paperwork (mis-spelling a borrower’s name on a UCC)
• Poorly monitoring the loan

On the part of the borrower:

• They spent the money on things other than what it was lent for
• They provided misleading information
• They had overly optimistic forecasts
• They were under-capitalized
• They were un-prepared to be a successful business owner
• A significant and distracting life event occurs



Regular Servicing

Keeping in regular contact with a 
borrower is VERY important!!!! 

At the base minimum, it is important to:
• Conduct a site visit / meet at the business 

reasonably regularly
• Collect and analyze tax returns 
• Ensure insurance is current, property taxes 

paid, other taxes are paid, and, that UCC’s 
are updated when they expire, etc.



Risk Rating Loans

Every RLF loan that you fund should be 
regularly reviewed and “risk rated” using 
some variation of the following system.

Class Designation Characteristics

1 Pass Low, Low/Medium and Medium risk loans

2 Special Mention High/Medium risk loans

3 Substandard High risk loans – full repayment expected

4 Doubtful High risk – full payment possible

5 Loss High risk – full payment unlikely



Risk Rating Loans – Credit Scores



Risk Rating Loans – Other Metrics

• Negative Financial Trends
• Delinquent Taxes
• Non-sufficient Funds (multiple instances)
• Change in Management
• On Deferral
• Negative Publicity
• Lawsuits
• Nonresponsive
• Rude / Being a Jerk



Priority Servicing

Once a loan is identified as challenged, 
keeping in even more frequent contact 
with a borrower is even more important!!!! 

This may involve:
• More regular site visits
• More frequent reviews and collection of 

financial statements 
• Active on-line searching for references or 

critical reviews of your borrower.



A Non Performing Loan (08/17 – 09/17)



A Non Performing Loan (09/17 - 12/17)



A Non Performing Loan (12/17 - 02/18)



A Non Performing Loan - Resolution



Liquidation Policy (1 of 2)



Liquidation Policy (2 of 2)



YOUR Non Performing Loan Examples …



Mike O’Donnell

QUESTIONS?


