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INCREDIBLEBANK

• Born in Rothschild, Wisconsin as River Valley State Bank in 1967

• Today: 

– $1.7B in assets and 15 locations in Wisconsin and UP of Michigan

– Nation’s First National Online Community Bank (2009) 

– Voted “Most Innovative Bank” by Independent Banker

– Loan Customers in 49 States

– One of the top 50 SBA lenders in the US

– Still Owned by the Nicklaus Family 

– Senior Credit Officer - Todd Kearney, CPA



BANK RISK EXPOSURES

• Business/Operational Risk: Cyber, Systemic, Compliance, Human Error, etc. (Dept. Heads)

• Moral Hazard Risk:  Too Big to Fail, Fee Based Decisioning vs Prudent Lending (CEO)

• Reputational Risk: General Public, Regulatory (All Staff)

• Liquidity Risk: Availability of liquid assets to meet obligations (Finance)

• Interest Rate Risk: Rising or falling interest rate environment (Finance and Loan Committee) 

• Credit Risk: Risk that borrower will not be able to pay as agreed (Credit)



THE YIN OF CREDIT – IT REALLY IS ALL ABOUT THE FIVE C’S OF CREDIT

• Character of the owners, guarantors and key staff

• Capacity of the Business to repay its debt obligation as agreed

• Collateral coverage (Loan-to-Value) and collateral quality

• Capital reserves retained in the business as well as guarantors net worth 

• Conditions in the local, regional, national and international markets

• The Yang of Credit: Mitigating Factors



CHARACTER  

Á Character Issues: Hard to define but we all know it when we see it 

Á Measured How?

Á Past is Prologue

Á Bankruptcy: Medical vs Business, 2008 vs 2020, One vs Multiple

Á Tax Liens: When, Why, Number, Nature, Time to Resolve 

Á Civil Judgements: Who, What, Where, When and How

Á Ways to Mitigate:   None - Trouble In, Trouble Out 



CONDITIONS

Á Company Specific:    Succession Plan

Á Industry Specific Issues:    Lack of trained welders

Á Local, Regional, State:      Labor Supply Competition Regulatory Etc.

Á National & International:

Competition Regulatory Transportation Materials Inflation Etc.

Á Source Material: Local Resources Vertical IQ (Industry Specific Research Report)

Á Ways to Mitigate:  The Borrower’s business plan should identify how they plan to 

mitigate



CAPITAL

Á Measured How: 

Á Does the Business have adequate Net Worth to absorb an unexpected loss? 

Á Is it Cash, CRE, Equipment, Inventory, AR, Due from Owner, Goodwill

Á Do the Guarantors have adequate net worth? 

Á Is it liquid? 

Á Have they demonstrated a willingness to contribute capital when necessary? 

Á Ways to Mitigate:  

Á Larger down payment

Á Seller financing (subordinate vs standby)

Á Reserve accounts held at the Bank. 

Á Released at specific point in time or based upon performance metrics.



COLLATERAL 

Á Secondary Source of Payment: If the Borrower is unable to pay its debts, the Bank’s next 

source of payment is the sale of the collateral. 

Á Measure: Loan to Value –Loan Amount/Collateral Value

Á 80% LTV is standard guideline, but each asset class has it own standards 

Á All Assets are not Equal: Appreciation vs Depreciation

Á Asset Class: CRE, F&F, Equip., Leasehold Improv., AR, Inv. (Raw Mtl, WIP, FG)

Á How is Value determined

Á Appraised Value  - Sales, Cost or Income Approach [CAP Rate]

Á Cost, Book Value (Cost –Depreciation)

Á Mitigants:

Á More Equity - Additional Collateral - Seller Financing (subordinate)

Á SBA 504 Program  50/40/10

Á Cash Reserve Accounts



SBA 504 OPPORTUNITY 

Á Utilize SBA 504 to Refinance SBA 7a Debt

Á Previously not allowed

Á Temporary change through October 31, 2022

Á Replace variable debt or short-term fixed debt with long-term fixed rate financing

Á 50/40/10 Rule still in place. However, beneficial to client since 50% of debt can be 

converted to long-term fixed-rate financing at a relatively low rate 

Á Program has Bank’s support due to risk abatement factor (Capacity and Collateral)   



CAPACITY – MOST IMPORTANT – LEAST CLEAR-CUT

Á Capacity: Borrower’s ability to pay its debt service obligations from operations

Á Measure: Debt Service Coverage –EBITDA/Debt Service

Á Target: Project Specific but typically ranges between 1.10x –1.50x

Á Measured Pre-distributions or Post-distributions, or both?

Á Adjusted for Non-Recurring Income/Expenses (PPP Loan)

Á Straightforward process unless it involves a start-up or a significant expansion. 

Á For start-ups and expansions, “Evaluating Capacity” is considered the Dark Arts of Credit     



THE CAPACITY  CIRCLE: ANALYSIS

Á Financial Projections: (best guess based upon a specific financing structure).

Á Quality Assessment

Á Best-Case, Worst-Case and Expected?

Á Detailed Assumptions?

Á Who Prepared? 

Á Bank Analysis: Bank’s typically adjust all significant variables based upon their own 

portfolio experience

Á Construction Timeline, Sales, COGS, vacancy rates, staffing levels, wages, etc.

Á Changes to the assumptions results in new financial metrics ….



THE CAPACITY  CIRCLE: DECISIONING

Á Credit Memo / Loan Presentation / Write-up:

Á Full analysis of 5-C’s prepared by Credit Analyst and Relationship Manager (Sales) 

Á Presented to Loan Committee for consideration

Á Loan Committee can approve as recommended, deny, or approve subject to any 

modifications it deems appropriate. 

Á Term Sheet prepared for borrower’s review: Accept/Counteroffer/Pass



Questions ?

Todd Kearney
(608) 203-9816


