





adjusting your selling prices.

“Many small businesses don’t have margins set properly, so they
are not making the money they need to cover their loans,” says
Marilyn J. Holt, a Poulsbo, Wash.,-based management consultant.
“That’s where they get into trouble”

Seasonal or cyclical businesses (such as retailers or systems inte-
grators) have a special problem, says Holt. They need money to
invest in materials or inventory for the next sales season or big-
ticket project. That kind of investment can be looked down upon
by banks, which are nervous that the business will not make the
sales needed to justify the investment.

Picking Your Target Wisely

It might be time to reassess the banks you are approaching. Even
in the best of times the larger banks with household names — the
ones you are likely to think of first when seeking loans — are less
than ideal partners for the small enterprise. McQuaig says that
many such banks tend to be interested only in larger clients requir-
ing over $50 million in financing.

The lack of an easily tapped knowledge bank causes problems
for business owners in general, and especially for those without
a financial background. “Small business owners are turning for
financial advice to their CPAs and attorneys,” says McDermott.
“But those people do not have experience as bankers”

As a result of these issues, smaller banks are more attractive
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to small businesses. “Community and local banks are doing well
financially, have no or fewer regulatory issues, and are also more
open to making small business loans,” says Holt.

Since taking over 25-employee iVideo Technologies in Cleve-
land in January 2010, president Tim Czyzak has met each quarter
with a representative from Lorain National Bank, a large com-
munity bank in the area that helped him move from investment
banking into AV and broadcast integration. They do a business
performance review and talk about what each side expects from
the other over the next three months.

He'’s met the president of the bank, he says, and feels connected
to the institution and believes they feel that same allegiance to him
and his business. “I don’t know if I can think of a more important
partner than your bank;” says Czyzak.

Czyzak has noticed more “want and willingness” to lend money
than in the past and his bank representative is more likely to offer
Czyzak money for potential investments than in the past. “Having
a four-year history with them helps that too,” he says.

Czyzak wonders why more in the integration space don’t meet
regularly with their banks.

The right community bank will take the time and effort to under-
stand your business requirements and take care of your needs on a
long-term basis. But do your groundwork first.

“Start by figuring out your business vision and be able to articulate
it,” says McQuaig. “Then make sure your bank understands it. Build

What’s Holding Banks Back?

BANKS ARE ENJOYING IMPROVED PROFITS — the best, in fact,
since the Great Recession of 2008. But for many a small business
owner with a healthy P&L statement and an ambitious agenda, get-
ting a loan application approved is still tough.

Why the reluctance to lend? For starters, banks have to comply
with a number of federal regulations introduced since 2008 to avoid
another meltdown. Thase regulations can cause lending officers to
sharpen their pencils when analyzing the financials of loan applicants.

A number of other factors are cited by Bill McDermott, CEO of
Atlanta-based McDermott Financial Solutions.

“Many banks have less money to loan because they need to main-
tain elevated cash reserves to comply with the Dodd—Frank Wall Street
Reform and Consumer Protection Act,” he says. Any cash that needs to
be stackpiled for federal review can't be lent to small businesses.

McDermott cites another reason "Banks make less profit on their
loans than in the days prior to the Great Recession because of the
current low interest rate environment,” he says. Banks typically loan
money to business customers at the rate of 2.5 percentage points
abave prime, which is the rate charged a bank's most credit-worthy
large corporations. And the prime rate, hovering recently at around
3.25 percent, remains close to an all-time low.

Interest rate stability is still another depressant on lending activity,
says McDermott. An economic environment with rising interest rates
would be more favorable for banks, because they would not have to
raise the rates they paid depositors as quickly as they could hike inter-
est rates for new loans. The “spread” between the two interest rates

amounts to additional profit for the bank. Absent such opportunity to
make money from the spread, banks feel less incentive to make loans.

While banks see diminished opportunity for profitable lending,
they are also incurring expenses in two areas. The first is invest-
ment in technology for the support of mabile banking. The second
is compliance with federal regulations related to legislation such as
Dodd-Frank, the Patriot Act, and the Bank Secrecy Act. Given their
need to make a certain level of profit to pay for all thase expenses,
many banks are prone to lend money only at rates less than attrac-
tive to the typical small business owner.

It all adds up to a challenging lending environment despite the
favorable factors of higher bank profitability and a recovering econ-
omy. The right bank will be eager to lend, but that doesn't mean
every business will qualify. “Banks will fall over each other for a
good company,” says John McQuaig, managing partner of McQuaig
& Welk, a Wenatchee, Wash., based management consulting firm.
“But they still can't afford to take much risk, so poor quality deals will
remain hard to place.

That's not great news for integration firms or contractors in gen-
eral, although there are still ways to get loans, says Alex Calderane
of Calderane Advisory Group in Birmingham, Mich., wha advises
contractors to seek out specialty finance companies rather than
more traditional banks.

Calderone expects you'll see more consolidation of integration
companies, with the larger ones buying the contracts of their smaller
counterparts “at distressed prices” in many cases.
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