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Banks don’t usually lose money because they funded obviously bad 
businesses. They lose money because they funded businesses that looked 
strong right up until they weren’t. This isn’t a mystery. It’s a structural blind 
spot.  

Credit Risk ≠ Operational Risk  

Traditional underwriting is excellent at measuring credit risk:  

• Historical financial statements 

• Debt service coverage ratios 

• Collateral values 

• Personal guarantees 

What it largely ignores is operational risk, the systems, dependencies, and 
execution realities that actually determine whether a business can keep 
producing cash. A business can show solid EBITDA and still be:  



• Owner-dependent 

• Operationally fragile 

• One key employee away from collapse 

• Losing margin due to process inefficiencies 

• Overexposed to a single customer, vendor, or channel 

Financials show results. Operations determine durability.  

Why Defaults Surprise Banks  

From the lender’s perspective, the failure feels sudden: “Their numbers were 
fine last year.” But operational breakdowns don’t happen overnight. They 
compound quietly:  

• A key manager leaves → decisions bottleneck 

• Processes degrade → margins erode 

• Customer concentration increases → risk spikes 

• Reporting lags → issues surface too late 

By the time financial statements reflect the damage, the damage is already 
done. Defaults don’t come out of nowhere. They come from unmeasured 
operational decay.  

Why Underwriting Is Outdated  

Most underwriting models were designed for an era when:  

• Businesses were simpler 

• Owners were more hands-on by default 

• Growth was slower and linear 

• Operational complexity was lower 

Modern businesses rely on:  

• Software stacks 

• Distributed teams 

• Key-person expertise 



• Informal systems that don’t scale 

Yet underwriting still asks:  

• “Can they pay today?” Instead of: 

• “Can this business function if conditions change?” 

That gap is where risk hides. The Missing Layer: Operational Visibility  

What lenders don’t consistently assess:  

• Process maturity 

• Owner dependency 

• Talent concentration risk 

• Decision-making bottlenecks 

• Customer and revenue concentration 

• System resilience under stress 

These aren’t “soft” issues. They are predictive indicators of default.  

Financial strength without operational health is temporary. The businesses 
that surprise lenders aren’t frauds or outliers, they’re structurally fragile 
systems that passed financial checks but failed real-world stress.  

This is why operational health checks like BYOBO$$ matter. They don’t 
replace underwriting. They complete it.-Because the next default won’t be 
caused by a bad balance sheet, it will be caused by a business that couldn’t 
sustain itself when something inevitably changed.  

 


