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Creditor Alignment Under Stress:  

Why Structure Determines Recovery 
 
Executive Summary 

Creditor alignment in distressed situations is not a matter of diplomacy. It is a recovery 

discipline. When creditors move from different information, different timelines and different 

incentives, value begins to leak before any formal recovery strategy is tested. 
 

Misalignment usually appears through separate financial models, inconsistent borrower 

communication, fragmented enforcement strategies, unclear standstill discipline and 

competing internal pressures among lenders. Each creditor may act rationally on its own, 

but the collective result can be economically destructive. 
 

A disciplined creditor process requires a common information base, agreed governance, 

clear decision rights, controlled borrower communication and consequences for delay. In 

stressed capital structures, structure often determines recovery. 
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Key Takeways 

• Creditor alignment is capital protection, not politeness. 

• Fragmented creditor behavior allows borrowers to exploit delay and inconsistency. 

• Litigation is often a symptom of failed process governance. 

• A common information base is the foundation of recovery control. 

• The goal is not full agreement; the goal is preservation of value. 

 
 

Creditor Alignment Under Stress:  

Why Structure Determines Recovery 
 
In distressed situations, creditors often leave material value on the table. Not because the 

borrower is irrelevant. But because the creditor structure around the borrower fails before the 

recovery strategy has been properly formed. 
 

That statement is uncomfortable, but familiar to anyone who has worked across corporate credit 

risk, restructuring, workout, distressed assets, or special assets. By the time an exposure 

reaches stress, the borrower’s deterioration is usually already visible. Liquidity tightens. 

Covenants come under pressure. Reporting becomes less reliable. Collateral assumptions are 

tested. Management credibility weakens. The question is no longer whether the credit has 

changed. It has. 
 

The more important question is how creditors respond. 
 

In many distressed corporate cases, liquidity does not disappear only because the borrower is 

weak. It disappears because creditors lose time deciding who should move first, who should 

absorb pain, who controls information, who has credible collateral leverage, and who is still 

preserving optionality. One lender wants enforcement. Another wants a standstill. A third wants 

time for impairment analysis. Equity uses the division to delay. Advisors protect separate 

mandates. Legal strategies begin to diverge. Separate financial models circulate. Separate 

assumptions become separate realities. 
 

At that point, the process is no longer governed. It is drifting. 
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What may have started as a recoverable restructuring situation can quickly become a process-

driven loss. Value does not always disappear in one dramatic event. More often, it leaks through 

delay, fragmented decision-making, duplicated advisory work, uncontrolled cash burn, 

deteriorating collateral, inconsistent borrower communication, and tactical positioning among 

creditors. 
 

That is why creditor alignment should not be treated as diplomacy. It is capital protection. 
 

In a stressed capital structure, alignment is not about politeness, compromise for its own sake, 

or avoiding difficult conversations. It is about protecting recoverable value before legal cost, 

liquidity burn, collateral deterioration, information asymmetry and unilateral action reduce the 

recovery pool. Structured coordination often preserves more value than adversarial escalation 

because it keeps the process anchored in information, governance, timing and disciplined 

execution. 
 

Litigation is not a strategy. It is a tax on misalignment. 
 

There are cases where litigation is necessary. Fraud, asset dissipation, concealment, unlawful 

transfers, bad-faith conduct, unauthorized disposals, diversion of proceeds, or genuine 

disputes over legal rights may require decisive legal action. No serious creditor process should 

exclude enforcement where enforcement is the only way to protect value. 
 

But in many distressed credit situations, litigation becomes the visible symptom of a deeper 

structural failure. Creditors stop coordinating. Legal fees escalate. Timelines stretch. Capital 

remains trapped in uncertainty. The borrower’s business weakens while creditors argue over 

process. Asset value deteriorates. Negotiating leverage declines. Optionality narrows. 
 

From a corporate credit risk and special assets perspective, litigation should always be tested 

against a practical question: is it protecting value, or is it merely pricing the consequences of a 

failed creditor process? 
 

Misalignment usually begins quietly. It rarely starts with open conflict. More often, it starts when 

creditors no longer move from the same information base, under the same governance 

framework, or toward the same recovery objective. One institution enforces while another 

negotiates. One lender assumes going-concern value while another prices liquidation. One 

creditor relies on management forecasts while another uses a downside case. One committee 
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wants speed, another wants more documentation, and a third waits for regulatory, provisioning 

or internal capital treatment to become clear. 
 

Each position may be rational on a standalone basis. Collectively, however, they may be 

destructive. 
 

This is one of the hard lessons of restructuring and special assets: individually rational creditor 

decisions can produce collectively irrational recoveries. 
 

A disciplined creditor process should therefore begin with a misalignment audit. 
 

The first check is the information check. Are creditors working from the same numbers? Are 

multiple financial models circulating? Is there a shared liquidity baseline? Has an Independent 

Business Review or equivalent diagnostic been completed? Is equity still controlling the data 

room? Are creditors relying on different collateral values, different cash flow assumptions, 

different restructuring scenarios, or different views of enforcement timing? 
 

If the answer is yes, coordination is no longer optional. It is capital preservation. 
 

In distressed credit, a common information base is not an administrative detail. It is the 

foundation of recovery control. Without shared numbers, creditors do not debate strategy; they 

debate reality. A credible Independent Business Review, or an equivalent independent 

diagnostic exercise, helps establish a common view of liquidity, viability, collateral coverage, 

forecast reliability, downside scenarios, restructuring options, enforcement consequences and 

new-money requirements. 
 

It moves the discussion from competing assumptions toward executable decisions. 
 

This is particularly important where several creditor groups are exposed to the same borrower 

but not to the same risk. A working capital lender may focus on receivables and inventory. A 

term lender may focus on enterprise value. A leasing company may focus on asset recovery. A 

secured lender may believe it can exit through collateral. An unsecured creditor may depend 

entirely on going-concern preservation. A foreign lender may face different internal approval 

timing from a local bank. A credit insurer, supplier, bondholder or trade creditor may introduce 

additional pressure points. 
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None of those positions is illegitimate. The problem begins when they are not mapped, 

understood and governed. 
 

The second check is the governance check. Is there a locked-step process, or is every creditor 

moving alone? Are there agreed timelines? Are borrower communications coordinated? Is there 

a formal standstill or coordination agreement where appropriate? Are advisers working from 

one mandate architecture or several competing ones? Are enforcement rights mapped? Are 

decision thresholds clear? Is there an escalation route when creditors disagree? 
 

If the answer is no, value is already exposed. 
 

Distressed situations require governance discipline. Informal coordination is rarely enough once 

enforcement rights, liquidity pressure, collateral risk and conflicting creditor incentives are in 

play. A serious process requires agreed timelines, information protocols, decision rules, 

escalation procedures, standstill arrangements where appropriate, adviser coordination and 

clear communication between creditor groups. 
 

Without governance, each institution acts according to its own internal pressure. 
 

That pressure may be understandable. One credit committee may want visible enforcement to 

demonstrate control. Another may need time for impairment analysis. Another may be driven 

by provisioning treatment, regulatory capital, collateral coverage, reporting dates, audit 

questions or internal risk appetite. A lender with strong collateral may prefer acceleration. A 

lender dependent on going-concern value may prefer restructuring. A bank with relationship 

exposure may delay confrontation. A distressed investor may prefer a faster crystallization of 

value. 
 

The issue is not that creditors have different incentives. They always do. The issue is whether 

those incentives are explicitly managed before they begin to destroy the recovery path. 
 

The third check is the incentive check. Are internal priorities overriding the collective recovery? 

Is one lender short-term hedging while others seek restructuring? Is a secured creditor trying 

to extract a bilateral advantage before the process stabilizes? Are advisors protecting mandates 

rather than optimizing outcomes? Is equity using creditor division to delay? Is the borrower 

selectively disclosing information to different stakeholders? Are creditors allowing the borrower 

to manage the creditor group instead of the other way around? 
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If the answer is yes, the creditor group has moved from recovery discipline into process risk. 
 

Unmanaged incentives become delay. Delay becomes cost. Cost becomes value leakage. 
 

The cost of misalignment is rarely limited to legal fees. A delayed standstill may allow liquidity 

to leave the business before controls are imposed. Fragmented enforcement may trigger 

operational disruption without improving recovery. Separate borrower communications may 

create inconsistent expectations. Duplicated advisory work may consume time and budget 

without improving decision quality. Unclear new-money treatment may prevent liquidity support 

when the business still has recoverable value. Uncoordinated collateral action may damage 

going-concern value and reduce the pool available to all creditors. 
 

In more complex cases, misalignment can also create informational arbitrage. The borrower 

learns which creditor is patient, which is aggressive, which lacks internal approval, which wants 

to avoid classification pressure, and which is more concerned with optics than recovery. Once 

that happens, the borrower can play the creditor group instead of negotiating with it. 
 

At that point, the creditor structure itself becomes part of the borrower’s restructuring strategy. 
 

For a credit committee, the distinction is clear: alignment creates a controllable recovery; 

fragmentation creates a market-determined recovery, often priced by delay, court process and 

distressed optionality. 
 

An aligned process does not guarantee full recovery. It does not remove loss recognition. It 

does not make difficult decisions easy. But it reduces volatility in recovery outcomes, improves 

capital stability, supports structured dialogue, and keeps the creditor group focused on 

preserving the economic value still available. 
 

Litigation, by contrast, increases duration and uncertainty. It may eventually determine rights, 

but it rarely restores value already consumed by delay. The court may determine priority, 

liability, enforcement rights or procedural outcomes. It cannot restore liquidity already burned, 

customers already lost, contracts already terminated, assets already deteriorated, or enterprise 

value already damaged by uncertainty. 
 

The board-level perspective is equally direct. Alignment reduces recovery volatility. Litigation 

increases duration. Structured dialogue enhances capital stability. Boards and senior credit 
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committees should therefore ask not only whether legal rights exist, but whether the creditor 

process is capable of preserving value while those rights are being assessed. 
 

A representative situation illustrates the point. 
 

Consider a €200 million stressed capital structure with four creditor groups: a senior secured 

bank syndicate, a bilateral working capital lender, a leasing creditor with asset-specific 

exposure, and unsecured trade creditors whose support is necessary for business continuity. 

The borrower needs a standstill, a liquidity baseline, revised reporting, and a credible 

restructuring plan within weeks, not months. 
 

Instead, the senior lenders commission one model, the bilateral lender relies on management 

forecasts, the leasing creditor begins preparing unilateral repossession, and trade creditors 

reduce limits because they receive no coordinated message. Equity promises a capital injection 

but refuses full transparency. Advisors are appointed separately. No creditor group controls the 

information flow. No one agrees on who speaks to the borrower. Enforcement is threatened 

before the cash position is understood. The case drifts into litigation and consumes eighteen 

months. 
 

By the time legal rights are clarified, the business is smaller, collateral has deteriorated, supplier 

confidence has weakened, and recovery is materially lower than the first restructuring case 

suggested. 
 

In such a situation, the outcome is not determined only by the borrower. It is determined by the 

structure around the borrower. The process becomes the recovery. 
 

That is why alignment is uncomfortable. It requires transparency of downside. It requires 

recognition of loss. It requires creditors to re-order priorities. It requires some institutions to 

accept that their preferred individual path may not maximize the collective recovery. It requires 

discipline before leverage is exercised. It requires a willingness to distinguish between tactical 

pressure and economic preservation. 
 

But discomfort is cheaper than court. 
 

Consensus in restructuring should therefore be understood as a technical milestone, not a 

feeling. It is not enough for creditors to say they are willing to cooperate. Cooperation must be 

structured. A shared Independent Business Review provides common ground. Inter-creditor 
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transparency reduces informational arbitrage. Lock-step governance prevents unilateral action 

from damaging the recovery pool. A standstill creates time only if it is paired with information 

discipline, liquidity controls, milestones and consequences. 
 

Before escalating to litigation, creditors should ask a basic question: is this dispute about law, 

or about structure? 
 

If the dispute is genuinely legal, court action may be necessary. But if the real problem is unclear 

governance, inconsistent information, conflicting creditor incentives, absence of a formal 

standstill, weak communication discipline, unclear new-money treatment, or lack of a 

coordinated process, court will not fix it. The court will price it. And while the process runs, cash 

flow burns, asset value deteriorates, and delay becomes the largest cost. 
 

That is the process risk of litigation. Extended timelines dilute recoveries. Legal escalation rarely 

restores operating value. Delay frequently becomes the largest cost. The court may price the 

asset, but the process burns the cash flow. 
 

A well-designed creditor alignment process should answer several practical questions early. 
 

Do all material creditors work from the same information set? 

Is there a shared view of liquidity, viability and collateral value? 

Has the creditor perimeter been mapped? 

Are enforcement rights and enforcement consequences understood? 

Is there a standstill, and is it linked to reporting obligations and milestones? 

Is new-money treatment clear? 

Are borrower communications controlled? 

Are dissenting creditors identified? 

Are internal approval timelines realistic? 

Is equity providing information, capital or only narrative? 

Is the borrower exploiting creditor fragmentation? 

Is there a decision timetable that matches the liquidity runway? 
 

These are not administrative questions. They are recovery questions. 
 

There are two roads to recovery. 
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The fragmented path leads to litigation spirals, value leakage, court-driven pricing, inconsistent 

borrower communication, duplicated advisory cost, and creditors protecting individual 

optionality while the recovery pool deteriorates. The aligned path leads to faster decisions, 

higher recovery probability, controlled escalation, clearer new-money discussions, stronger 

negotiating leverage and lock-step governance. 
 

One path is priced by the court. The other is preserved by design. 

 

The execution reality is simple. Multi-creditor standstill design matters. Governance lock-in 

before enforcement matters. Incentive mapping before escalation matters. Information 

discipline matters. Borrower communication matters. Liquidity controls matter. Decision rights 

matter. 
 

The goal is not to agree on everything. In complex stressed capital structures, that is unrealistic. 

Creditors will have different collateral positions, provisioning pressures, regulatory constraints, 

internal mandates, approval processes, recovery expectations and reputational considerations. 
 

The goal is to agree on the preservation of value. 
 

That principle is the foundation of disciplined restructuring. It allows creditors to disagree 

without destroying the recovery pool. It allows legal rights to be assessed without allowing 

litigation to replace strategy. It allows enforcement to remain a tool rather than become a default 

reaction. It gives credit committees, special assets teams and restructuring advisors a 

framework for moving from stress to outcome with greater control. 
 

In stressed capital structures, structure determines recovery. 
 

The borrower still matters. Cash flow matters. Collateral matters. Legal rights matter. 

Management credibility matters. But when multiple creditors are involved, governance design 

is often the real differentiator. A weak creditor structure can destroy value even where the 

underlying business still has recoverable value. A disciplined creditor structure can preserve 

optionality even where the situation is difficult. 
 

The practical lesson is clear. Creditor alignment should be assessed early, designed 

deliberately and protected throughout the process. It is not a soft issue. It is not a matter of 

style. It is not relationship management dressed up as restructuring. It is a recovery discipline. 
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When creditors fragment, value leaks. When creditors align, capital is better protected. In 

restructuring and special assets, the strongest recovery is often not produced by the loudest 

enforcement action, but by the best-designed process. 
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Disclaimer 
This article reflects the author’s professional views and is intended for general informational 

and discussion purposes only. It does not constitute legal, financial, investment, credit, 

restructuring, insolvency, or professional advisory advice. Each distressed credit situation 

depends on its specific facts, legal framework, capital structure, security package, creditor 

dynamics, governance arrangements, and available recovery options. Readers should obtain 

appropriate professional advice before making any decision or taking any action based on the 

matters discussed. 
 

The views expressed are personal and do not represent the position of any current or former 

employer, client, creditor, borrower, adviser, investor, public authority, or institution with which 

the author may be or may have been associated. 


