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Broad Overview of Bank Lending
(Based on Ch. 16 and 17)
Types of Loans: 

Real Estate Loans (residential, home equity, commercial real estate, construction and development) 

Consumer Loans (auto and other vehicles, credit cards, student loans, personal) 

Commercial and Industrial (C&I)  or Business Loans: 
Short-Term Loans to Business Firms



A. Self-Liquidating Inventory Loans


B. Working Capital Loans 

C. Interim Construction Financing


D. Security Dealer Financing


E. Retailer and Equipment Financing


F. Asset-Based Financing (accounts receivable and inventory)

G. Syndicated Loans (SNCs)

Long-Term Loans to Business Firms


A. Term Business Loans (> 1 year and may amortize over time for purchase of 



fixed assets or permanent current assets)

B. Revolving Credit Financing


C. Long-Term Project Loans


D. Loans to Support the Acquisition of Other Business Firms-Leveraged Buyouts


Lease Financing Receivables (vehicles, equipment)

Financial Institutions Loans 

Agricultural Loans 
Factors Determining the Growth and Mix of Loans:

Characteristics of the Market Area, 

Loan Participations, 

Lender Size, 

Experience and Expertise of Management, 

Institution's Loan Policy, 

Expected Yield, 

Cost Analysis
Regulation of Lending Examples: 

The Lending Limit (related to capital, assets, for single customers, for bank officers (SOX in 2002 requires loans at market value)) 


Limitation on Real Estate Lending – RE loans cannot exceed bank’s capital and surplus or 70% of its time and savings deposits whichever is greater.  In May 2006 regulators provided guidelines on commercial real estate.  The guidance for the first time has benchmarks for identifying whether a bank's portfolio may be becoming overly heavy in real estate. Under one marker, banks with construction and development loans totaling 100% or more of risk-based capital would have what regulators call a potential concentration. Banks with construction, multifamily housing and commercial real estate loans at 300% or more of capital also would be potentially concentrated.
Community Reinvestment Act (1977) – meet credit needs of community 


Equal Credit Opportunity Act (1974) – cannot deny credit on basis of race, sex, religion, age, or receipt of public assistance


Truth-in-Lending Act – true cost of loan must be reflected in APR

International Lending Rules – disclosure of international credit exposures above a limit


Regulator Examinations:

Examiner Loan Ratings – if adversely classified: (1) substandard (weak collateral or repayment abilities); (2) doubtful (strong probability of uncollectible loss), (3) loss (uncollectible)

CAMELS Rating – Capital adequacy; Asset quality; Management quality; Earnings record; Liquidity position; Sensitivity to market risk (ratings go from 1 (highest) to 5 (lowest) with lower rankings more likely to be examined more often and in detail)

Establishing A Written Loan Policy 
Define principal trade area

Goals in terms of types, maturity, sizes, quality, and diversification by type, product and customer

Lending authority and loan limits for each officer in the decision making process

Operating procedures and required documentation

Procedures for setting loan rates, fees, and restrictions or covenants

Guidelines for evaluating, perfecting liens, and taking loan collateral in defaults
Maintaining and reviewing loans and loan files to detect problems

Working out problem loans


Steps in the Lending Process:

Finding Prospective Loan Customers, 

Evaluating a Prospective Customer  (credit analysis),

Structuring (maturity, interest rates, fees, non-interest rate factors such as collateral, covenants, and guarantees, that may affect the risk, costs, or returns on the loan)  and signing the Loan Agreement, 

Monitoring Compliance with the Loan Agreement, 

Meeting Other Customer Service Needs by Cross-selling

Sources of Information About Loan Customers – Financial Statements, Credit Bureaus (Dun and Bradstreet, Risk Management Associates (RMA), Experian), Credit Ratings, News Services related to borrower’s product or geographic market
Loan Portfolio Composition by Asset Size, June 30, 2015, FDIC Quarterly Banking Profile Graph Book, Second Quarter 2015, p. 20, ALL FDIC-Insured Institutions, https://www5.fdic.gov/qbp/2015jun/grbook/QBPGR.pdf. 
Assets < $1 Billion & Assets > $ 1 Billion
Nonfarm Nonresidential, i.e. Commercial, Real Estate Loans: 29% & 12%
Credit Cards: 0% & 9%

Other Consumer: 4% & 9%
Agriculture: 5% & 0%

Leases: 0% & 1%

Construction: 6% & 3%
Residential Mortgages: 28% & 21%
Commercial & Industrial (C&I): 13% & 22%

All Other Loans: 15% & 22%
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