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PREFACE

The Commercial Lending Di-
vision of The American Bankers
Association views every appli-
cant for bank credit as a poten-
tial friend of banking generally
and believes, therefore, that a
maximum effort should be made
to broaden public understanding
of the fundamental principles of
sound bank credit.

This manual presents fifteen
common reasons for possible
loan declination, arranged ac-
cording to five general criteria. It
is intended as a preliminary aid
to training and, in turn, as an aid
to broader public understanding.
All subjective considerations,
such as management capability,
integrity of character, and will-
ingness to become directly liable,
have intentionally been omitted
for the obvious reason that such
matters must be dealt with inde-
pendently.

The manual is not intended as
a substitute for the all-important
process of first exploring every

reasonable means of modifying
_._..2_._



RF

¥H BT E (The American Ban-
kers Association ) W ¥ 2 #F % ( The
Commericial Lending Division) ufg—
NRRTHRAMBERIFRTERZRRE
BRBBERA » Bl HEERRKBS
71 WERRY “BRITEEZMEGEARR
R FORERE o

RFBRERPFRZTHEBIERD
THEAARGES » AR —-BBAREE
Z o ERZRAEBIIIGE - FEMALNK
PR ARG - A THOE BER
) FIN - REEET) ~ Mg - DR
BEEAEOERS  RERLARTHMK
RE » SERAT TR

S 4 AR BLIT SR AT R Jak AT
BHZAEULESR  QERBESER
&> WTHHE KD HREEM: - WEERK

.--3——



the application to make it accept-
able. Finally, the credit officer is
encouraged to consider the de-
sirability of giving the applicant
a written summary of the funda-
mental principles involved,
when a loan must be declined.

The unanimous view of the
division is that this material con-
stitutes an excellent supplement
to credit training, affords a prac-
tical basis for academic use by
- educational institutions, and
may also be adaptable to use in
public by qualified banking
spokesmen. The chief executive
officer of each member bank,
therefore, has the option of de-
ciding for himself how to em-
ploy tkis material in his own
circumstances and in his own
best judgment.
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The PURPOSE of a loan, or
proposed use of proceeds, is a
fundamental consideration in
the analysis of bank credit.
Three basic questions are dis-
cussed on the following pages,
all of which should be answered
satisfactorily prior to the final
credit decisions:

1. Is the loan LEGAL?

2. Is it unduly SPECULA-
TIVE?

3. Does it serve an economic
NEED?
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LEGAL?

- The nature of the banking in-
dustry places it in a position of
special responsibility to the pub-
lic, to its shareholders and to its
depositors.

Consequently, in addition to
their own self-imposed credit
standards and borrowing re-
quirements, banks are subject to
regulations of both state and
federal supervisory authorities.
~ Such regulations are frequently
modified and constitute a large
body of rules which banks must
observe. These rules are of a spe-
cialized nature, and are generally
designed to assure smooth func-
tioning of the banking system.

The public can hardly be ex-
pected to be adequately informed
of these regulations, much less
the day-to-day changes. It is,
therefore, necessary frequently
for bankers to inform the cus-
tomer when restrictions interfere
with his objectives.

Sometimes this creates a
strained relationship between
the two parties, since the disap-
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pointed borrower may not pause
to realize that his banker has had
nothing to do with creating the
particular regulation.

A number of good examples
could be cited to illustrate this
problem. We have only to exam-
ine the real estate field to find
that existing regulations come
into being by reason of loss ex-
periences arising from liberal
lending on unrealistic values.

In other words, there is valid-
ity to most banking rules and
regulations. But, in any case, the
banker has no alternative but to
follow them strictly.

Aside from all other consider-
ations, therefore, a bank loan
must be unquestionably legal in
all respects both as to its terms
and purpose. Even if a loan
application meets regulatory re-
quirements as to margin, matur-
ity, rate, and other considera-
tions, there must be no doubt as
to its legality of purpose.



