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Home Study

Principles of Lending for Non-Lenders
Scenario

You work for a community bank and have been asked to assist the lending department with
gathering information on a prospective commercial borrower.

The borrower is a local sitework contractor called We Be Diggin, LLC. The company has
operated for 8 years and is requesting a $350,000 term loan to purchase additional
equipment to support growth contracts recently awarded by two local municipalities.

Borrower Information

e Business has shown steady growth over the last 3 years

e Owner credit scoreis 715

e Existing business debt payments total $7,500 per month

¢ Estimated monthly cash flow available for debt service is $12,500

e Requested loan payment would be approximately $4,200 per month

e C(ollateral offered: New equipment being purchased, existing trucks, and owner’s
secondary parcel of land

o The company maintains operating accounts at another bank

¢ Financial statements were provided but accounts receivable have increased
significantly over the last 12 months

e The owner has asked for a quick approval because equipment pricing may increase next
month

Questions (answers should be in a narrative format)

1. What is the primary repayment source for this loan?

2. Which type of loan is being requested and does the request match the loan type?

3. Which of the following are part of the 5 C’s of Credit and how does this borrower satisfy
or not satisfy the requirements needed to approve the loan? (don’t give me one-word
answers - explain why you are making the choices you do)

- Character

- Capacity

- Compliance

- Capital

- Collateral

- Conditions



4. What concerns might a lender have regarding the borrower’s accounts receivable
growth?

5. Based on the information provided, identify two strengths of this credit request.
6. Identify two potential risks associated with this request.
7. Why is collateral important in commercial lending?

8. What additional information should the bank request before making a final credit
decision?

9. True or False: A commitment letter legally binds the bank if issued.

10. What actions should occur after the loan closes as part of portfolio management
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