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Questions to be discussed
1. Direct costs of a bank loans
2. The timeframe for arranging
3. Advantages and disadvantages of loans

4. The important functions of commercial banks viz. Lending and accepting deposits
5. The principles of lending and the eligibility criteria for grant of loan

6. The three c's of credit and the enhanced 3c's of credit
7. The various characteristics of a good collateral

New terms:  
Lending (also known as "financing") occurs when someone allows another person to borrow something. Money, property, or another asset is given by the lender to the borrower, with the expectation that the borrower will either return the asset or repay the lender. In other words, the lender gives a loan, which creates a debt that the borrower must settle.
Information
Bank loans can be capital/principal repayment or interest-only and can be structured to meet the business’s needs. For businesses seeking to purchase business premises, commercial mortgages are widely available and will, in general, offer flexible terms.
Bank loans can be short term or long term, depending on the purpose of the loan.
Bank loans are frequently used to finance start-up capital and also for larger, long-term purchases. 
There are five main direct costs that need to be considered:

· arrangement fees

· interest

· insurance

· covenant compliance costs

· professional advice.

Bank loans are normally provided at a cost, which is generally interest on the owed amount. Other fees and charges may be applicable, depending on the type of loan and on the lender.
Arrangement fees are commitment or administration charges payable to the lender to reserve the funds and to cover opening costs. Fees will vary depending on the complexity of the business, its size and risk.
Insurance, especially key person insurance, may be a condition of the loan application. The amounts and cost of this insurance varies, obviously being dependent on the health history of the insured person.
Better rates can normally be obtained when the bank loan is secured, as the risk to the lender will generally be lower. The security provided by the borrower can be business assets, guarantees or security or third-party guarantees or security.
This also applies when loan covenant or other information is required by the lender as a condition of granting the loan and as a condition of continued availability of the loan. Information such as current management accounts and/or cashflow projections can be requested on a regular basis, which will be agreed prior to sanctioning. Therefore, the costs associated with creating and supplying such information should be taken into consideration before entering into a contract with a lender.
Legal fees will vary depending on if other services are provided, the complexity of the business, its size and risk to the lender. Fees are likely to apply when a personal asset, such as a jointly owned property, is provided as security.
Fees to prepare management accounts will vary depending on whether other services are provided; bookkeeping, for example, and also on the complexity of the business, its size and the frequency of issue. A business would commonly be charged between £250 and £1,000 per preparation.
Timeframe
The timeframe for arranging a bank loan will vary, depending on the stage of readiness of the business and the type of loan applied for. Unsecured loans can take between one to four weeks, whereas secured loans can take between two to three months. Timings will also depend on whether new security, new valuations or legal advice are required.
Advantages
· suitable for medium- and long-term borrowing needs

· the loan amount, length of term, repayment schedules and type of interest rate can be tailored to suit the business, including both cashflow and income generation

· repayment holidays may be available

· funding is not dependent on giving up a share of the business

· this type of borrowing usually has a lower rate of interest than more flexible (ie short-term) options

· interest and arrangement fees are normally tax deductible

· the matching of fixed assets and long-term loans will improve the business’s net asset position on the balance sheet

· making timely loan repayments may improve the business’s credit score.

Disadvantages
· not as flexible as short-term solutions. For example, if the loan is repaid early, additional fees may be applicable

· the lender may not grant the entire amount requested, as the business’s financial situation will be taken into consideration

· as with other types of debt, if the loan is secured and the business fails to repay, the lender may take action to seize the security provided for the loan

· not ideal for cases where it is difficult to assess the amount of funding needed

· time will need to be spent preparing management accounts and monitoring compliance with covenants

· a loan is not flexible and may not provide the best use of capital for businesses with fluctuating finance requirements

· defaults on loan repayments can lead to a fall in credit score, increased interest rates for existing and future loans, collateral being seized and legal proceedings against the company. Company directors may also be personally affected, depending on how the loan was structured.

Other options
The right finance for your business section of the site gives examples of financial structures that are suitable for different trading types and sizes of business.
Bank loans are a common form of finance, like trade credit and overdraft facilities. There are different types of loans available including mortgage and offset facilities.
A bank loan can be used alongside a hedge or an interest swap, for example, to ensure that the cost of the loan is suitable for the business’s needs.
For short-term needs, such as managing your cashflow, an overdraft or business credit card may be more suitable options. 
In order to be a recognized healthcare center, the firm must comprise of a hospital, medical devices, health insurance, and medical equipment – all of which can be very difficult to obtain for the small and medium enterprises (SME). Having the means to finance all these can be hard if a firm lacks the capital. It would also be very challenging to apply for a loan due to the lack of adequate collaterals.  

Types of Loans

· Loans to even out cash flow ("working capital loans")

· Commercial and industrial loans (which require collateral) for short-term needs.

· Asset financing for equipment and machinery or business vehicles.

· Mortgages.

· Credit card financing.

· Vendor financing (through trade credit) from suppliers.

Credit analysis is governed by the “5 Cs:” character, capacity, condition, capital and collateral.

1. Character

Does your management have the skills, experience and track record to deliver?

The first thing a banker will be looking at is your character and previous business experience. The first impression counts for a lot. From dress and attitude to the way you present your project, the banker will be trying to assess your ability to manage the business.

The banker also wants to see that you have built your plan based on a sound analysis that takes into account the market, the competition and the economic context. Do your own research and show that you know the trends, the opportunities and the risks.

This boosts your credibility. A simple, concise presentation of facts and figures will back up your statements and business plan.

2. Capacity

Do you have the ability to repay the loan? Banks will be looking at both your track record and your anticipated cash flow.

Your credit history will be one of the first things a banker looks at when evaluating your loan request. To get prepared, make sure you pay all your bills on time and don’t overuse your credit lines.

A willingness to put a significant amount of money into your business will also show your lender that you are committed to the project and willing to share the risk.

The banker will also need to know how you are going to use the money, The viability of your project will be assessed in terms of the strengths, the opportunities and the risks presented in your business plan, including financial forecasts, the management team’s experience and the marketing and sales strategy. You must convince the banker that your business can become viable and that you are ready to take it there.

3. Capital

While analyzing your present and past financial performance, your banker will evaluate your business’s:

· liquidity

· growth

· profitability and cash flow

Your banker will review liquidity indicators such as your current ratio, to evaluate your company’s ability to pay its current liabilities in a timely fashion.

He or she will also look at your year-over-year growth in terms of revenue, gross margin and net income. These are important indicators of your company’s current and future health.

Third, your banker will look at your ability to generate positive cash flow and income from operations, because this is where your loan payments to the bank will come from.

Profitability indicators such as gross margin and operating margin ratio are among a banker’s key measures to see if a loan will be repaid.

4. Conditions

Before providing you with a loan, your banker will determine terms and conditions that will keep their risk at an acceptable level through the repayment period.

Once the loan is approved, the bank will perform annual reviews to monitor the loan’s performance.

Should your loan performance or your company’s risk become unacceptable, your banker may request additional collateral security or demand complete repayment.

5. Collateral

While evaluating your loan request, the bank will review the assets you are willing to provide as collateral to secure the loan.

In the event you are not be able to repay the loan, the bank would then take ownership of these assets to repay itself, for example, your company vehicle.

Often mistaken as the most important thing a banker wants, collateral is actually lower on a banker's priority list, compared to the other "Cs."

From a borrower's perspective, there are some legal protections with personal loans that aren't extended to borrowers with business loans.

The Equal Credit Opportunity Act and the Fair Housing Act protects U.S. borrowers from discrimination.2

﻿ The general protections from discrimination extend to all forms of credit, whether it's a personal loan or a business loan. However, the specific regulations of the Equal Credit Opportunity Act become more relaxed for business loans—the bigger the business entity, the fewer restrictions on their loans.3﻿ The restrictions that get relaxed have less to do with discrimination and more to do with what kind of notifications the lender must give the borrower, and how long the lender must retain certain records on the borrower.

The Fair Housing Act, on the other hand, doesn't explicitly distinguish between consumer loans and business loans.

Types of Loans

Business lending can help all different kinds of businesses. Some common uses for business loans include:

Loans to even out cash flow ("working capital loans")

Commercial and industrial loans (which require collateral) for short-term needs

Asset financing for equipment and machinery or business vehicles

Mortgages

Credit card financing

Vendor financing (through trade credit) from suppliers

Other types of loans are for special purposes, like loans to finance disaster recovery or loans for business startup.

As you shop around for a business loan, consider these factors: 

The amount of money you want to borrow, which will influence the type of lender that you need

Any business assets you can pledge as collateral for the loan, which will help improve the terms of the loan

What you want to do with the loan, which could affect the type of loan you seek (such as a mortgage for land or buildings)

Whether you need a startup loan to start a business or an expansion loan to help grow an existing business 

How long you need the money, which will affect the type of loan and lender that best fits your needs

Types of Lenders

The most common lenders are banks,​ credit unions, and other traditional financial institutions. However, there are many other types of lenders, including:

Peer-to-peer (P2P) lenders

Crowdfunding contributors

Family and friends

Yourself

Questions or Tests for self-evaluation
1. What are lending products?

2. What are the types of lending?

3. What is consumer lending products?

4. Is credit card a lending product?

5. What are the 4 types of loans?

6. What are the principle of lending?
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