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The best lenders
create living, strategic
credit policies—and
stick with them

mong the many factors
that gointe seund credit
risk management deci-

sions, community bankers want
to be confident that their com-
mercial customers know where
their businesses are going before
they lend to those commercial
customers.

Well-run  community banks
know who their customers are,
Those businesses learn not to
waste energy chasing custom-
ers who produce poor returns,
who create problems and whao
demand resources disproportion-
ate to their revenues. They also
know which tools and resources
to apply to win the business of
the best customers, and to work
with them.

In other words, commumnity
banks' best business customers
have well-understood strategic
plans that are communicated to
their employees and reinforced
through management action so
that everyone in the company
shares a vision of wha they serve
and how they do it

Like well-run business cus-
tomers, credit risk management
departments in the most swccess-
ful community banks aperate with

30 ICBA IndependentBanker Juy 2003

P

Prgctices

By Jeff Judy

clearstrategic plans. Those
departments  know
what kind of cus-

tomers  they are
locking for and
what kinds of

loans or transactions arc appro-
priate for them. Then those
departments share that vision
among credit risk management
staff through every level of the
organization.
These well-run  credit risk
departments call their strategic
plan the “credit policy” which
spells out the standards and con-
ditions on which financial institu-
tions lend money to borrowers.
The senior executive man-
agers and directors of leading
community banks know that a
well-crafted, well-executed credit
policy gives them an edge on their
rivals. Mardket leaders view their
credit policy as a foundation of
their lending success. Competitive

“Community banks’ best

business customers have
well-understood strategic
plans that are communicated
to their employees and
reinforced through
management action.”

advantage arises from the
greater etficiency and pro-
ductivity of credit interactions
with customers in better-run
lending operations in community
banks.

The best credit risk managers
choose efficient business custom-
ers who apply their resources well.
A smoothly run business with a
consistent vision is always going
to beat a rival that flails around
without executing a coherent
plan.

Every lending institution is
under greater regulatory scrutiny
these days, community banks not
excepted. Examiners are paying
close attention to how well actual
credit practices reflect official
credit policy

Unfortunately  some  banks
operate with two credit poli-
cies: their official document, and
how credit is actually delivered
by lending officers. u.udm:‘?;ltﬂ wTiters
and other credit staff.

Rarely is this disparity inten-
tional. It is usually a consequence
of policy drift, where an official
credit policy and actual practices
once matched up well but over
time gradually became more sep-
arated from each other.



Here are five typical reasons

Out of Sight, Out of Mind
When frontline staff rarely hear
ahout credit policy from  their
managers, they gradually veer off
into developing their own cradit
evaluation practices. In well-run
banks, regular communication
through the management chain
maintains visibility of the credit

policy.

Hot My Problem

When upholding the credit policy
is seen as the job of one or two
individuals, the rest of the staff
don't pay much attention to it. In
market leaders, credit policy is
everyones job.

The One-Way Stroot

Internal conflicts and operating
inetficiencies abound when credit
policy communication always flows
from “the enforcers” to “the trans-
gressors. In well-man credit opera-
tions, communication is a two-way
street, with feedback about how to
improve the credit policy actively
sought from everyone imvalved in
the process.

The Fossil

In some banks, credit policy is a
musenm piece, never changing
even as creditpractices adapt to cus-
tomer needs and market conditions.
The most successful community
banks maintain their credit policies
as living things that are evolving
under changing conditions.

The Plug-in

Banks that view credit policy as
a burden just want to get it over
with. They buy a boilerplate,
copy their competitors’ plans or
basically let the regulators write
their policies for them. The best-
run banks know that their credit
policy has to be unique to them in
order to generate success,

A Leading Lender Profile
Successful community banks that lead
in their markets share several features
related to their credit policies, says
consultant Jeff Judy. The best-run

lenders ...

(@) see credit policy as a tool rather than

as a burden;

(® maintain regular, two-way commu-
nication about policy with all their
credit staff;

® regularly review and update policy
to reflect changing conditions and
opportunities;

(@) manage exceptions to an appropriate

lewvel rather than seek to eliminate
them;

@) distribute responsibility for following

policy across all credit staff, at all
levels of the organization; and

(® fit their credit policy provisions to
their unique challenges, apportuni-

ties, resources and values.

Mow, if a community bank
wery rarely has exceptions, can we
assume that its “two credit poli-
cies” are in sync and its success
assured? Mot necessarily.

Leadership in the best-run
banks expects a certain creative
tension between the credit and
sales cultures. A credit policy
describes a market in broad terms
that don't abways match the indi-
widual circumstances of particular
relationships and transactions.

Credit risk managers seek to
meet the unique needs of each
borrowing relationship, while a 8
credit policy provides consistent &
standards and guidelines. That e
means that a certain number of &
credit policy exceptions, a certain
mumber of conflicts and a cer-
tain mumber of workarounds are
normal. The best banks manage
exceptions realistically.

The only path to perfect com-
pliance with a credit policy at
all times is a policy so loose that
“anything goes” Some banks
hope that such policies will make
it harder for regulators to find
instances where policy has nat
been followed.

Thasze banks are wulnerable
to tumbling in the marketplace
soonerorlater. Theyare headed for
a lot of poor credit decisions and
weak portfolios, and their wide-
open approach to credit policy
won't fool the regulators for a
minute, [

Teff Iudy, a frequent ICBA seminar
mstructor, is the principal of Jeff Iudy &
Associates, @ comanundty bank conssilting
[firm in Bloomington, Minn, He recently
released the wiite paper “Ts Your Credit
Policy Working? ™ Contact him at jeffa
Jetfindy.com or at (852) %03-0113.
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