



    Loan Monitoring

Three short cases for group discussion:

Assume you are the relationship manager for the following three companies:


What warning signals do you see  ?


Is there the potential for serious problems in the situation?

Which one is the most urgent and what actions would you take, what questions would you ask of management ?  What information might you require to help determine the steps you want to take?

Case #1

Retail Leasing Maroc (RLM)

Your customer is in the business of developing and leasing space in mid- sized shopping centers. You made a construction loan to RLM to build a center and you have termed the loan out for seven years and the current balance is 200 million dirhams. The initial “loan to value” was 80%. You have the land and buildings as collateral as well as an assignment of the leases.  The  loan has been paying as agreed and you have two financial covenants  – a debt service ratio of 1.20/1 and a leverage covenant, debt to equity of 3.0/1. You review the credit file and see that as per the last information you have, as of the last fiscal year-end (11 months ago), the debt service ratio was 1.37/1 and debt to equity was 2.8/1. You recently read in the newspaper that the lead tenant  which is a major French department store chain  has been having problems and has announced that it intends to close a number of stores both in France and overseas. You review the last data you have on the tenants,  from 18 months earlier, and note that the French store takes up 40% of the space, and that in total, 85% of all available space was under lease.

You phone your contact at RLM to learn more, and to discuss the impact if the French store were to close. But he has not returned repeated calls.

Case #2    
Transport Express Ltd. (TEL)
This company is privately held and you have made  a working capital line of credit available to the company along with a 6 year term loan to finance new trucks and trailers. The company has a fleet of trucks and delivers goods within a 500 kilometer radius.  Your term loan balance is 76 million dirhams and has four years to run. The working capital line is 90% used with a balance of 25 million dirhams. TEL has been a customer of your Bank for 15 years and all loans previously made have been paid. You notice that the most recent installment due on the term loan is 15 days late. And this is the third time payments have been late during the past 12 months. In the past when you have contacted the company about this they have always paid before the payment became  45 days late.

Case #3 
Pan Africa Security Ltd (PAS)
You have had PAS as a customer for a little over one year and you are providing a line of credit  to finance working capital in the amount of 40 million dirhams.  The company provides security services- with alarm monitoring as well as guard services. Usage was initially low but has averaged 35 million over the past 6 months. You have accounts receiveable as collateral and a guaranty from the two owners. You also have a lien over a small office building which the company occupies. As you are reviewing the information you have on the company in preparation for a renewal, you note that sales dropped by 20% in the previous year and the company suffered a small loss. You also notice a significant increase in accounts payable and in accrued expenses. Leverage is 4/1. You speak with one of the owners and find out that revenues were down because the company lost a fairly large contract with a government entity. They did not reduce expenses since they hoped new business would come in to replace the lost contract. You also learn that the company has had some cash problems and as a result are late paying their taxes. They have been negotiating with the government to set up a payment plan but no agreement has yet been reached.
