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ABSTRACT OF THESIS 

Student: Kerry S. Cain, 508 West 21st Street, Hays, Kansas 

Thesis Title: ! Study of the Procedures and Policies used El Kansas 
Banks in Establishing Lines of Credit 

THE PROBLEM: 

The major purpose of this study was to analyze the status of exten-
sion of lines of credit by Kansas banks. The examination involved a study 
of the extent to which banks granted lines of credit, methods by which 
banks delegated authority in extending lines of credit, how loan policies 
and practices differed among banks surveyed, methods by which the smaller 
banks might adopt the policies of larger banks in granting lines of credit. 

METHODS AND PROCEDURES EMPLOYED: 

A questionnaire was prepared to obtain information on the prac-
tices of banks in granting lines of credit. The questionnaire was sent 
to 300 banks selected at random from those in operation in Kansas as of 
June 24, 1963. There were 136 questionnaires returned, as requested, 
and the information for this status study was obtained from the infor-
mation provided. 

SUMMARY AND FINDINGS: 

A high percentage of the banks investigated were granting lines of 
credit. Lines were granted primarily at the initiative of the banks and 
were utilized only to a limited extent as a means of increasing loan ac-
tivities. The number of lines granted was generally small and represented 
a limited portion of the loan activities of the banks. Approximately 
one third of the banks had established a department to handle this type 
of loan. A large number of the banks established a definite repayment 
schedule. The most common repayment period was on a monthly basis. 
Some of the banks specialized in extending credit to certain types of 
operations. Farming and manufacturing were most commonly mentioned. A 
portion of the banks required line of credit borrowers to maintain com-
pensatory balances and based requirements to varying degrees on the type 
of business, the size of the business, and the security provided. Some 
of the banks related requirements to the use of the line of credit. The 
most commonly mentioned factor limiting the extension of lines of credit 
was lack of demand. The legal limit was the most frequently mentioned 
factor in setting upper limits on lines of credit. 
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CHAPI'ERI 

INTRODUCTION 

Ma.rzy- banks do a substantial part of their business lending to 

borrowers who have prearranged lines of credit. In a survey of Mem-

ber Bank Loans for Commercial and Industrial Purposes conducted by the 

Federal Reserve System as of October 5, 1955, it was found that more 

than half of the banks investigated indicated that they were extending 

lines of credit in the fall of 1955. The sample taken for the survey 

conducted by the Federal Reserve included all member banks with depos-

its of $50 million and over and a declining proportion of the smaller 
1 banks throughout the country. 

The proportion of banks extending lines of credit varied direct-

ly with the size of the bank, and ranged from almost all of the banks 

with deposits of $100 million and over to somewhat less than 20 per 

cent of the banks with deposits of less than $20 million. 2 

A line of credit is generally thought of as an understanding be-

tween the borrower and the bank as to the maximum amount, or upper 

limit, which the firm or person is entitled to borrow from the bank. 

The understanding is that the business could borrow and pay off 

loans as need dictate, but the max:llnum amount that could be borrowed at 

arzy one time would be set by the limits established by the line of credit. 

1 - , , . , 
11Credi t Lines and Minimum Balance Requirements," The Federal Re-

Bulletin, June 1956, PP• 573-579. - -
2 ,. , , ~-
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The exact amount of the line is seldom fixed and depends to a 

great extent upon the financial statement of the borrower, the loanable 

resources of the bank, and the general trade and money conditions exist-

ing in the bank:1s territory. In most cases the bank is unwilling to 

make a firm commitment as to the extent of the line of credit because the 

changing conditions in the affairs of the customer and the bank may make 

it inadvisable to lend a specified amount. For these reasons, whenever 

a line of credit is established it is predicated upon the continuance of 

the conditions under which it was granted. 

Businessmen who anticipate the necessity of having to finance op-

erations through the use of bank loans customarily ask their bank for a 

line of credit so that they may know in advance how mu.ch they will be 

able to borrow when the need arises. The bank w.i.ll usually establish a 

line of credit for the firm up to a limit that it feels connnensurable to 

the conditions of the business. In most cases the business is expected 

to keep the bank in.formed of a:rry changes in its affairs so that its cred-

it needs may be more accurately evaluated. 

Statement of the Problem 

The purpose of this study was to analyze the procedures and poli-

cies employed by Kansas banks in granting lines of credit. The defini-

tion of a line of credit, as used in this research, was an advance com-

mitment, expressed by a bank, of the ma.xi.mum amount of credit which it 

is willing to extend to a borrower during a given period of time. 

More specifically, this investigation was concerned with 
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determining the extent to which lines of credit are granted, and how this 

affected the relationship between the bank and the borrower. 

The problem was f'urther concerned with methods by which the Kansas 

banks delegated authority in granting lines of credit with specific re-

grad to the delegation of duties, how loan policy is determined, how 

loans are adnri..nistered, what affects loan policy, and limitations en-

colllltered in granting lines of credit. 

Delimitations 

The analysis was restricted to the study of Kansas banks that 

were in operation as of June 24, 1963. 

Significance of the Study 

Macy banks over the United States do a substantial part of their 

business lending to borrowers who have prearranged lines of credit. 3 

This study attempted to detennine t }e extent to which Kansas banks 

engage in this type of loan activity, and the factors which influence 

this type of credit extension. 

The infomation derived from this study may point out areas where 

modifications of existing policy might result in an improved employment 

of existing banking facilities. 

·3 -
~•, P• 573. 
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Sources of Data 

The data for the investigation were derived from a study of the 

banks in Kansas. Banks chosen for the study were those that were in op-

eration as of June 24, 1963,. The investigation was restricted to the 

current practices of these banks in granting lines of credit. 

PROCEDURES IN GATHERING DATA 

Selection of Group. A directory of banks was used to obtain 

the names and locations of aJ.l of the banks that were in operation at the 

time of the study.4 A list of these banks was coded and a Table of Ran-

dom Numbers 'Qas used to compile a 50 per cent random sample.5 

Development 2£ Instrument. A questionnaire was developed as 

a device for procuring information pertinent to the study. Determina-

tion of the major items included in the questionnaire was made following 

an ipquiry to the Board of Governors of the Fec-ral Reserve System and a 

study of material available in Forsyth Library at Fort Hays Kansas State 

College concerning various aspects of granting lines of credit. 

Collection £! ~• A letter containing the questionnaire was 

sent to the banks selected th.."l"()ugh the use of the Table of Random Num-

bers. A self-addressed stamped envelope was provided for the return of 

-- 4p~iki Directory (Nashville, Tennessee: R. L. Polk and 
Compaey, .1960),w. 815~869. 

5Sir Ronald Fischer, and Frank A. Yates Statistical Tables for 
Biological, Agricultural, and Medical Research .{New .York: Hafner -
Publishing Company, .Inc., 1957) -PP• .126~1.32. ,. 



the questionnaire and aey additional comments the respondents wished to 

make concerning the questions asked. 

5 

Examination of the forms re~urned by bank officials revealed that 

149 of the 300 banks selected did not return the material sent them. 

There were 151 questionnaires returned and of these 1,36 were taken for 

the study. One of the questionnaires was rejected because one bank had 

consolidated with another, and the other 14 were rejected because they 

were not filled out as requested. Revision of the master list gave a 

total of 136 banks to be included in the study. 

A chart was made of the number of banks in different groups ar-

ranged by total resources. There were two distinct breaks in the group-

ings. These fell at the level of $1 million and $4 million respectively. 

A division of banks into three classes was made. This division placed 

17 banks in the first group, 77 in the second, and 42 in the third. The 

resulting groups were called the 1A1 , 1B1 , and 1C1 groups respectively. 

The groups represented banks having total resources of $0 to $1 million, 

$1 million to $4 million, and above $4 million dollars, in that order. 

The data recorded on the questionnaires was then transferred to master 

sheets for subsequent tabulation and a.nacy-siso 



REVIEW OF RELATED LITERATURE 

In his discussion of lines of credit Davis made the statement 

that: 

Generally speaking, a line of credit is an indication, expressed 
by a bank, of the maximum amount of loans which it is willing to 
extend to a bo5rower within a given period of time, normally 
twelve months. 

6 

Prather stated that a line of credit is usually set up at the 

borrower's request, but there are some cases where lines are established 

by the bank in order to build up its loan business or to serve as a 

guide for its loan officers. 7 

Beckhart felt that lines of credit provided certain advantages to 

the bank. He indicated that through the practice of establishing season-

al lines of credit the bank is able to establish permanent relations with 

valued business customers, and to retain the type of account and loan 

business in which it has the greatest interest. In addition, he mention-

ed that ordinarily business concerns rarely change banks with which they 

have lines of credit, other than to add to existing lines as loan needs 

grow, in the absence of materially adverse developments or serious mis-

understandings.8 

6c~rlisle R. Davis, Credit Administration (New York: American In-
stitute of Banking Section of .American Bankers .Association), p. 18. 

?charles L. Prather, Money~ Banking (Homewood, Illinois: Richard 
D. Erwin, Inc., 1961) P• 221. . -

8Benjamin H. Beckhart, Business~£! American Commercial~ 
(New York: Ronald Press, 19.36), P• .137 . - -
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Davis maintained that the expression of the bank's willingness to 

extend a line of credit ma:y or may not specify the conditions under 

which the line will continue, Under certain circumstances the line may be 

a legaJ. binding agreement on the part of the bank to lend, while under 

other conditions it ma:y only constitute a moral obligation.9 

Gerstenberg stated that many businessmen who anticipate having 

to finance current operations by bank loans may ask their ban.~ for a line 

of credit so that they ma:y know in advance how much they can borrow at a 

particular bank, without collateral, should the need arise. He indi-

cated that the bank would establish a line of credit up to an amount in 

keeping with the firm1s strength. While the line is in force, the corpo-

ration keeps the bank informed of its operations and financial condition. 

In addition, the firm must contL~ue to maintain its deposit account at 

the bank. Furthermore, to keep the line open, the corporation must make 

some use of the line. The bank cannot afford to maintain unused loan 

commitments indefinitely.10 

Munn indicated that the line of credit is the maximum amount which 

a person or concern is entitled to borrow from a bank at arry given t:ime 

or the normal ]j_mj_t of accomodation. It is the total credit force or po-

tential credit balance at the disposal of a borrowing customer, in return 

for which the customer is required to maintain a proportionaJ. balance, 

.. 9 ..... 
Davis, !2£• ill• 

. lOcharles W~ -Gerstenberg, Financial Or~anization ~Management 2£ 
Business (New York: Prentice-Hall, .Inc., 19 1), -P• -374. -



prove to be an acceptable credit risk, and otherwise prove satisfactory 
11 as a borrower. 

8 

An American Bankers Association report on lines of credit stated 

that a businessman 'With a temporary need of funds might apply for a loan 

and leave the possibility of renef!aJ. open. If his needs are likely to 

reoccur, however, the bank and the borrower will frequently arrange for 

a so-caJJ..ed •confirmed line of credit.• Under this type of relationship, 

the businessman could borrow up to a certain liw.i t, pay the loan off, 

and then borrow again up to the limit of the line of credit. It was fur-

ther indicated in the monograph that the lines are extended for a certain 

use and that they are not a contractual oblieation. The borrower is nor-

mally expected to maintain a deposit account at the bank. In some cases 

agreements are made as to the amount of the balance that is required of 

the borrower. In most cases the line is in effect for a year. This pro-

vides an opportunity for yearly review. The writers called attention to 

the fact that most lines were extended to large and well established 

firms. Informal relationships possible between smaller banks and local 

businessmen lessen the need for more formally arranged lines of credit.1~ 

Kent maintained that a line of credit was a commiunent on the 

part of a bank to lend a borrower aey amount that he requested up to a 

specified maximum. Customers who have lines of credit do not need to 

1:lGlen -G. MQ'IUl ., Encyclo;eedia £! Banking and Finance ( Cambridge, 
Massachusetts: The Bankers Publ.i.shing .Compaey, 194.9), -PP• 367-368. 

12The American Bankers AssociationJThe Co:rrn:nercial Banking Industrz 
(Englewood Cliffs: Prentice-Hall, Inc., 19b2J . -
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enter into long negotiations w.i.th their bank each time that they wish to 

increase their loans. It was mentioned that while lines of credit are 

advantageous from the viewpoint of the borrower, they could restriet the 

bank I s freedom. At the time when the bank may be trying to strengthen 

primary reserves, it may be obligated to grant new loans because of out-

standing commitments. During the period of the second World War, large 

lines of credit were arranged by many of our leading industrial coJ:1)ora-

tions with marzy- participating banks. The reason for the negotiations of 

these huge loans was an uncertainty as to the expenditures that would be 

required in the completion of war contracts.13 

Steiner and Shapiro stated that banks commonly extend lines of 

credit to their better customers, thus agreeing in advance of a customer' s 

borrowing season to lend up to a stipulated maximum if the borrower1s 

credit position remains fundamentally unchanged. They further indicated 

that the device of extending lines of credit has arisen to some extent to 

protect bank directors, since they are thereby able to control the bank's 

loans by specifying conditions under which advances to particular borrow-

ers may be made. In this way they may delegate responsibility in making 

loans and discounts. The authors mentioned two conditions that are often 

imposed upon the borrower. First, the borrower may be required to main-

tain compensating, reciprocal, or proportionate balances. City banks have 

insisted upon this requirement more frequently than have country banks; 

13Raym~nd P. Kent, Money~ Banking (New York: Rinehart and Com-

paey, Inc. , 1947) 
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the usual figure is a deposit balance of 20 per cent of the loan. The 

bankers feel that the balances represent, to some degree, the cost of 

keeping the line of credit in force. The second condition imposed is 

that the borrower must liquidate his indebtedness to the bank annually.11.+ 

In Money~ Banking~ edited by Foster and Rogers, the discus-

sion of lines of credit concerned the conditions prevailing when a bor-

rower is granted a line of credit by more than one bank. Under these 

circumstances a firm may borrow from one bank to pay off loans at another. 

While satis.fying the requirements of cleaning up his loan at one bank, he 

remains in debt to the others. If the condition of the business is good, 

the borrower has a certain amount of permanent capital furnished by the 

banks. But if there is a decline, one or more of the banks may not con-

tinue their line of credit, making the remainder assume the whole burden 

and risk among themselves. These multiple or rotating bank lines are an 

outgrowth of the credit needs of business units requiring more bank ac-

connnodation than any- one bank in the community can provide. They must 

arrange multiple lines of credit or deal with larger banks. In hard 

times banks take steps to eradicate this situation--often with drastic 

results. In succeeding periods of prosperity and optimistic lending 

there is usually a revival of the multiple credit line practice.15 

14Wi.lliam Howard Steiner and Eli Shapiro, Money !!E Banking 
(New York: Henry Holt and Compaey, 1941) -- -

1~jor B. Foster and Raymond Rogers (ed.), Money Banting 
(New York: Prentice -Hall, Inc., 1947) 



CHAPTER II 

FINDINGS 

The data presented in t ~is chapter provide specific information 

regarding current practices of Kansas banks with regard to the exten-

sion of lines of credit. 

esponses to 26 major items included in the questionnaire were ob-

tained from 136 banks . These data were organized and treated as the 

findings of the study. 

The data have been presented under the following major headings : 

(a) the extent of use of lines of credit, (b) delegation of authority in 

granting lines of credit, a,.nd (c) loan policy modifications. 

The first few tables which follow are included to acquaint the 

reader with the division of the investigated banks into different class-

es, t hei r activities in relationship to the extension of lines of credit 

in the past, and their future plans along this line. 

Table I shows the division of the 136 banks into three classes 

as determined by their total resources. 
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TABLE I 

DISTRIBUTION OF INVESrIGATED BANKS ACCORDING TO TOT.AL RESOURCES 

TotaJ.. resources in Number in Group Per cent of Total 
millions of dollars 

.. 
0 to 1 17 12.5 

1 to 4 77 47.0 

4 and above 42 40.5 

Total 136 100.0 

Table I reveals that a high percentage of the banks investigated 

had total resources in the range of one to four million dollars. Approx-

imately one-quarter of the banks had totaJ.. resources of less than one 

million dollars. 

Table II shows the nmnber and distribution of banks between 

groups that were extending lines of credit in June of 1963. 

TABLE II 

STATUS OF EXTENSION OF LINES OF CREDIT BY KANSAS BANKS 

Group A Group B Group C Total 
Extension of (17) (77) (42) (136) 
lines of credit 

No. % No. % No. % No. % 

Banks extending 
lines of credit ll4 82.4 58 75.3 37 88.o 109 80.2 

Banks not extending I 

lines of credit 3 17.6 19 24.7 4 9.5 26 19.1 

Did not answer 1 2.5 1 0.7 
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Table II reveals that a high percentage of the investigated banks 

indicated that they were extending lines of credit. This is illustrated 

by the fact that 109,or 80. 2 per cent, of the 136 respondents stated 

that they were granting lines of credit. It may be noted that more banks 

in the group having resources equal to, or greater than, four million 

dollars were granting lines of credit than in the other two classifica-

tions. 

The data in Table III are provided in order to show the number of 

lines of credit granted by the banks in the three different groups. 

TABLE III 

NUMBER OF LINES OF CREDIT GRANTED 

Group A Group B Group C Total 
Number of lines (14) (58) (38) (110) 

Unknown 1 1 
o-5 2 7 4 13 
5-10 2 9 5 16 
10-20 2 1 4 7 
20-30 1 2 3 
30-40 2 5 7 
40-50 5 1 6 
50-100 2 2 
100-200 4 3 3 10 
Above 200 1 11 2 14 
Did not answer 2 6 12 20 

From the information in Table III it may be seen that most of the 

banks granted a fairly small number of lines of credit. Where indications 

were made that the number of lines granted was well up into the hundreds 

a misunderstanding of the meaning of the term as used in this survey may 

have existed. 
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Table r:v presents information concerning the extent to which 

granted lines of credit constituted the loan business of banks granting 

lines of credit. 

TABLE IV 

EXTENT 'IO WHICH LINES OF CREDIT CONSTITUTED BANKS1 LOAN BUSINESS 

Per cent of loan Group A Group B Group C Total 
business in lines (14) (58) (38) (110) 
of credit 

Not kn.own 2 2 
0-5 3 7 6 16 
5-10 1 4 6 11 
10-20 1 6 6 13 
20-30 2 2 4 
30-40 2 1 6 9 
40-50 1 5 2 8 
50 and above 3 3 
No answer 6 30 8 44 

The findings in Table IV reveal thr t 44 of the banks granting 

credit did not indicate what portion of their loan business is in this 

type of credit extension. Of the banks that answered the questionnaire 

it was apparent that these banks did less than 20 per cent of their 

credit business by extending lines of credit. The data revealed,how-

ever, that in the second group one respondent indicated that three lines 

of credit made up 80 per cent of the bank's loan business. 

Table V relates to the number and percentage of the respondents 

in each case who indicated past consideration of the extension of lines 

of credit but who had decided against doing so. 
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TABLE V 

CONSIDERATION OF EXTENSION OF CREDIT 

- - - ' 
Bank's consideration of Group -A Group B Group C 
granting lines of credit (3) (16) (4) 

No. % No. % No. % 
,. 

Had considered 3 18.7 3 75.0 

Had not considered 3 100.0 13 81.3 

Did not answer 1 25.5 

Total 3 100.0 16 100.0 . 4 100.0 

From an inspection of Table V it may be observed that none of the 

officials of the banks in the 1A1 group indicated past consideration of 

extending lines of credit. In the second and third groups three, or 

18o7 and 75 per cent,respectively, indicated that they had considered 

doing so. 

Table VI provides detailed information regarding the reasons in-

dicated by the banks for not extending lines of credit. 
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TABLE VI 

REAS)NS INDICATED BY THE BANKS FOR IDT EXTENDING LINES OF CREDIT 

Group A Group B Group C Total 

Reasons 
(3) (19) (4) (26) 

No. % No. % No. % No. % 

Adequate 
collateral l 25.0 1 3.8 

Bank policy 5 26.2 2 50.0 7 27.2 
Difficult to extend 

loan in agricul-
turaJ. connnunity l 5.3 1 3.8 

Limited capital and 
su....-plus l 5.3 1 3.8 

Loan area limited 1 33.4 l 3.8 
No demand 2 66.6 ll 57.9 13 50.0 
Personal merit 1 5.3 1 3.8 
Repayment 

uncertain 1 25.0 1 3.8 

The data in Table VI show that a lack of demand for lines of cred-

it was the most frequent~ mentioned reas n for not extending lines of 

credit in the first two classifications. In the third group bank policy, 

adequate collateral, and problems of repayment were the reasons listed 

for not extending lines of credit. In the third classification bank 

policy was the reason indicated in two out of four cases where a deci-

sion was made to refrain from extending lines of credit. 

Information concerning factors that limit the extension of lines 

of credit is presented in Table VII. 
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TABIB VII 

GENERAL FACTORS LIMITING EXTENSION OF LINES OF CREDIT 

Group A Group B Group C Total 
Limitations (17) (77) (42) (136) 

Bank policy 7 27 18 52 
Economic conditions 15 8 23 
Legal limit 1 1 
Limited capital and 

surplus 8 24 7 39 
No demand 6 15 8 29 
Repayment ability 2 2 
Stability of firm 1 1 
No answer 3 22 25 

The data contained in Table VII indicate that the most frequent-

ly mentioned factor limiting the extension of lines of credit was bank 

policy. The next factors, in order of frequency, were limited capital 

and surplus. lack of demand, and economic conditions. 

Table VIII was included in order uo show the number and percent-

age of investigated banks having a separate department dealing with 

lines of credit. 
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TABLE VIII 

BANKS HAVING A DEPARTMENT DEALING WITH LINES OF CREDIT 

Line of credit Group A Group B Group C Total 
facility (14) (58) (38) (llO) 

No. % No. % No. % No. % 

Separate department 4 28.6 5 8.5 11 28.9 20 18.1 

No separate depart-
ment 10 71.4 53 91.5 27 71.1 90 81.7 

An examination of the data presented in Table VITI reveals that 

in approximately one out of every three cases banks in the first and 

third classification had a separate department set up to deal with lines 

of credit. In the second classification the ratio fell to roughly one 

in ten. The relatively high per~entage of banks in the 1A1 group indicat-

ing a separate department possibly refl ects a situation in which the 

bank1 s business constituted a fairly small operation in which the presi-

dent, vice presiden~or cashier administered lines of credit. 

Table IX shows the maximum amount that may be granted by a single 

bank officer. 
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TABI.E IX 

MAXJl1UM AMOUNT THAT MAY BE GRAN'IBD BY A SINGLE OFFICER 
OF THE BANKS INVESTIGATED 

Group A Group B Group C Total 
Amount (14) (58) (38) (JJ.O) 

Legal limit 4 19 6 29 
No limit set 2 10 ll 23 
0 dollars to $1,000 1 1 2 
$1,000 to $5,000 5 2 7 $5,ooo to $10,000 5 2 1 8 

$10,000 to $20,000 2 6 3 11 
$20,000 to $30,000 5 1 6 
$30,000 to $40,000 3 1 4 
$40,000 to $50,000 ? 1 3 
Above $50,000 2 4 6 
Did not answer 3 4 7 
Takes two officers 1 3 4 

As shown in Table IX, at least one-quarter of the banks allowed 

a single officer to lend up to the legal limit of the bank. In approx-

imately 20 per cent of the cases no limit had been established. It may 

be noted that four of the banks had established a ruling that required 

at least two officers to approve all loans. In general, the larger the 

bank the greater the a.mount that could be loaned by a single officer. 

The information presented in Table X concerns the number and per-

centage of the banks in each group that have an upper limit established 

on lines of credit set by bank policy. 
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TABLE X 

BANKS WITH LTivITTS ON LINES OF CREDIT SET BY BA.NK POLICY 

Status of lim.i- Group A Group B Group C Total 
tation (15) 158) (38) (ill) 

No. % No. % ·No. % No. % 

Set by bank 
policy 8 53.4 33 57.0 ·21 55.3 62 55.9 

Not formally 
established 6 uo.o 25 43.0 16 43.2 47 42.4 

Did not answer 1 6.6 1 1.5 2 1.7 

The information presented in Table X indicates a similarity 

8lll0ng the banks investigated with respect to bank policy concerning the 

limits of lines of credit. In all three groups the percentage of banks 

reporting an upper limit on the a.mount of lines of credit set by bank 

policy ranged between 53 per cent and 57 per cent. 

Data presented in Table XI concerns the reasons given for setting 

an upper li.mi t on lines of credit. 
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TABLE XI 

REA&>NS GIVEN FOR SETTING AN UPPER WITT ON LINES OF CREDIT 

Reason Group A Group B Group C Total 
(14) (58) (38) (llO) 

Avoid concentration 2 2 
Legal limit 9 35 18 62 
Limited capital and 

surplus 1 1 
Security 1 3 4 
No answer given 4 22 15 4l 

From the data in Table XI it may be observed that the most fre-

quently listed reason for setting a limit on lines of credit is the 

legal limit. 

Table XII indicates the number and percentage of the respondents 

reporting whether or not lines of credit were granted primarily at the 

initiative of the bank. 

TABLE XII 

BANK INITIATIVE IN GRANTING LINES OF CREDIT 

Method of granting Group A Group B Group C Total 
lines of credit (15) (58) (38) (lll) 

No. % No. % No. % No. % 

Bank initiative 9 60.0 33 76.8 13 34.2 55 49.5 

Request of 
borrower 6 40.0 25 23.2 ?5 65.8 56 50.5 
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An inspection of the data contained in Table XII reveals that 

in the I C I group a high percentage of the requests for lines of credit 

came from the customer, while the largest percentage of loans granted 

in the I A I group were granted at the ini tia ti ve of the bank~· The in-

formation presented may indicate less emphasis exists on granting 

lines of credit at the initiative of the bank as the size of the bank 

increases. More than half of the banks in the first group granted 

lines primarily at the bank's initiative, while roughly one- third 

of the credit lines were granted at the initiative of the bank in the 

•e,• group. 

The number and percentage of banks in each group granting lines 

of credit as a means of increasing loan activities is shown by the in-

formation contained in Table xnr. 

TABIB XIII 

BANKS GRANTING LINES TO INCREASE LOAN ACTIVITIES 

Group A Group B Group C Total 

Loan activities 
(15) (58) I 36) (109) 

No. % No. % No. % No. % . 

Granted for 
increase 5 33.3 15 38.6 10 26.3 30 27.6 

Not granted for 
increase 10 66.7 43 61.4 26 73.7 79 72.4 



23 
The data in Table llII show that slightly more than one-quarter 

of the banks did grant lines of credit in order to increase loan acti-

vities. A slightly higher percentage of banks in groups 1A1 and 1B1 

granted lines for this reason than did those in group •c•. 
Tables XIV, 'XV, and XVI were included to show the origin of re-

quests for lines of credit listed by the respondents who indicated that 

lines were not granted primarily at the initiative of the bank. Three 

borrower relationships were investigated: (a) past customers who had 

not used lines of credit in their relationships w.i.th the bank, (b) cus-

tomers granted lines of credit in the past, and (C) new customers of 

the bank. 

TABLE XIV 

STATUS OF REQUESTS FOR LINES OF CREDIT FROM IDRROWERS 
DEALT WITH IN OTHER CAPACITIES 

Requests from past Group A Group B Group C Total 
customers not (6) ( 25) (25) (56) 
granted credit 
lines No. % No. % No. % No. % 

Many requests 6 100.0 16 64.o 20 80.0 42 75.o 
Few requests 1 4.o 1 4.o 2 3.6 

Did not answer 8 32.0 4 16.0 · 12 21.ii. 

The information contained in Table XIV reveals that the highest 

percentage of requests for lines of credit in the 1B1 and 1C1 groups 

came from past customers, while in the 1A1 group all requests were 
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from past customers. 

Data concerning the requests from prospective bank customers in 

relationship to lines of credit are presented in Table xv. 

Requests 

Most requests 

Few requests 

TABLE XV 

REQUES'TS FOR A LINE OF CREDIT FROM PROSPECTIVE 
BORROWERS FROM THE BCt.NK 

Group A Group B Group C 
(6) (25) ( 25) 

No. % No. % No. % 

4 16.0 4 16.0 

1 16.6 6 24.0 7 28.0 

Did not answer 5 8J.4 15 60.0 14 56.o 

Total 
(56) 

No. % 

8 14.2 

14 25.0 

34 60.8 

It may be observed from the data in Table XV that only one of the 

banks in the 1A1 group reported requests ~or lines of credit from borrow-

ers who were prospective customers. In the second and third groups it 

is apparent that few requests came from this source. 

Information pretaining to requests from past line of credit 

borrowers is contained in Table XVI. 
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TABLE XVI 

OOURCE OF REQUESTS FOR LINES OF CREDIT 

Group A Grou;p B Group_;C TotaJ. 
Source (6) ( 25) (25) (.56) 

No. % No. % No. % No. % 

Previous line of 
credit borrower 5 83.4 19 76.0 20 80.0 44 78.5 

Did not answer 1 16.6 . 6 24.0 5 20.0 12 2l.5 
Other sources none none none none 

An examination of Table XVI reveals that aJi requests for a line 

of credit were received from borrowers who had been previously granted 

a line of credit. 

An examination of the three previous tables shows that the fre-

quency of requests for a line of credit was greater . from borrowers 

who had previously been granted a line than from borrowers with whom 

the bank had dealt in other capacities. Fewer requests for lines of 

credit were received from borrowers who had not deaJ.t with the bank in 

the past. 

Table XVII provides information concerning the number and per-

centage of banks requiring a repayment schedule for thm~r line of 

credit commitments. 



TABIB XVII 

REPAYMENT SCHEDULES ON LINES OF. ICREDIT 

Schedule status 
Group A Group B Group G Total 

(15) (38) (38) (ill) 

No. % No. % No. % No. % 

Definit~y \ 

established 13 56.6 .53 91.5 26 68.5 92 83 . 0 

Remains flexible 2 13.4 5 8.5 10 26.4 17 15.3 

No answer 2 5.1 2 1.7 
I 

The data in Table XVII show that 83 per cent of the banks had 

established a definite repayment schedule on lines of credit. A high-

er pereentage of the banks in the 1B1 group established a schedule 

than in the other two groups. The division indicating the smallest 

percentage was the 1 C1 group in which 26, or approximately 69 per cent, 

of the banks had established a definite repayment schedule. 

Table XVIII is provided to give information concerning the re-

payment schedules specified by banks reporting that a definite sched-

'!.lle had been set up for their lines of credit. 
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TABLE XVIII 

REPAYMENT SCHEDULES EsrABLISHED BY BANKS 

Repayment t:inie Group A Group B Group C Total 
allotment (13) (53) ( 26) (92) 

Monthly 8 30 8 46 
Quarterly 1 10 4 15 
Annually 3 11 2 16 
Semi-annually 7 20 10 37 
Seasona.JJ.y 1 1 2 
Varies 2 7 13 22 

The findings in Table XVIII reveal that most of the banks had 

more than one period of repayment established. A monthly schedule 

was mentioned most frequently in the first two groups while in group 

•c• the semi-annual period predominated. Forty-six banks established 

monthly schedules while 37 banks reported semi-annual schedules. 

Table XIX calls attention to the frequency with which lines of 

credit were reviewed by the banks wnich had granted or were currently 

granting lines of credit. 
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TA.BLE XIX 

FREQUENCY WITH WHICH LINES OF CREDIT L>JERE REVIEWED 

Period of review 
Group A Group B Group C Total 

(14) (58) (38) (110) 

Daily 1 2 3 
Weekly 1 6 7 
Bi-weekly 2 2 
Monthly 5 18 5 28 
Every two months 3 3 
Every three months 3 3 6 
Quarterly 4 8 7 19 
Every six months S3 2 11 
Annually 4 13 17 
Did not answer 6 5 11 

'.Ihe data in Table XIX show that there was a wide variation in the 

frequency with which lines of credit were reviewed by the investigated 

banks. All of the banks in the first group indicated that the lines 

were reviewed at least on a quarterly basis. In the second group the 

monthly period of review was indicated most frequently, while in the 

third group an armual repayment period was reported. It may be noted 

that most of the respondents reported that more than one time period 

was customarily established for review. In some cases it was mentioned 

that the period established for revi:ew was related to the nature of the 

business activities of the borrower. 

Table XX calls attention to the number and percentage of banks 

that required their line of credit borrowers to maintain compensatory 

balances. 

-



Compensatory 
balance 

Required 

Not required 

Did not answer 

TABLE XX: 

NUMBER AND PERCENTAGE OF BANKS REQUIRING 
CctvIPEN&'IORY BALANCES 

Group A Group B Group C 
(14) (58) (38) 

No. % No. % No. % 

5 35.j_ 12 20.7 16 42.1 

2 14.3 ~6 79.3 21 55.2 

7 50.0 1 2.,7 
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Total 
(110) 

No. % 

33 30.0 

64 62.5 

8 7.5 

The data contained in Table XX show that 30 per cent of the banks 

granting lines of credit required compensatine balances. A higher per-

centage of the banks in the 1C1 group required such balances than the 

banks in the other groups. 

Only 21 per cent of the banks required compensatory balances of 

all line of credit borrowers. It is of interest that none of the banks 

in the 1A1 group required balances of all customers. At least one-third 

of the banks in the second group always required such a balance while 

less than a fourth of the banks in the third group established such a 

balance as a requirement. 

Slightly more than 30 per cent of the banks set balance require-

ments according to a division of borrowerers into classes or types. The 

banks that did not set balance requirements according to such a division 

did so on the basis of size and type of business. In the first group 
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requirements were set according to the type of business. In the second 

group the size of the company was a major factor in every case, whi.le 

in two instances the type of business was also important. In the third 

group most of the banks considered the type of business important while 

in two instances the size of the business was an important factor. 

The data in Table XXI are provided :iJ:l. order to show the number 

and percentage of investigated banks specializing in the extension of 

lines of credit to certain types of businesses. 

TABLE XXI 

'SrA TITS OF BA.NKS IN EXTENDING LINES OF CREDIT 
TO CERTAIN TYPES OF BUSINESSES 

Group A Group B Group C Status of (14) (58) (38) specialization 

No. % No. % No. % 

Did specialize 3 21.4 18 45.o 10 27.0 

Did not 
specialize 11 78.6 40 55.o 25 65.8 

Did not answer 3 1.2 

Total 
(110) 

No. % 

31 28.2 

76 69.0 

3 2.8 

From the data contained in Table XXI it may be seen that slightly 

less than half of the banks in the 1B1 griimp specialize in extending 

lines of credit to certain types of businesses. In the other two groups 

the ratio was about one in four, wit...h. the banks in the 1A1 group indi-

cating the least degree of specialization. 

Table XXII points out the different types of firms which were 
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granted lines of credit by the banks that specialize in extending lines 

of credit to certain kinds of businesses. 

TABLE XXII 

TYPES OF BUSINESS OPERATIONS GRANTED A LINE OF CREDIT 

T.ype of business Group A Group B Group C Total 
(3) (18) (10) (31) 

Construction 1 1 
Consumer credit 3 3 6 
Farming 2 18 6 26 
Finance compa.izy- 2 2 
Manufacturing 1 10 7 18 
Real estate 2 2 

'lhe information presented in Table XXII shows that in at least 

one out of every two cases farming was the type of business operation 

granted a line of credit by banks in the first two groups. In the third 

classification manufacturing and farmfung were mentioned most frequently. 

It may be noted that none of the banks in the 1B1 and 1C1 groups extf.end-

ed lines of credit to oonstruction companies. In addition, two respon-

dents reported that they granted lines of credit to finance companies. 

Both of these banks were in the 1C1 group which included all of the in-

vestigated banks with total resources greater than four million dollars. 

fO }('YI 
fU/?r HA rs ·~ N LIBRAl?Y 

NSAS STATE COLLEGE 
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CHAPTER III 

INTERPRETATION OF FINDINGS 

A high percentage of the banks investigated had resources in the 

range of one to four million dollars. One-eighth of the banks had less 

than one million dollars, while more than one-half reported a range of 

one to four million. 

In a survey made by the Federal Reserve in 1955 it was found 

that 56 per cent of the banks, in a sample which included all member 

banks with deposits of $50 million and over, and a declining proportion 

of each smaJJ.er size, were granting lines of credit.16 

In the Kansas City Federal Reserve District 43 per cent of the 

banks surveyed were extending lines of credit as of October 5, 1955. 
For the district as a whole, it was found that all banks with deposits 

of $J:OO million and over extended lines of credit. Eighty per cent of 

the banks with deposits of $50 million to $100 million granted lines, 

as did 73 per cent of the banks with deposits of $20 to $50 million, 

and 19 per cent of the banks with deposits of less than $20 million.17 

Eighty per cent of the banks investigated in this study were 

extending lines of credit as of June 24, 1963. It was found that 82 

per cent of the banks with total resources of less than one million 

dollars, investigated in this survey, were extending lines of credit. In 

16The F~deral Reserve Bulletin, 2£• ill•, P• 574. 
17~. 
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the group that included banks with $1 to $4 million, slightly more than 

75 per cent indicated that they extended lines of credit, and in the 

group of banks with resources of more than f our million dollars, 88 

per cent were extending lines. 

A comparison of the data obtained by the Federal Reserve in 

1955 with the findings of this study indicates that the percentage of 

Kansas banks granting lines of credit as of June 24, 1963 is much higher 

than might be expected. 

This difference becomes even more apparent when it is noted that: 

(a) the figure listed by the Federal Reserve for banks with less than 

20 million dollars in deposits was 19 per cent; (b) only 6, or about 

4 per cent of the banks investi gated in this survey had total resources 

greater than 20 million dollars, a classification in which the Federal 

Reserve found that 73 per cent of the banks in the loth Federal Reserve 

District were extending lines of credit. 18 The figures are comparable 

on a percentage basis even though the classification used by the 

Federal Reserve was based on total deposits while this study used total 

resources. A check of the questionnaires returned showed that total 

deposits and total resources were closely relat ed and did not dif fer 

more than 5 to 10 per cent. The difference in the classification 

basis between this study and the 1955 survey would have been significant 

only in cases where the banks had resources or total deposits close to 

20 million dollars, and no bank in this study was near the borderline. 



On a comparable classification basis, this study found that 80 per cent 

of the banks in the less than 20 million dollar category were granti ng 

lines of credit as of June 24, 1963 while the Federal Reserve indicated 

in 1955 that only 19 per cent of the banks throughout the distri ct, in 

the less than $20 million group, were extending lines of credit. 19 The 

number of banks included in this survey in the 20 to 50 million dollar 

group was too small to comprise an adequate sample, but here also the 

percentage of banks granting lines of credit was higher than that 

found in the Federal Reserve Study. In summation, a compari son of the 

results obtained as of June 1963 with the study of the Kansas City 

Federal Reserve District shows that the percentage of Kansas banks with 

less than $20 million granting lines of credit increased from 19 per 

cent in 1955 to 80 per cent in June of 1963. 

Care must be taken in interpreting the deviations mentioned 

above because of variations in the number of banks in each size group 

throughout the district, and the time lapse between studies. In 

addition, the Federal Reserve included all banks with deposits of $100 

million and over and a limited sampling of the banks with lower deposit 

totals in computing their figures for the overall percentages of banks 

granting lines of credit in 1955. However, there are a number of 

factors other than the above that might well have a bearing upon the 

differences noted between the studies. 

19The Federal Reserve Bulletin, op. cit., p. 573. 

34 
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A "stand- by" commitment is often erroneously called a line of 

credit. Under this type of arrangement, the banks and the borrower 

enter into a f ormal and binding contract in which the bank agrees to 

lend a certain amount of money within a stated period of time, the funds 

to be loaned for a specific period, and the borrower agrees to pay the 

bank a fee if he does not use the funds provided. The borrower also 

agrees to live up to certain conditions and terms that are incorporated 

in the agreement.20 

Agri-business is a very important part of the Kansas economy and 

it accounts for a substantial portion of the output of the state. The 

connnercial banks have always been the principal suppliers of credit to 

farmers especially in short term loans. 21 There has been a surge in 

the agricultural productivity over the past two decades requiring 

substantial outlays of capital to obtain the speci alized equipment that 

characterizes modern-day agriculture. The greater portion of these 

funds have been obtained from connnercial oanks. This increase in the 

credit needs of the modern-day farmer may to some extent account for a 

portion of the increased use of lines of credit noted in this study. 

' In addition, bankers are able to finance farmers indirectly by 

advanci ng credit to businesses that are related to agricultural needs. 

In the business cormnunity, banks have been increasingly involved in 

providing large amounts of short-term credit to businesses of all types. 

20navis, op. cit., p. 23 

2½-he American Bankers Association, op. cit., p. 5. 

-
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At present, business loans comprise about one-fourth of the total bank 
. t 22 earning asses. 

This increase in business loans may be a significant factor in 

explaining the increased use of lines of credit indicated in this study. 

Approximately the same number of banks that are currently 

extending lines of credit plan to continue the practice. One of the 

banks in the 'A' group planned to discontinue the use of credit lines in 

the future. This might reflect a lack of demand for this type of credit 

extension. 

Eighty per eent of the banks investigated in this study granted 

lines of credit before 1963. At least two of the banks in the 'B' group 

began granting lines in 1963. 

In the first two groups, the majority of the banks that were not 

extending lines of credit indicated that they had not considered doing 

so. To some degree this might be due to practices established in 

granting other types of loans. Some banks may have found that stand-by 

commitments, revolving credit arrangements, or other types of loans are 

capable of providing the banks borrowers with sufficient credit in the 

form desired. 

In a number of cases the respondents stated that it had not been 

necessary to work out credit needs for extended periods. Instead, they 

worked out the credit needs of borrowers once a year. In at least one 

case the discussion with the borrower was a commitment by the bank to 

22Ibid., p. 5. 
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help, and to some degree, constituted an expression of the bank's faith 

in the individual. At other times, the meeting was used as a brake on 

borrowers who customarily overextended themselves. 

In the first two groups the most frequently listed reason leading 

to a decision not to extend lines of credit was lack of demand. 

The banks in the 1A1 group which indicated they did not extend 

lines of credit frequently mentioned that there was little demand for 

this type of credit extension, but that they would be willing to extend 

lines if the need a.rose. These indications probably reflect, to some 

extent, close relationships possible between smaller rural banks and 

their borrowers. Also the other forms of credit extension mentioned 

above may be serving the needs of their borrowers. 

In the third group 75 per cent of the banks not extending lines 

of credit had considered doing so, but decided against it. The reason 

given for this decision in two cases was bank policy. One of the 

respondents indicated that a large portion of their loan business is 

with farmers and a constant revision of lines of credit would be 

necessary to keep loans on a sound basis. The rapidly changing 

financial condition of fa.rm borrowers is probably related to policies 

established by the banks concerning lines of credit. 

It was found that the greatest amount that could be loaned by a 

single officer of banks in the first group was about $20 thousand. Two 

banks in the second group allowed an officer to lend more than $50 

thousand, while in the third division four permitted an official to 

lend amounts greater than $50 thousand. In some cases more than two 

officers were required to approve loans. Twenty-three of the banks 
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had no upper l:i.lllit on loans set by bank policy. At least twenty-nine 

banks permitted officers to lend amounts up to the legal liln:i.t of the 

bank. 

More than half of the banks granting lines of credit had an upper 

limit set by bank policy. In each group the percentage of banks with 

such a l.ilnit fell between 53 and 57 per cent. 

Legal limits were the most frequestly mentioned factors in setting 

limits on lines of credit. 

In answering the general question of what factors limit the 

extension of lines of credit, bank policy was most frequently mentioned, 

followed by economic conditions, and stability of the firm. Legal limits 

and repayment ability were also mentioned as major factors limiting the 

extension of lines of credit. These factors undoubtedly reflect the 

general character of borrowers and past banking experiences. 

An interesting point brought out was that while approximately the 

same number of banks in the I A I and 1 CI groups indicated that limited cap-

ital and surplus was a problem in extending lines, on the basis of total 

reasons listed, banks in the 1B1 group mentioned it more frequently. 

This information is significant because it might be expected 

that more banks in the 1A1 group than in the 1B1 group would find limited 

capital surplus a major obstacle in extending lines of credit. The data 

may indicate that a number of banks in the 1B1 group are faced with an 

opportunity to extend substantial lines, but they are unable to do so 

because the amounts desired exceed their legal liln:i.ts. This assumption 

would imply that possibly the 1B1 banks are somewhat reluctant to 

-
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place excess loans with their correspondent. It might also indicate 

that the banks are more interested in serving their communities with 

other types of loans and are unwilling to subordinate these loans to 

possible lines of credit. 

Only 20 of the 110 banks granting lines of credit had established 

a department to take care of this type of loan. A number of the banks 

with no specific department indicated that lines were administered by 

top officials of the bank. 

One-quarter of the banks in the 'A' group had established a 

department, while only 8 per cent of the banks in the 'B' group indicated 

that a separate department had been established. In the 10 1 group 20 

per cent of the banks had a department. The high percentage of banks in 

the first group having a department probably reflects to some extent bank 

organization. In many cases it was mentioned that the bank was 

essentially a one to three man operation, and that the president or vice 

president was in charge of credit lines. 

In order of frequency, the person or group in charge of placing 

limits on loans in general were loan officers, loan committees, then the 

Board of Directors. 

The larger banks in the sample indicated the least degree of 

flexibility concerning rules and procedures employed in granting loans. 

Sixty-two per cent of the banks in the 'C' group indicated that loan 

policies were governed by definite rules and procedures established by 

bank policy. The greatest degree of flexibility was found in the 'A' 

group where at least 41 per cent of the bankers indicated that the 

-



procedures used in granting loans were not set forth in a formal way. 

These variations can probably be traced back to size differences. As 

the operations become larger more definite policies are required for 

smooth operation. 

Slightly more than half of the banks granting lines of credit 

indicated that limits on the size of lines were set by bank policy. 

Bank policy, as a base, probably included such factors as demand for 

lines, types of borrowers, capital structure, location, and special 

interests of the bank in making loans to certain kinds of businesses. 
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There was nearly an equal division between banks answering the 

question inquiring shether or not lines of credit were granted primarily 

at the initiative of the bank since fifty-five banks gave an affirmative 

answer while fifty-six gave a negative answer. Data obtained concerning 

the actions of the group 'C' banks indicating that in 65.8 per cent of 

the cases lines were set up primarily at the borrowers request was in 

agreement with information obtained in the Federal Reserve survey. 

However, their findings indicating that small banks tended to set up 

lines of credit only at the request of the borrower were not consistent 

with the findings of this study. 23 Of the banks surveyed in 'A' and 

'B' groups, 60 and 76.8 per cent, respectively, reported that lines of 

credit were established primarily at the banks's initiative rather than 

at the request of a borrower. Prather indicated in his book, Money and 

Banking, that a line of credit is generally set up at the borrower's 

23The Federal Reserve Bulletin, loc. cit • . 
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request, but that there are cases in which the bank establishes lines 

in order to build up its loan business. 24 

The bankers were then asked to indicate whether or not lines of 

credit were granted to increase loan activities. Only one-quarter of 

the group said that lines were granted for this purpose. This would 

seem to indicate that the banks in this survey commonly establish lines 

at their own initiative, but only to a limited exteLt as a means of 

increasing loan activities. The information above is substantiated to 

some extent by indications made by the bankers of the extent of their 

loaning activities in lines of credit. 

Lines of credit did not, in general, seem to constitute a large 

portion of the banks' loan business. Of the banks that gave figures, 

about half said lines of credit made up less than 20 per cent of their 

loan business. 

Bankers that said lines of credit were not primarily granted at 

the initiative of the bank were asked to indicate, for three different 

borrower relationships, whether or not most requests for lines of credit 

were from: (a) firms with whom they had dealt within other capacities; 

(b) firms that had been previously granted lines of credit, or 

(c) firms that they had not dealt with in the past. Forty-three out of 

fifty-six respondents indicated that many customers, with whom they had 

dealt with in the past in other capacities, requested lines of credit. 

Forty-four indicated that many requests were from borrowers that had 

24prather, loc. cit. 
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been previously extended a line, while only fourteen indicated that they 

had frequent requests from borrowers that were not bank customers for 

lines of credit. 

The number of lines of credit granted by the banks investigated 

was generally low. Most of the banks with total resources of less than 

one million dollars indicated they were granting fewer than thirty lines. 

As many banks in this group were in primarily agricultural communities, 

it might be expected that many of their loans were to well established 

farm borrowers. Four banks in this group indicated that they extended 

more than 100 lines of credit. This appeared to be out of line with 

what might be expected. It is possible that some of the banks were not 

exactly sure 'What constitutes a line of credit. This may be a partial 

explanation of the high percentage of banks indicating that they 

extended lines of credit in this group. 

In the second group, a number of banks extended up to fifty lines 

of credit, although about one third of the banks in the group granted 

less than ten lines. The attitudes of the bankers in this group toward 

lines of credit, as reflected in some of the comments they made, were 

generally favorable. One respondent indicated that the extension of a 

line of credit gives the businessman or farmer a soilllder basis on which 

to operate, and stimulates his thinking on the extent of his operation. 

This may well result in an increase of the business of the commilllity in 

general. One banker said that lines of credit grew out of prior 

experience on specific loans where the bank had established a favorable 

borrower performance. This statement is similar to the discussion of 
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lines of credit in Davis's book, Credit Administration, in 'Which he 

stated that lines of credit may make it possible for the bank to estab-

lish permanent relations with valued business customers and to keep the 

type of loan business in which it is interested. 25 In the third group, 

half of the number of banks granted less than 30 lines. The greater 

resources of these banks and locations in urban, rather than mainly 

agricultural areas might be factors that enabled the banks in this group 

to do more business in lines of credit. 

About eighty-four per cent of the banks granting lines of credit 

established a definite repayment schedule for line of credit borrowers. 

More banks in the 'B' group required a definite repayment schedule than 

in the other groups. About 92 per cent of the banks in the 'B' group 

established a definite schedule of repayment. Eighty-seven per cent of 

the banks in the 'A' group and 69 per cent of the banks in the 'C' group 

had established definite repayment schedules. 

A possible explanation of the differences noted in the establishment 

of repayment schedules might be found in the type of business granted a 

line of credit. Banks in the first and second group indicated that a good 

portion of their loans were to farmers. It might be expected that these 

farm loans were to farmers who were very good credit risks and capable of 

meeting a periodic repayment schedule easily. Also about half of the 

banks in the second, or 'B' group specialized in extension of lines of 

credit to certain types of operations. This would probably make it 

25navis, op. cit., p. 20. 
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possible to establish certain definite repayment periods through a 

careful choice of the type of businesses granted lines of credit. In 

the 'C' group approximately two-thirds of the banks established definite 

schedules. This might reflect a systematic choice of the type of 

business granted a line. Also it might be expected that the larger banks 

requiring definite repayment schedules is in line with a statement made 

by the Federal Reserve that banks conunonly require periodic payoffs of 

borrowing under lines of credit. 

Banks that established a definite repayment schedule were asked to 

indicate what time periods were customarily established. The most 

frequently mentioned period was monthly. Then came semi-annually, 

variable, annual, and quarterly. One bank established a seasonal 

schedule. 

On their other loans, the banks providing the above information 

listed, in order of frequency, repayment periods of semi-annually, yearly, 

variable, monthly, quarterly, and seasonally. One of the banks established 

two and five year periods on real estate. This information may indicate 

that, in general, longer repayment periods are established for other 

types of loans than on lines of credit. Also it may indicate that lines 

are watched more closely than other loans. An accurate decision can not 

be made concerning the above information without figures listing the 

number of loans and the type in relationship to repayment periods. 

In the Federal Reserve study it was indicated that the prevailing 

practice was to review credit lines at least once a year. In this study 

it was found that there was a wide variation in the frequency with which 
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lines were reviewed. All of the banks in the first group reviewed lines 

at least on a quarterly basis. In the second group the most frequently 

indicated period was monthly, and in the third group, annually. A number 

of respondents indicated that more than one period for review was 

established. In only 14 cases out of 56 was an annual period of review 

indicated. Slightly more than 76 per cent of the banks using an annual 

review were in the 1C1 class which included banks with more than four 

nri.llion dollars. This may be an indication that the smaller banks, in 

general, review lines more often than the larger banks. 

The review period, as mentioned before, may reflect the type of 

borrower granted a line. It is probably also related to the number of 

lines granted, the risk involved, the amount of the line, and other 

pertinent factors. In addition, the number and distribution of larger 

banks throughout the country may have been a significant factor in the 

Federal Reserve Study. 

Slightly more than one-third of the banks granting lines of cred-

it specialized in credit lines to particular business groups. The high-

est degree of specialization was found in the 1B1 group where 45 per cent 

of the banks specialized. In the first and second groups farming was the 

type of business operation granted lines of credit in roughly one out of 

two cases. In the third classification manufacturing and farming were 

the most frequently mentioned operations. It is of note that none of the 

banks in the second and third groups specialized in extending lines to 

construction companies. 

This specialization is probably related to a desire on the part 

of the bank for keeping certain types of loan customerso The above 
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information is essentially the same as presented in the Federal Reserve 

study of lines of credit with respect to the banks extending lines to 

particular business groups. 

The relatively frequent review periods established by country 

banks probably reflect a close relationship between farm borrowers and 

the bank. As farming is a seasonal type of business a closer inspection 

of the status of the operation may be required than in the case of other 

undertakings such as manufacturing. Banks in the third group indicated 

that they extended lines to farming and manufacturing operations in most 

cases. A greater stability of operation is probably found in manufactur-

ing than in farming; consequently, the bankers may feel that these lines 

do not require frequent reviews. If this is the case, the review periods 

established might be said to reflect the type of operation granted lines 

of credit by the banks. 

In some cases banks require certain balance requirements of line 

of credit borrowers. These balances are customarily related to the 

amount borrowed or the type of business granted a line. 

In this study it was found that 30 per cent of the banks had some 

sort of minimum balance requirement imposed upon their line of credit 

borrowers. There a number of reasons for this type of requirement. The 

bank is able, in some degree, to discourage borrowing from another 

source. It may help to promote a better relationship between the 

customer and the bank. The Federal Reserve found that approximately 

one in every four banks they investigated in the Kansas City Federal 

District required some sort of a minimum balance . There was only a five 
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per cent difference in the findings of this study. At least one bank 

investigated in this survey planned to establish minimum balance require-

ments. 

The banks requiring compensating balances were asked to indicate 

whether or not the requirements applied to all borrowers and 21 per cent 

indicated t hat this was the case • .An interesti ng point brought out was 

that none of the banks in the first group required minimum balances of 

all borrowers. 

The bankers were next asked to indicate whether or not balance 

requirements were set according to a division of borrowers into classes 

or types. Thirty-six per cent of the banks in the sample indicated that 

requirements were set in this way. The banks in the first group indicated 

that most divisions were based on the type of business. I n the second 

group balances were set, in all cases, according to the size of the 

company, and in half of the cases the type of business was also 

considered in establishing requirements. I n the third group most of the 

banks indicated that the type of business was considered, and in about 

one-third of the cases the size was considered important. 

The findings of this study indicate that fewer of the banks 

investigated are requiring minimum balances according to a division of 

borrowers into classes or types than was indicated in the Federal Reserve 

study, where it was found that 59 per cent of the banks with minimum 

balance requirements applied them without designation as to type. 26 

26The Federal Reserve Bulletin, 2£_• ~-, P• 573 . 
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These differences are, to some extent, prob ably traceable to 

differences in the dominant factors of the regional economies. Kansas 

is partially an agricultural state and is directly concer ned with agri-

business. Other states may have quite different economic factors to 

evaluate. These differences could quite conceivably limit the degree of 

specialization possi ble, from the standpoint of the bank, in granting 

lines of credit. 

Balance requirements were related to the use of the granted line 

in 54.5 per cent of the cases where minimum balance requirements were 

established. The percentage of banks in the f i rst and third groups 

relating balance requirements to the extent of use of the granted line 

was nearly equal. In the second group, three-quarters of the banks 

related requirements to use of the line. 



CHAPI'ER IV 

SUMMARY, CONCLUSIONS, AND RECC11MENDATIONS 

This investigation was initiated to analyze the activities of 

Kansas banks in granting lines of credit. The examination involved the 

determination of the extent to which lines of credit are granted, meth-

ods by which banks delegate authority in granting lines of credit, and 

how loan policies and practices differed among banks surveyed. 

It was assumed that the findings of the study might conceivably 

aid in the improvement of existing banking facilities, and provide an 

indication of the effectiveness of the banks in granting this type of 

credit to their borrowers. 

The data were derived from a study of banks in Kansas. The banks 

chosen for the investigation were selected by the use of a Table of 

Random numbers. In macy cases the institutions examined in detail were 

those that had extended, or were currently extending lines of credit. In 

some cases information obtained from banks that had not granted lines of 

credit was employed to further clarify certain situations. 

A fifty per cent sample, taken at random from a total of 595 banks, 

resulted in the selection of 136 institutions for investigation from a 

total of 151 returns. One return was rejected because the bank had con-

solidated with another, and another 14 were not used because the question-

naire was not returned in the manner requested. The 136 banks investi-

gated comprised a random sample of 45 per cent of the banks on the 

master list, and approximately 23 per cent of the total number of 



50 

banks operating in Kansas as of June 24, 1963. The final sample in-

cluded almost one out of every four banks in Kansas. 

A review of material in the field concerning the activities of 

banks in granting lines of credit, and an inquiry to the Board of Gover-

nors of the Federal Reserve System was made in order to facilitate deter-

mination of the major items to be included in a questionnaire. This 

questionnaire was used as a means of eliciting the information required 

for the survey. 

All of the data obtained were taken from the questionnaires or 

comments made by officials of the banks investigated. The data were 

then transferrea from the questionnaires to master sheets from which the 

data were analyzed and organized into tables. 

FINDINGS 

Approximately half of the banks investigated had total resources 

in the range of one to four million dollars. Only 17, or one-eighth of 

the banks surveyed had resources of less than one million dollars, and 

the remainder, 31 per cent, had total resources of more than four million 

dollars. 

Eighty per cent of the banks investigated were granting lines of 

credit. A higher percentage of the banks in the group with resources 

of four million dollars or more were granting lines of credit than in 

the two other groups. 

There were 109, or 80 per cent, of the banks investigated that 

indicated they had granted lines of credit in the past. Two of the 



banks in the second, or 'B' group began granting lines of credit in 

1963. At least 110 of the banks investigated planed to extend thi s 
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type of credit in the future. One bank in the 'C' group that neglected 

to indicate whether or not lines of credit were being currently extended 

planned to grant lines in the future. 

There were three banks in the 'A' group that had not granted any 

lines of credit. None of the officials of these banks indicated that/ 

any consideration had been given to engaging in this type of loan ac-

tivity. In the 'B' and 'C' groups three banks, 19 and 75 per cent 

respectively, had considered granting lines of credi t. In both of these 

classifications lack of demand was the most frequently mentioned factor 

limiting extension of lines of credit. In the 'C' group bank policy 

was the limitation indicated by two of the banks that were not extending 

lines of credit. 

Approximately 18 per cent of the banks had a separate department 

established to administer lines of credit. 

The least degree of flexibility in procedures and rules estab-

lished by the bank concerning loan policy was found in the third group 

which included banks with resources of over four million dollars. Sixty-

two per cent of the respondents in that group indicated that loan policies 

were govermed by definite rules and procedures established by bank policy . 

The highest degree of flexibility was found in the group which included 

banks with less than one million dollars. About half of the banks in 

this group had no definite policy for making loans. 

With respect to the limits placed on loans by the banks, it was 
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found that only banks in the 1B1 group indicated that the legal limit 

was a significant factor in establishing loan limits. 

There was a degree of similarity among the banks in policies 

dealing with lines of credit. In all three groups there were indications 

that upper limits were set on lines of credit by bank policy. The percen-

tage of the three groups indicating such a limit fell between 35 and 57 
per cent. 

In the first and second classifications most lines of credit 

were granted at the bank ' s initiative. The majority of the lines were 

granted at the customer's request in the third group. 

The 1A1 and 1C1 groups indicated that more requests for lines of 

credit were from past customers and borrowers who had been previously 

granted lines than otherwise. It was also revealed that few requests 

for lines of credit were received from borrowers who were only prospec-

tive customers. 

Approximately half of the banks in the second group specialized 

in granting lines of credit to certain kinds of businesses. In the 

other groups approximately one out of four banks indicated that they 

specialized. The 1A1 group had the least specialization. 

Farming was one type of operation that was frequently mentioned 

as a type of business granted lines of credit. This may indicate that 

many of the lines of credit granted are somewhat seasonal in nature. 
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This assumption was substantiated to some extent by the infor-

mation provided concerning the repayment periods established by the banks 

on lines of credit. In the group of banks that indicated a large number 

of their lines were in farm loans,fairly short repayment periods were 

established. 

On an overall basis 28, or 34.6 percent, of the banks extend-

ing lines of credit required conpensatory balances of their borrow-

ers. Some of the banks related balances to a division of borrowers 

into classes or types or use of the granted line. 

CONCLUSIONS 

The data gathered in this study indicated that a higher per-

centage of Kansas banks are granting lines of credit than might be 

indicated from an inspection of the data presented in the Federal 

Reserve Survey of lines of credit in 1955. 
The results of the study furthe1 indicated that the smaller 

banks, those with total resources of less than $4 million, appeared 

to be very aggressive in granting lines of credit. This is an 

interesting point because only one-fourth of these banks indicated 

that lines were extended to increase their loan activities. This 

statement appeared to be consistent with the information obtained 

concerning the number of lines granted and the portion of the banks' 

loaning activities made up by lines of credit. The number of lines 

granted was generally low; approximately half of the banks indicated 
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that credit lines made up less than 20 per cent of their lending activ-

ities. 

Bankers who granted lines primarily at the customer's initia-

tive reported that most lines were granted to customers of the bank 

with whom they had dealt in other capacities or those who had been line 

of credit borrowers in the past. They further indicated that few re-

quests came from outside sources. 

Although the number of lines granted was generally small, there 

were a number of officials stating that they extended more than 100 

lines, and in one instance the respondent reported that 2,500 lines 

were currently being extended. This may indicate that bankers may not 

have a common understanding of a line of credit. 

Review periods were quite varied with the smaller banks indica-

ting the shorter periods. 

Balance requirements were varied but wer e generally similar in 

nature to those pointed out by the Federal Reserve study. 

The most frequently mentioned factor limiting the extension of 

lines of credit was bank policy, followed by economic conditions, stabil-

ity of the finn, legal l:Lmitations, and repayment ability. Approxi-

mately half of the banks in the 1A1 and 1B1 groups showed a high degree 

of flexibility in granting lines of credit. On an overall basis nearly 

half of the banks set limits on lines of credit according to individual 

bank policy. Perhaps established loaning policies are related in some 

degree to attitudes toward the extension of credit lines. 
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RECOMMENDATIONS 

There are a number of areas discussed in t..h.i.s study that might be 

well worth additional examination. 

The indicated increase in the extension of lines of credit might 

be investigated in relationship to changing patter.ns of credit extension 

to agricultural, consumer credit, and manufacturing areas. 

An a--densive investigation of the bankers• understanding of lines 

of credit in the strict sense as used in this study might point out a 

lack of agreement as to a common understanding of the tenn. 

The aggressiveness of the smaller banks in granting lines of 

credit might be investigated in relationship to bank loari.ing policies, 

the number and extent of lines, and earning potentials. 

There were some indications that lack of demand is a signifi-

cant factor in limiting the extension of lines of credit. A deter-

mination of the factors leading to t M.s conclusion might be of value. 

A similarity between the 1A1 and 1B1 groups in practices and 

policies was noted in a number of cases. A.n investigation of factors 

leading to this similarity would be of interest. 

Kansas farmers and agri-business in general needs a strong 

commercial banking system to take care of their credit needs. Macy 

of the Kansas banks are in a position to provide this service. They 

have close contact with the changing agricultural credit needs of 

their communities. Although some of the banks may currently feel that 

a limited capital structure prevents them from extending the number and 
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type of loans they might desire, they are, in a sense, as large as their 

correspondent. As farmers require more capital and mechanized equip-

ment for effective operations the rural banks may be ab l e to provide a 

great deal of the ~armers' credit needs through diversified credit 

extension, and it is reasonable to assume that the use of lines of credit 

would provide a nuch needed credit base upon which farmers might oper-

ate more effectively. 
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APPENDIX A 

Questionnaire 

NALYSIS OF PROCEDURES AND POLICIES USED HY BANKS IN KANSAS 
IN ESTABLISHING LI ES OF CREDIT 

1. Name of Bank Location --------------
2. Name of respondent ---------------------------
3. Exact title of respondent -----------------------
4. Are you currently extending lines of credit? yes __ no 

5. Have you granted lines of credit in the past? yes __ no 

6. re you planning to grant lines of credit in the future? yes __ no 

7. If the answer to six is "No," have you considered doing so? yes __ no 

8. If you have not extended lines of credit what were your reasons? 
a. Bank policy c. Limited capital and surplus 
b. No demand for extended credit d. Other (specify) -------

9. a. Does your institution have a seryarate department that deals with 
lines of credit only? yes_ no 

b. What is the title of the person 
(1) President 
(2)--Senior Vice President 
(3) .Executive Vice President 

handiling this department? 
(4) Cashier 
(5)--Assistant Cashier 
(6) Other (specify) _____ _ 

10. Are your loan policies governed by definite rules and procedures estab-
lished by the bank? yes_ no 

11. Are the limits of loans determined by the 
a. Board of Directors c. Loan Officers 
b. --Loan Connnittee d. Other (specify) ________ _ 

12. Is their an upDer limit on the amount of lines of credit set by bank 
policy? yes __ no 

13. If there is an upper limit set, what are the reasons for the limita-
tion? ---------------------------------



14. vhat is the maximum amount that may be gr anted by a single officer? 

15. Are lines of credit granted primatily at the initative of the bank? 
yes __ no 

16. 

17. 

If the amswer to fifteen is "No," are most requests for lines of erect-
it from firms with whom you have 
a. dealt with in the nast in other capacities? yes no 
b. previously granted lines of credit? yes 
c. not dealt with at another time? yes --
Do you specialize in extension of lines of 
of businesses? yes no --
If so, what types? (1) tftanufacturing 

(2) --Construction 

--no --no 

credit to certain types 

(3) Consumer Credit 
(4) -Other (specify) 

18. pproximately how many lines of credit are vou granting at present? 
(numerically) ------------------------------

19. How often are lines reviewed? -------
20. What is the usual repayment period agreed upon? a. six months 

b. __ One year 
c . Other (specify) 

21. Are there compensating balance requiremen s? yes __ no 

22. If the answer to twenty-one is "Yes," do these requirements apply to 
all borrowers? yes __ no 

23. a. Are balance requirements set according to a division of borrowers 
into classes or tyoes? yes no 

b. If so, what is the schedule?(!)-- Size of company 
(2) Type of business 
(3) -Other (specify) 

24. Are requirements related to the extent of use of the granted line? 
yes __ no 

25. a. Do you establish a definite repayment schedule? yes __ no 

b. If so, what is the schedule? (1) Monthly (4) Semi-annually 
(2) -Quarterly (5) -Other (specify) 
(3) Annually 

-



26 . Number the followin 0 in order of importance in consideration of grant-
ing lines of credit . (Rank items by numbering them from one to ten . 
Number one indicates that this item is of highest importance. Number 
ten indicates that this item is of least importance . ) 

a. General economic conditions 
b. --Limitations of credit worthiness 
c. --Limitations of business and credit considerations 
d. --Legal limitations 
e. --Trends in balance sheets and operating figures 
f. --Capacity and progress of the business 
g. --Integrity and experience of management 
h. --Market value of collateral 
i. Percentage of net worth 
j. --Other 

27. Are lines of credit granted primarily to increase loan activities? 
yes __ no 

28. If vou extend tines of credit what portion of your loan activities are 
in this type of lending? (per cent) 

29. What factors limit the extension of lines of credit? 
a. Bank policy c. Limited capital and surplus 
b. --No demand for extended credit d . Other (specify) _____ _ 

39. Check the following blank if you wish a summary of the findings of this 
study ___ _ 

ADDITIO _ L COMMENTS M! Y BE PLACJ J ON THIS P GE 
(,ould you please enclose a condensed statement of the financial con-
dition of your bank?) 

-



APPENDIX B 

CORRESPONDENCE 

June 14, 1963 
Cashier 
The Riley State Bank of Riley, Kansas 
Riley, Kansas 

Dear Sir: 

I am conducting a study of the loan activities of Kansas banks with re-
spect to extension of lines of credit. The findings of this research 
will be presented in partial fulfillment of the requirements for the 
degree of Master of Science in Economics at Fort Hays Kansas State 
College, Hays, Kansas. I am attempting to complete these requirements 
during this 1963 summer session. 

The objectives of this investigation are to determine: 

1. The extent of use of lines of credit by banks in Kansas 

2. Methods by which banks delegate authority in granting lines of 
credit 

3. The extent to which smaller banks might adopt the practices used 
by larger banks in granting lines of credit 

4. Whether or not small banks might benefit by increasing or decreas-
ing use of lines of credit 

The definition of a line of credit as used in this research is an advance 
commitment, expressed by the bank, of the maximum amount of credit which 
it is willing to extend to a borrower during a given period of time. 

The data will be gathered by means of the enclosed questionnaire. The 
information which you provide will be kept strictly confidential. Any 
additional connnents you might wish to make will be welcomed. 

Your help in making this study a success will be greatly appreciated. 
Will you please complete the enclosed questi onnaire and return the form 
to me before June 24, 1963. I have enclosed a self-addressed stamped 
envelope for your convenience. 

Sincerely yours, 

Kerry Cain 
508 West 21st St. 
Hays, Kansas 
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