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Commercial lenders, bank executives, and loan officers know the drill: a borrower walks
through the door, the credit committee approves the deal according to internal
guidelines, and then the stack of closing documents arrives. Too often, that’s where the
alignment ends. The loan policy says one thing, but the loan agreement, promissory
note, security agreement, or guaranty says another or says nothing at all.

This mismatch is more common than many institutions admit. It is also more dangerous
than it appears. In commercial lending, the loan policy and the lending documents are
not separate worlds. They are two halves of the same infrastructure. When they fail to
match, enforceability, regulatory compliance, operational efficiency (and ultimately
portfolio performance) suffer.

What’s a Loan Policy?
A lender’s loan policy is its internal operating manual. It sets the rules for credit
underwriting, approval authorities, collateral requirements, documentation standards,
monitoring protocols, and exception handling. It reflects risk appetite, regulatory
expectations, and business strategy. For many institutions, especially community
banks, credit unions, or emerging lending funds, the policy is a living document
reviewed annually (or more frequently) by the board or senior management.

What Are Lending Documents?
Lending documents are the external legal instruments that bind the parties. They
include the loan agreement, note, security agreements, guarantees, subordination
agreements, and all supporting exhibits. These are the enforceable contracts that
courts and regulators examine when something goes wrong. They memorialize the deal
that was made.

The policy governs how you decide to make the loan. The documents govern what the
borrower (and any guarantors) are legally obligated to do.



The Gap Most Lenders Live With
Despite best intentions, a persistent gap often exists between the two:

Personal guarantees: The policy requires them from principals on loans above a
certain size, yet the standard document templates omit the guaranty form or
include weak language.

Loan-to-value (LTV) covenants: The policy caps LTV at 75%, but the loan
agreement contains no ongoing LTV covenant or appraisal trigger.

Financial reporting: The policy mandates quarterly or annual financial statements
with covenant compliance certificates, but the loan documents are silent or require
only annual statements without supporting detail.

Insurance requirements: The policy calls for specific coverages and lender loss-
payee status, but the documents use boilerplate language that fails to match.

Default triggers: The policy identifies certain events as material defaults, yet the
documents lack corresponding notice, cure, or acceleration provisions.

These are not minor drafting oversights. They’re structural disconnects.

Why Does Mismatch Matter?
Legally, courts enforce the documents, not the policy. If the policy requires a personal
guaranty but the signed documents do not contain one, the lender has no enforceable
guarantee. Attempts to introduce “course of dealing” or internal policy evidence often
fail.

From a regulatory standpoint, examiners expect consistency. Inconsistent
documentation raises red flags during safety-and-soundness reviews, fair lending
examinations, or BSA/AML audits. It can also complicate troubled debt restructurings
(TDRs) or CECL calculations by creating uncertainty around contractual rights.

Operationally, mismatches increase costs and slow closings. Loan officers scramble at
the last minute to add riders or amendments. Borrowers become frustrated. Exceptions
multiply. When a loan goes into workout, the lender discovers the documents don’t give
it the leverage the policy intended.

Closing the Gap with Better Processes and Tools
The solution isn’t simply “tighter drafting.” It’s designing policy and documents
together as an integrated system.

Modern document automation platforms can make this alignment practical rather than



aspirational. When internal loan policies directly inform the intake questionnaire or
decision tree in a document generation system, the output documents reflect policy
requirements by design. Required guarantees appear, covenants match approved
terms, reporting obligations are embedded, and exceptions become visible and
trackable before closing.

This approach reduces reliance on manual customization, minimizes human error, and
creates an auditable trail connecting policy to final documents. It turns what has
traditionally been a high-risk, high-touch process into a controlled, repeatable one.

Practical Recommendation: Policy-to-Document Audits
Lenders should conduct periodic policy-to-document audits annually or upon material
policy updates. The process is straightforward:

Map key policy requirements (guarantees, covenants, collateral, reporting,
insurance, etc.) against current document templates

Test a sample of recently closed loans for alignment

Identify gaps and update templates or workflows

Document the review and any changes for examiner purposes

Institutions that treat documents as the legal expression of policy rather than a
separate administrative exercise close faster, sleep better, and maintain stronger
portfolios.

At Farley Law, we work at the intersection of commercial lending, regulatory
expectations, and technology. Whether advising lenders on policy modernization,
building custom document frameworks, or implementing tools like BankDocs Pro that
make alignment automatic, our focus is the same: stronger legal infrastructure for
better lending outcomes.

Business owners and lenders who treat documentation as mere paperwork miss its
strategic importance. Those who align policy with documents treat it as the foundation
it truly is.

Farley Law helps lenders and borrowers build that foundation. Contact us to discuss how
your loan policies and documents can work together more effectively.


