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Learning Objectives and Course Metrics

	Purpose
	The objectives are grouped into terminal objectives and the enabling objectives that support each terminal objective.



	Desired Experience
	Learners should come away from this course with the feeling that this was a valuable use of their time.  They should find the course easy to use and motivating, and should be engaged.  



	Course Outline
	Lesson 1 – Fundamental Concepts

Topic 1 – Credit Process

Topic 2 – Funding

Topic 3 – Scope of Financing 

Topic 4 – 5 Cs

Topic 5 – 8 Steps

Topic 6 – Differential Analysis

Topic 7 – Farm Credit Specific

Lesson 2 – Accounting:  The Language of Business

Topic 1 – General Accounting

Topic 2 – Balance Sheet

Topic 3 – Earnings Statement

Lesson 3 – The Basics of Financial Analysis

Topic 1 – Overview

Topic 2 – Liquidity

Topic 3 – Solvency

Topic 4 – Profitability

Topic 5 – Repayment Ability

Topic 6 - Collateral




Getting Started:  Orientation  
	Lesson Objectives

This lesson gives an overview of the different elements of the training that the learner will need to know in order to successfully navigate the program.  

	File
	Screens
	Audio
	Photos
	Graphics
	Animations
	Interactions

	Intro Page
	1
	1
	
	1
	
	

	Course Navigation
	2
	2
	
	2
	
	

	Sample Pages
	6
	6
	
	6
	
	6

	Summary Page
	1
	1
	
	1
	
	

	
	
	
	
	
	
	

	Totals
	10
	10
	
	10
	
	6


Detailed Content Outline – Credit 100

Getting Started:  Orientation

	Content
	Graphics

	The Getting Started will: 

· Review interactions the learners will encounter during the program

· Describe the learning objectives and instructional strategies for the course

· Provide an overview of the course navigation system

· Serve as the content if the learner should use the Help button
	


Course Terminal Objective 

	Terminal Objective

The learner will be able to: 

· Learn the language and fundamental concepts of the industry

· Understand, build, and interpret balance sheets

· Understand, build, and interpret earnings statements


Lesson 1 – Fundamental Concepts
	Lesson 1:  Fundamental Concepts
Topic 1:  The Credit Process

	Text
	Graphics

	Introduction page

TBD - Introduces the learner to the lesson.
Audio Narration

TBD

	

	Objectives

The learner will be able to:

· Understand the basis for credit process and philosophy.
Audio Narration

TBD

	

	Basis for the Credit Process

Points on chart:

· Tools

· Company guidance

· General Financing Agreement

· Board Policy

· Farm Financial Standards

· Generally Accepted Accounting Principles

· Other laws and regulations

Audio Narration

TBD

	Credit Process triangle diagram (slide 17 of 100.ppt)

	Common Philosophy

Lending philosophy shall be to extend sound, constructive, and profitable credit to eligible borrowers.
Audio Narration

TBD

	Constructive – Sound – Profitable clipart

	Sound, Constructive, Profitable Credit definitions

Sound Credit is proper analysis and evaluation of the 5 Credit Factors (5 C’s) that will result in a sound loan.

Constructive Credit is the extension of credit that promotes improvement of the borrower’s overall financial condition and personal well-being.


Profitable Credit is credit and lending activities which are profitable for the company.

Audio Narration

TBD

	Possible interaction

	Summary
The learner will be able to:

· Understand the basis for credit process

Audio Narration

TBD

	


	Lesson 1:  Fundamental Concepts
Topic 2:  Funding

	Text
	Graphics

	Introduction page

Introduces the learner to the lesson.
	

	Objectives

The learner will be able to:

· Describe how money flows from investors to borrowers

· Describe the importance of the touchpoints between the wholesale bank and the company
· Describe the importance of the touchpoints between the company employee and the retail client
Audio Narration

TBD


	

	Text on screen:

Money Flow Process

Chart information:

· Investor

· Dealer

· Funding Corporation

· FCB

· ACA

· FLCA

· PCA

· 3 pts lead to: Farmers & Ranchers

· BC

· Co-ops

· Agricultural Cooperatives

· Rural Electric Companies

· Rural Water/Waste Co-ops

Audio Narration

TBD


	Money Flow diagram

	Critical Points in the Flow

· FCB

· ACA

· FLCA

· PCA

· 3 pts lead to: Farmers & Ranchers

Audio Narration

TBD


	Chart

	Summary
The learner will be able to:

· Describe how money flows from investors to borrowers

· Describe the importance of the touchpoints between the wholesale bank and the company
· Describe the importance of the touchpoints between the company employee and the retail client
Audio Narration

TBD


	


	Lesson 1: Fundamental Concepts(need client to check for relevancy – Gary Hanson)
Topic 3:  Scope of Financing

	Text
	Graphics

	Introduction page

Introduces the learner to the lesson.

Audio Narration

TBD


	

	Objectives
The learner will be able to:

· TBD
Audio Narration

TBD


	

	Scope of Financing

Scope of Financing is the amount and purpose for which credit may be extended.

· Extend credit more conservatively as applicant moves away from full-time farming

· Do not extend credit for speculative purposes

Audio Narration

TBD

Also mention that as the applicant moves away from full time farmin, the institution can extend other types of loans for eg. personal loans.

	

	Loan Purpose Categories

· Agricultural purposes

· Family needs

· Non-agricultural purposes
Audio Narration

TBD

	

	Ag Purposes

· Purchase and/or improvement of 

· Farm real estate 

· Rural residence used in connection with farm operation

· Purchase of 

· Livestock

· Farm machinery/equipment

· Payment of farm operating expenses

· Refinance/reimbursement of these expenditures
Audio Narration

TBD

	

	Family Needs

· Payment of expenses such as family living, educational, medical, income taxes, etc.

· Purchase/repair of personal vehicles for immediate family

· Purchase of personal primary residence for immediate family

· Refinance/reimbursement for these expenditures

Audio Narration

TBD

	

	Nonagricultural Purposes

· Providing funds/refinancing indebtedness incurred:

· For nonagricultural investments

· To purchase a vacation home or second residence

· For any expenses associated with nonagricultural businesses/investments

Audio Narration

TBD

	

	Summary
The learner will be able to:

· TBD
Audio Narration

TBD

	


	Lesson 1:  Fundamental Concepts 

Topic 4:  The 5 C’s

	Text
	Graphics

	Introduction page

Introduces the learner to the lesson.
Audio Narration

TBD


	

	Objectives

The learner will be able to:

· TBD
Audio Narration

TBD


	

	The 5 C’s of Credit

1. Character - Client integrity and ability to manage the enterprise financed

2. Capital - Financial condition

3. Capacity - Ability to repay requested financing

4. Conditions - Appropriateness of loan purpose, terms and conditions

5. Collateral - Adequacy and appropriateness of collateral offered as security

Audio Narration
TBD


	Incorporate a gaming interaction to learn these.

	Character defined

Investigate and evaluate applicant’s:

· Eligibility to borrow

· Honesty and integrity
· Management ability

· Ownership structure
Audio Narration

Listed here are the attributes of ‘Character’.  ‘Character’ is TBD…


	Currently a FIB Exercise

	Capital defined

Investigate and evaluate:

· Solvency and liquidity
· Asset quality, debt structure, financial trends based on current and historical balance sheets, income statements
Audio Narration
TBD


	Currently a FIB Exercise

	Capacity defined

· Addresses profitability and repayment ability, financial efficiency, actual/projected cash flow, sustained earnings

· Focuses on repayment of term loans from earnings while providing for capital expenditures, other capital requirements, and contingencies

· Focuses on borrower’s ability to generate adequate earnings over extended time period
Audio Narration
TBD


	Currently a FIB Exercise

	Collateral defined

· Addresses:

· Asset quality 

· Asset value
· Title and lien position 

· Relationship between loan and collateral value, stability, and marketability.

· Should provide lender reasonable protection from loss if borrower does not repay.

Audio Narration
TBD


	Currently a FIB Exercise

	Conditions defined

· Address loan purpose, amount, structure, pricing, and scope of financing in conditions of loan approval.

· Based on analyzing the other four credit factors to identify applicant creditworthiness and risk areas.
Audio Narration
TBD


	Currently a FIB Exercise

	Off-Setting Strengths

TBD – allows making better decisions…

Audio Narration
TBD – include that credit standards are evaluated, if 1 area is deficient, another area may ‘make up’ for it.

	

	Now Try This
TBD – scenario to test off-setting strengths
Audio Narration
TBD
Possible example of offsetting strength: somebody’s financial condition is weak because they are weak (or perhaps they are a start-up), but they are willing and able to offer a lot of collateral.

	

	Summary
The learner will be able to:

· TBD
Audio Narration
TBD


	


	Lesson 1:  Fundamental Concepts

Topic 5:  8 Steps in the Credit Process

	Text
	Graphics

	Introduction

Introduces the learner to the lesson.

Audio Narration
TBD


	

	Objectives
The learner will be able to:

· Explain the 8 steps in the credit process 
Audio Narration
TBD


	

	8 Steps in the Credit Process

1. Gather/verify information

2. Credit analysis

3. Credit decision

4. Loan documentation

5. Legal documentation

6. Loan servicing

7. Risk consideration

8. Compliance

Audio Narration

These are the eight steps in the credit process.  It’s through this process that eligible borrowers can be determined through meeting the scope of financing.  


	Gaming interaction?

	Step 1 – Gather and Verify Information

· Determining eligibility and scope of financing

· General eligibility requirement

· Individual applicant

· Legal entity applicant

· Farm loan

Audio Narration
TBD


	

	General eligibility requirement

Farm Credit is authorized to make loans to individuals or legal entities who are: 

1.  Bona fide farmers and ranchers

2.  Producers or harvesters of aquatic products

3.  Processors/marketers of agricultural or aquatic products of eligible borrowers

4.  Providers of Farm-Related Services directly related to agricultural production

5.  Rural Residents
Audio Narration
TBD


	Currently a FIB Exercise

	General eligibility requirement

· Age

· 18 or more years of age or
· Younger than 18 years of age with authorization by a guardian

· Citizenship

· US citizen or

· Foreign national admitted into the US

· for permanent residence, or

· on a visa authorizing property ownership or management of a business or legal entity

Audio Narration
TBD


	Currently a FIB Exercise

	General eligibility requirement - legal entities
· Established under US law, US state law, Puerto Rico, or tribal authority, legally authorized to conduct business 

· Partnership
· Corporation
· Limited Liability Company

· Estate

· Trust

· Other Legally Established Entities

Audio Narration
TBD


	Currently a FIB Exercise

	General eligibility requirement - farm loan

· To be eligible for a farm loan, an applicant must qualify as a bona fide farmer or rancher by 

1. Owning agricultural land or 

2. Production of agricultural products.

· Three types of farm loan applicant are:

· Full time farmer

· Part-time farmer
· Secondary farm owner

Audio Narration
TBD


	Currently a FIB Exercise

	Step 2 - Credit analysis

Analysis separates the credit factors into consistent and logical parts and studies their relationships to describe the credit risk of the applicant. Proper credit analysis considers the important relationship between the 5 credit factors and the pitfalls of relying on just one factor.

To analyze credit:

· properly identify the borrower and relationships among multiple entities.

· correctly determine eligibility and scope of financing

· determine the degree of analysis necessary to appropriately support the loan decision.

· assess the borrowers ability to manage the business

· evaluate repayment capacity through adequate financial analysis.

· recognize economic or market conditions which may harm the borrower.

· realistically project production, prices, and cost of production, when projections are needed.

· assess adequacy of capital position.

· select a qualified collateral evaluator and properly use evaluations to determine collateral value.

· complete an adequate loan agreement and/or letters of understanding

· apply appropriate controls to ensure that loan funds are used as projected.

Audio Narration
TBD


	

	Step 3 - Credit decision

Sound credit decisions involve correctly analyzing all credit factors, determining if the credit risk is acceptable and consistent with both sound business and credit practices, and applying appropriate conditions to each loan. 

An appropriate credit decision includes:

· properly considering the 5 credit factors

· pricing the loan to compensate for risk

· properly structuring the loan.

Audio Narration
TBD


	

	Step 4 - Loan documentation

Loan documentation includes the info used to make the loan decision, supports that decision, and records conditions for approving the loan. Proper documentation ranges from minimal info supporting credit scoring to more complex documentation including financial statements, credit investigations, loan analyses, collateral evaluations, borrower correspondence, historical and current loan servicing plans, reviews of the credit, and communications with the borrower. Proper loan documentation includes:

· adequate info to follow and support the loan analysis, decision, and servicing

· for other than minimum info loans that addresses how credit strengths offset weaknesses, or how the weaknesses will be overcome, to result in sound financing.

Audio Narration
TBD


	

	Step 5 - Legal documentation

Sound legal documentation requires accurate title and lien searches, correct preparation, signatures, and recording of documents that are properly drawn and executed to perfect the collateral lien.

Legal documentation must accurately show the borrowers's business form (proprietorship, partenership, limited partnership, corporation, etc.) be properly authorized by the borrower, and accurately reflect the terms and conditions approved by the lender and accepted by the borrower. It must comply with the borrower's rights' requirements. Loan accounting records must correlate with loan contracts documenting replayment terms.

Audio Narration
TBD


	

	Step 6 - Loan servicing

Loan servicing is any action subsequent to loan closing that changes the terms of the original contract and/or helps to preserve the quality of a sound loan, minimize risk, or correct other loan deficiencies. This includes periodic financial analysis and may include on-site inspections to evaluate the borrower's ability and willingness to pay the loan. Emphasis is on character, management ability, marketing, assets, liabilities, crops, livestock, and borrower relations. These activities, which increase as loan quality declines, are documented in the credit file.

Audio Narration
TBD


	

	Step 7 - Risk consideration

Credit staff should periodically review segments of the portfolio to asses loan credit factors and preformance for proper credit classification, performance (accrual/nonaccrual) status, and need for specific allowances or loan charge-offs.
Need CROPS manual.
Audio Narration
TBD


	

	Step 8 - Compliance

Sound credit adminstration demands compliance with local, state, and federal law; regulations; regulatory enforcement actions; policies; and procedures. Failure to comply may make loans uncollectible and add uncessary risk to the loan portfolio. Individual/loan committees with proper delegated authoruty approve or disapprove loans.
Audio Narration
TBD


	

	Now Try This

Situation:

Roger farms with his father, who is a full-time farmer.  Their operation consists of 1,200 acres of soybeans and corn.  Roger’s earnings come from wages from his father and he also rents 150 acres from his grandparents.  The grandparents receive 1/4 of the crops as rent, due in December.

Question 1:

Is Roger an eligible applicant?  

Audio Narration

Let’s apply our learning.  Read the information listed here and answer the following questions on your own.  


	Interaction -- Scenario-based Yes/No question

<Series of 4 questions to scenario>
Question 1 answer: 

Yes.

	Now Try This
Situation:

Roger farms with his father, who is a full-time farmer.  Their operation consists of 1,200 acres of soybeans and corn.  Roger’s earnings come from wages from his father and he also rents 150 acres from his grandparents.  The grandparents receive 1/4 of the crops as rent, due in December.
Question 2:

Why/why not?


	Interaction -- Scenario-based M/C question

<M/C question – need distracters>
Question 2 answer: 

He draws wages from a farm.



	Now Try This
Situation:

Roger farms with his father, who is a full-time farmer.  Their operation consists of 1,200 acres of soybeans and corn.  Roger’s earnings come from wages from his father and he also rents 150 acres from his grandparents.  The grandparents receive 1/4 of the crops as rent, due in December.

Question 3:

Type of applicant?


	Interaction -- Scenario-based M/C question

<M/C question – need distracters>
Question 3 answer: 

Full-time farmer

	Now Try This
Situation:

Roger farms with his father, who is a full-time farmer.  Their operation consists of 1,200 acres of soybeans and corn.  Roger’s earnings come from wages from his father and he also rents 150 acres from his grandparents.  The grandparents receive 1/4 of the crops as rent, due in December.

Question 4:

What type of financing would you consider providing Roger?


	Interaction -- Scenario-based M/C question

<M/C question – need distracters>
Question 4 answer: 

Any type of financing for the full amount of his credit capability.



	Now Try This
Situation:

Jim (an attorney) and Roberta (manager at a local business) are residents of Madison, Wisconsin.  They own 103 acres of farmland and rent the land to a Dane county full-time farmer on cash rent basis.  Their request is to refinance the loan used to purchase the farmland.

Question 1:

Is Jim an eligible applicant?  

Audio Narration

TBD

	(THIS QUESTION CAN GO HERE OR AFTER THE ‘SCOPE OF FINANCING SECTION – WHEN DECISION IS MADE)
Interaction -- Scenario-based Yes/No question

Question 1 answer: 

Yes, some kinds, conservative



	Now Try This
Situation:

Jim (an attorney) and Roberta (manager at a local business) are residents of Madison, Wisconsin.  They own 103 acres of farmland and rent the land to a Dane county full-time farmer on cash rent basis.  Their request is to refinance the loan used to purchase the farmland.

Question 3

Type of applicant?


	Interaction -- Scenario-based M/C question

<M/C question – need distracters>
Question 3 answer: 

Investor Farm Owner


	Now Try This
Situation:

Jim (an attorney) and Roberta (manager at a local business) are residents of Madison, Wisconsin.  They own 103 acres of farmland and rent the land to a Dane county full-time farmer on cash rent basis.  Their request is to refinance the loan used to purchase the farmland.

Question 4

Category of loan request purpose?


	Interaction -- Scenario-based M/C question

<M/C question – need distracters>
Question 4 answer: 

Home loan or rural residence loan

	Now Try This
Situation:

Jim (an attorney) and Roberta (manager at a local business) are residents of Madison, Wisconsin.  They own 103 acres of farmland and rent the land to a Dane county full-time farmer on cash rent basis.  Their request is to refinance the loan used to purchase the farmland.

Question 5

Would Jim and Roberta be eligible for that purpose?

Audio Narration

TBD

	Interaction -- Scenario-based M/C question

<M/C question – need distracters>
Question 5 answer: 

(NEED TO REVISIT THESE ANSWERS)  (Barrie said:  can’t make a rural housing loan to anyone who lives in a town of more than 2,500 population)

	Summary

The learner will be able to:

· Explain the 8 steps in the credit process 
Audio Narration

TBD

	


	Lesson 1:  Fundamental Concepts

Topic 6:  Differential Analysis

	Text
	Graphics

	Introduction page

Introduces the learner to the lesson.
Audio Narration

TBD

	

	Objectives
The learner will be able to:

· Explain the concept of differential analysis 
Audio Narration

TBD

	

	Differential Analysis

Level of analysis performed is determined by:

· Loan size, 

· Complexity and 

· Degree of risk present

Audio Narration

A principal of administering individual loans based on the approach that the level of analysis performed is determined by loan size, complexity and the degree of risk present.  The level of analysis must increase with these three items.


	

	Differential Analysis/Tools

<graph>

This shows the relationship between the size, risk, and complexity of different loans relative to the preferred analysis tools.

Factors considered in calculating credit scores represent the five credit factors.  Factors support decision process that reasonably assures lending practices resulting in a sound loan.

Audio Narration

TBD


	<graph> - need ‘generic’ graph example – graph should display the concept of smaller loans to larger, and based on size, risk and complexity.  Maybe just use 1 triangle to show growth, instead of 3 (as in slide 61 of 100.ppt)

	Summary:  Credit Process

The major concepts in this tab include:

· Basis for the credit process

· The 5 C’s of credit

· The 8 steps in the Credit Process

· Eligibility and scope of financing requirements

· Differential analysis
Audio Narration

TBD

	


	Lesson 2:  Accounting:  The Language of Business

Topic 1:  General Accounting

	Text
	Graphics

	Introduction page

Introduces the learner to the lesson.
Audio Narration

TBD

	

	Objectives
The learner will be able to:

· Define accounting 

· Explain how accounting helps make better business decisions

· Identify 3 critical financial statements which aid in decision-making

· Calculate interest, principal, and current and non-current portions of loan payments 
Audio Narration

TBD

	

	Accounting Defined

Art of 


measuring, 


describing, and 


interpreting 


economic activity.

Whether the economic activity involves . . . 

· Preparing a household budget 

· Balancing your checkbook

· Preparing your income tax return  

· Running a major corporation or 

· Making loans . . .

. . .  You are working with accounting concepts and accounting information.

Audio Narration

TBD


	Currently a FIB Exercise

	Basis for business decisions

· A business must make decisions that enable it to operate profitably and to stay solvent.

· A company that has sufficient cash to pay debts promptly is said to be solvent. 

· Accounting helps management to determine whether:

1.  Solvent/insolvent
2.  Making profits/incurring losses
Add information that a company unable to meet its obligations when due: Is called insolvent and may be forced to terminate operations and its existence.

Audio Narration

TBD


	Currently a FIB Exercise

	Generally Accepted Accounting Principles (GAAP)

· “Ground rules” developed over time by accounting profession

· Guide accountants in measuring/reporting financial events in life of business

· Provide consistent means to compare year over year and/or business with another business

· Lead to better decision-making

Sound accounting practices are governed by Generally Accepted Accounting Principles.  This is another item forming the basis for our credit process.

Audio Narration

TBD


	

	Four groups are influential in improving financial reporting/accounting practices:

1. Financial Accounting Standards Board (FASB)

2. American Institute of Certified Public Accountants (CPAs)

3. Securities and Exchange Commission (SEC)

4. American Accounting Company
Audio Narration

TBD

	

	Accounting Principles

· Business Entity – co-proprietor, partnership or corporation
· Cost or Market Value – how you value the assets
· Going concern/Continuity – what position is it in the life of the business, make a loan during a transition out of their culture, or is it for expansion
· Time Period – are you looking at information for 12 months?  18 months? 
· Revenue – gross revenue or value farm production
· Matching – matching the fiscal year to the ending balance-sheet date
· Consistency - trends
· Materiality – relevant value of things (if it costs more to do the audit).
· Conservatism – concept of being conservative
Here’s a list of common accounting principles.  

We’ll mention some accounting principles relative to exploring the financial statements.

Audio Narration

TBD

	Rollover interaction – use listed descriptions as rollover information

	Farm Financial Statements

Farm Financial Standards Council (FFSC) provides education and a national forum to facilitate development, review, communication, promotion of uniformity and integrity in both:

· Financial reporting and 

· Analytical techniques for effective and realistic measure of the financial position and performance of ag producers

The Farm Financial Standards Council has been influential in the area of financial reporting. 

Audio Narration

TBD


	

	The Farm Financial Standards:

· Affirm GAAP and identify instances where GAAP differs from some current ag lending practices

· Provide guidance for certain transactions unique to agriculture so as to conform with GAAP

· Suggest alternative approaches where FFSC feels GAAP conformance cannot be achieved for many ag producers.

· Specify departure areas from GAAP

Audio Narration

TBD

	

	Financial Statements - Aids in Decision-Making
Financial statements convey a concise picture of profitability and financial position to insiders and interested outsiders:

1. Balance Sheet

2. Statement of change in owner’s equity

3. Earnings statement, income statement, or profit and loss statement

Credit 100 will focus considerable amount of time on the Balance Sheet and Income or Earnings Statement.  Using these financial statements will help us address the 5 C’s.

Audio Narration

TBD


	

	Now Try This 

We talked about profitability and financial position with the 5 C’s.

ASK which “C” relates to profitability?  

Audio Narration

TBD


	Incorporate a gaming interaction for this information. 

M/C interaction

Correct answer:

Capacity

	Now Try This 

Which “C” relates to financial position?  

Audio Narration

TBD


	M/C interaction 

Correct answer:

Capital

	Summary and transition

Audio Narration

TBD

	

	Financial Calculator Workshop Objectives

Calculate: 

· Interest amount due

· Breakdown of payment into principal and interest, and current portion

· Total payment amount for Accounts Payable (AP) and Interest Payable (IP) payment types

As part of this section, you will have a workshop in using the financial calculator to calculate . . . 

Audio Narration

TBD


	

	Interest Due Amount

Problem:

$10,000 Principal

10% Interest Rate

$__________ Interest Amount in 1 Year

Calculate the interest amount due in one year.

Audio Narration

TBD


	M/C 

Answer:  $1,000

	Interest Due Amount

Problem:

$10,000 Principal (short-term loan)

10% Interest Rate

$_______ Interest Amount Due on PCA loan in 30 days

Reminder:  


PCA = 365 day year


FLCA = 360 day year

Calculate the interest amount due in 30 days.

Audio Narration

TBD


	M/C

Answer:  $82.19

Alternative solution is:  $10,000 x .10 x (30÷365)



	Interest Due Amount

Problem:

$10,000 Principal (long-term loan) 

10% Interest Rate

$_____ Interest Amount Due on FLCA loan in 30 days

Calculate the interest amount due in 30 days.

Audio Narration

TBD


	M/C

Answer:  $10,000 x .10 x (30 ÷ 360) = $83.33

Alternative solution would be:  $10,000 x .10 x (30÷360)



	Payment Breakdown

Problem:

$100,000 Principal (short-term loan)

$17,000 Total Payment (P&I) due 12/31/2003
Interest last paid in full 12/31/99

8.0% Interest Rate

$_______ Projected Principal due 12/31/2003
$_______ Projected Interest due 12/31/2003
Calculate the principal and interest amounts due on December 31, 2003.

Audio Narration

TBD


	M/C

Answer:  

$17,000 Total P&I

-   8,000 Interest ($100,000 x .08) 

$  9,000 Principal

Show interest calcularion first $100,000 x 8% = $8,000

	Payment Breakdown

Problem:

$200,000 Principal (FLCA long-term loan)

$22,000 Total Payment (P&I) due 7/1/2003
Interest last paid in full 12/31/99

10% Interest Rate

Accrued interest was paid 12/31/99 for tax purposes

$_____ Projected Principal due 7/1/2003
$_____ Projected Interest due 7/1/2003
Calculate the principal and interest amounts due on December 31, 2000.

Audio Narration

TBD


	M/C

Answer:
$22,000 Total P&I

- 10,000 Interest (200,000 x .10 x 180) ÷ 360

$12,000 Principal

Show interest calculation first

	Total Payment Amount

Problem:

$100,000 amortized loan (AP payment type)

8.0% Interest Rate

20 Annual payments

$_______ Total Payment Amount

Calculate the payment amount interest amount due.

Audio Narration

TBD


	M/C

Answer:
$10,185.22 Total Payment Amount

Solution:

$100,000 PV

8   I

20  N
PMT



	Total Payment Amount

Problem:

$80,000 amortized loan (AP payment type)

7.0% Interest Rate

240 Monthly payments

$_______ Total Monthly Payment Amount

Calculate the payment amount due.

Audio Narration

TBD


	M/C

Answer:
$620.24 Total Monthly Payment Amount

Solution:

$80,000 PV

7.0 ÷12   I

240  N
PMT



	Total Payment Amount

Problem:

$100,000 Fixed Principal (Decreasing Payments - IP payment type)

8.0% Interest Rate

20 Annual payments

$_______ First Annual Payment

$_______ Second Annual Payment

Calculate the first year and second year annual payments.

Audio Narration

TBD


	M/C

Answer:
$13,000 First Annual Payment

$12,600 Second Annual Payment

Solution:

$  5,000 Principal ($100,000 ÷ 20)

+  8,000 Interest ($100,000 x .08)

$13,000 First Annual Pay (P&I)


	Summary
Accounting:  The Language of Business

The major concepts included:

· Accounting basics

· How accounting helps make better business decisions

· Identify accounting principles

· 3 financial statements which aid in decision-making

· Calculating interest, principal, and current portion of loan payments

Audio Narration

TBD

	


	Lesson 2: Accounting:  The Language of Business
Topic 2: The Balance Sheet

	Text
	Graphics

	Introduction page

Introduces the learner to the lesson.

Audio Narration

TBD - Let’s look first at the balance sheet as a decision-making aid.  Remember, it’s one of the financial statements that will help us get a picture of profitability and financial position.


	

	Objectives
The learner will be able to:

· Define and state the purpose of the balance sheet

· Define, describe, and classify the components of the balance sheet

· Define the accounting equation and explain how it works

· Verify/adjust balance sheet information

Audio Narration

TBD

	

	A Balance Sheet is…

· A financial statement which shows the financial position of an entity by summarizing the

· Assets

· Liabilities

· Owner’s Equity

· At a specific date (date of the balance sheet).

Audio Narration:

REMIND participants of the Business entity principle - 

“an economic unit which enters into business transactions that must be recorded, summarized, and reported.”  

The entity is regarded as separate from its owner/owners.

INDICATE that the balance sheet is presented in a standard format and will always include sections for assets, liabilities, and owner’s equity or net worth.

Audio Narration

TBD


	

	Balance Sheet – What does it look like?

<Graph>

Audio Narration:

IDENTIFY the components. <need this content>

Audio Narration

TBD


	<Graph – slide 102 of Credit 100.ppt>


	Assets Defined

Anything owned having money value
<Graph>

Audio Narration:

Name examples of assets, personal or business.  

· Cash

· Accounts receivable

· Land

· Buildings

· Farm equipment

Audio Narration

TBD

	<Graph – slide 103 of Credit 100.ppt>



	Classifying Assets

· Current Assets - Normally  used up or converted to cash within one year without business disruption

· Intermediate Assets - 

· part of the production plant 

· useful life of 1-10 years
· Long-Term Assets - 

· More permanent in nature 

· Conversion into cash will cause serious business disruption

Audio Narration:

We further break down assets.

REVIEW definitions for current, intermediate, and long-term assets.


	<Graph – slide 104 of Credit 100.ppt>



	Now Try This (from slide 104 of 100.ppt)
DISTRIBUTE copies of a balance sheet.

ASK participants to examine the district form. 

ASK what assets are noted on the form under current assets . . . cash in checking and savings accounts, marketable securities, receivables, inventories

ASK what assets are noted on the form under intermediate assets . . . breeding livestock, personal vehicles, retirement accounts, securities not readily marketable

ASK what assets are noted on the form under long-term assets . . . real estate.  <Need this content>
Audio Narration

TBD

	Gaming interaction


	Now Try This

Practice Classifying Assets

DISTRIBUTE the Asset/Liability Classification Worksheet.

COMPLETE the asset portion only of the worksheet as a group; ask participants to write their responses on the worksheet.

<This Asset/Liability Classification Worksheet is missing>
Audio Narration

TBD

	Interaction – gaming or click/drag

	Define Liabilities

· Obligations of a business.  

· Claims of creditors against the assets of a business. 

Audio Narration:

Name examples of liabilities, personal or business.  Accounts payable, such as an unpaid farm electric bill, mortgage balance on farm residence, on a second residence in town, credit card balance outstanding are, in fact, liabilities, and that they, like assets, can be classified as current, intermediate, and long-term.


	<Graph – slide 107 of Credit 100.ppt>



	Classifying Liabilities

· Current Liabilities - due on demand or within one year of the balance sheet date.

· Intermediate Liabilities - 

· Payable within 1-10 years. 

· Often debt on intermediate assets
· Long Term Liabilities - 

· Debt on fixed or long-term assets 

· Maturity exceeds 10 years
Audio Narration:

Definitions for current, intermediate, and long-term liabilities. <Need this content>

	<Graph – slide 108 of Credit 100.ppt>



	Now Try This

REFER participants to the balance sheet. <Need the balance sheet>
Questions:

1. What liabilities are noted on the form under current liabilities . . . accounts payable, accrued interest payable (portion of current, intermediate, and long-term due within 12 months), rental/leases, income tax and social security tax, deferred taxes

2. What liabilities are noted on the form under intermediate liabilities . . . portion due in 1-10 years.  

3. What liabilities are noted on the form under long-term liabilities . . . portion due in 10 years or more.  

REMIND participants of the matching principle--that debt on an intermediate asset would normally be an intermediate liability, except for any current portions due within 12 months. 


	Interaction

	Special Treatment:  Current Portion of IT and LT Liabilities 

· Why separate the current portion of principal?

· It meets the definition of current liability (due in 12 months)

· Recognizing current portion provides a better perspective of working capital

· Reflects a current claim against cash and other current assets

Audio Narration:

You want to return to current liabilities to explore treatment of the current portion of intermediate and long-term liabilities.

REFER participants to the balance sheet, to the last lines in section 5(current liabilities).

POINT OUT the “Prin. Portion I.T. Liabilities Due in 12 months” and the “Prin. Portion L.T. Liabilities Due in 12 months.”


	

	Current Portion Example

$100,000 Principal

Interest rate = 10%

Payment due 12/31/x0

Interest $10,000

Principal $5,000

Total Payment $15,000

Accrued interest           

as of 7/1/x0 is $2,500

Accrued Interest $2,500

Prin Portion 

due in 12 months $5,000

FLCA loan Prin $100,000

-Less: Curr prin $5,000

$95,000
Total $100,000 principal

<Refer to slide 110 for information in Credit 100.ppt for information>

Audio Narration

EXPLAIN the example provided, first reviewing the facts on the left, and how they should be entered on the balance sheet.


	Graphic – Slide 110 of Credit 100.ppt

	What about accrued interest?

· Accrued interest is only as of the balance sheet date, not the total interest payment 

· If we liquidate on the balance sheet date, that is the total currently owed

Audio Narration

TBD

	

	Special Treatment:  Leases

· Operating lease - rental

· Capital lease - substitute for purchase, therefore:

· Recorded as an asset and liability

· Add notation that the item is a lease

Audio Narration

Operating leases usually have periods shorter than the life of the asset.  For example, a farmer might rent a tractor for a month, land for a year, or other equipment for three days.  An operating lease is treated as rental expense and is not entered on  the balance sheet, but on the income or earnings statement.

DEFINE capital lease.

· Capital leases are a substitute for purchase.  

· Agreement contains: 

· Transfer of ownership to the lessee at end of the lease agreement, or

· A bargain purchase option to purchase the property at the end of the lease agreement, or

· Lease term is 75% or more of the estimated economic life of the property, or

· Present value of lease payments at the beginning are equal to/greater than 90% of the fair market value at the time.

· An example:  a five-year tractor lease.

EXPLAIN that the capital lease payments due within 12 months should be accounted for as a current liability.  The same would be true of other debt--both intermediate and long-term, due within 12 months.

GAAP and FFSC specify how to account for these lease items, which goes way beyond the scope of Credit 100.


	

	Practice Classifying Liabilities

<Need worksheet Exercise here>
Audio Narration

TBD

	

	Define Owner’s Equity (OE)
· The excess of assets over liabilities.

· The amount of an owner’s net investment in a business plus profits from successful operations which are retained in the business.

Audio Narration

“What causes changes in Owner’s Equity or Net Worth?”


	Graphic – Slide 114 of Credit 100.ppt



	Changes in OE

· Sources of OE

· Investment by separate entity

· Earnings from profitable business operation

· Decrease in OE

· Withdrawals by owner

· Losses from unprofitable business operation

Audio Narration

REVIEW sources of net worth with participants.  <Need this content>
REVIEW reasons why net worth declines.  <Need this content>

	

	The Accounting Equation

· Assets = Liabilities + Owner’s Equity

· Alternative Equation:  A - L = OE

Audio Narration

STATE that the balance sheet is always in balance and can be expressed in what we call the “Accounting Equation.”  That is . . . 

EXPLAIN that, on a balanced balance sheet, assets will always equal liabilities plus owner’s equity.  

· The dollar totals on the two sides are always equal because these two sides are merely two views of the same business property.  

· Assets show us resources owned by the business 

· Liabilities and owner’s equity show us:

· Who supplied these resources and how much each group supplied.  

· Everything that a business owns has been supplied to it by the creditors or by the owner.  

· Therefore, the total claims of the creditors plus the claim of the owner equal the total assets of the business.

Explain alternative form of the equation.  The alternative form emphasizes that the owner’s equity is a residual claim, subordinate to the claims of creditors.

EXPLAIN that business transactions affect the accounting equation and its balance.

INDICATE that we’ll see the significance of this as we begin to use key ratios for our financial analysis.


	Graphic – Slide 116 of Credit 100.ppt

	Now Try This -- Balance Sheet Learning Exercise

<Need this Exercise content (case study packet)>
Audio Narration

TBD


	Graphic – Slide 118 of Credit 100.ppt

	Verifying Information

· Assets

· Verify  checking/savings balances

· Verify securities balances

· Conduct site visit/take photos

· Inventory supplies

· Count livestock and confirm/modify its value

· Confirm machinery ownership and its value

· Confirm real estate existence, size, and value

· Check for proof of ownership, not just possession

· Check/verify elevator receipts

Audio Narration

At this point, participants have developed the balance sheet, but have not completed verifying information--the second half of step one in the credit process.

ASK participants “why” we would want to verify balance sheet information.  Possible answers might include:

· Because it’s required

· Because we are going to make decisions based on the numbers and we want to check their reliability

· Because we want factual, objective information, free of bias.  The balance sheet was probably prepared with the client providing information verbally, and, for any number of reasons, the information could be over- or understated.

ASK participants “how” and “what” balance sheet information they might verify.  Probe by looking at the balance sheet they’ve prepared and ask about individual items, such as the client’s checking account or livestock.

POINT OUT that here, too, level of verification would be applied on a differential basis--devote more time and attention to verifying larger, more complex, and riskier loans than loans for less than $100,000.


	

	Verifying Information

· Liabilities

· Check credit bureau report 

· Verify creditors, amounts, purposes, repayment terms, interest rates, maturity dates

· Conduct tax and lien searches

· Check the courthouse for abstracts, judgments, bankruptcy, etc.

Audio Narration

INDICATE that liabilities should also be verified.

SUMMARIZE verification of liabilities. <Need this content>

	

	Verifying Information

· Income

· Verify off-farm employment and income

· Tax returns

· Expenses

· Tax returns

Audio Narration’

STATE that earnings statement information should also be verified.  Verifying income and expense information and to what extent will be discussed when we talk about the earnings statement.


	

	Adjusting the Balance Sheet

· Based on your verification and as appropriate, adjust the balance sheet.

· Do not mark the original

· Always make adjustments on a photocopy or in the analysis software

Audio Narration
TBD

	

	Summary:  The Balance Sheet

Major topics in this tab include:

· The definition and purpose of the balance sheet

· Classifying the components of the balance sheet

· Defining the accounting equation and explaining how it works

· Verifying/adjusting balance sheet information

Audio Narration
TBD


	Graphic – Slide 125 of Credit 100.ppt – it’s a generic balance sheet

	Progress Check

<Need this content>
Audio Narration
TBD


	

	Summary

The learner will be able to:

· Define and state the purpose of the balance sheet

· Define, describe, and classify the components of the balance sheet

· Define the accounting equation and explain how it works

· Verify/adjust balance sheet information

Audio Narration
TBD


	


	Lesson 2: Accounting:  The Language of Business
Topic 3: The Earnings Statement

	Text
	Graphics

	Introduction page

Introduces the learner to the lesson.

Audio Narration

EXPLAIN that the earnings statement is the second financial statement on which Credit 100 focuses.


	

	Objectives
The learner will be able to:

· Define and state the purpose of the earnings statement

· Define cash basis and accrual basis accounting

· Define, describe, and classify the components of the earnings statement

· Explain how the earnings statement relates to the balance sheet

· Define depreciation and how it’s reported

· Discriminate between cash and non-cash income and expense

· Identify various sources of information for the earnings statement; identify and provide reasons for our preferred source

· Develop an earnings statement using case study information

Audio Narration

TBD


	

	An  Earnings Statement  is . . . 
· Financial statement summarizing results of operations by matching revenue with related expense for specific accounting period

· Shows the net income or net loss.

· May also be called income statement or profit and loss statement (P&L)

Audio Narration

POINT OUT that earnings statement report income and expense for a relatively short period of time, often one calendar year.


	

	Earnings Statement . . . its Components

· Revenue/Gross Income - Price of goods sold and services rendered

· Expenses - The cost of obtaining goods and services used up in the process of obtaining revenue

· Net Income  

· Excess of revenue earned over the related expense for the period

· Increase in owner’s equity resulting from profitable operations

Audio Narration
DISTRIBUTE the Earnings Statement to participants and refer to it as you review the slide. 

REVIEW each area of the earnings statement and items included on the district form.

MENTION the matching principle--that revenue earned during period is matched (offset) with expenses incurred in generating this revenue.

MENTION the time period principle--that net income measured for relatively short accounting periods of equal length, typically for one year.

POINT OUT that non-farm income and expense are adjustments to net farm income, beginning at line 52 on the form.


	Graphic – slide 132 of Credit 100.ppt

	Earnings Statement . . .  Why do we want one?

· Helps us analyze the operations of the entity or individual.

· We’ll use this information to analyze the profitability and repayment capacity of the applicant.

Audio Narration
TBD


	

	Cash basis/Accrual basis accounting

· Cash recognizes income when received and expense when paid

· Individuals and small businesses

· Accrual recognizes income when generated and expense when incurred

· Larger businesses

· Recognizes income earned but not yet collected and expenses incurred but not yet paid

Audio Narration
EXPLAIN that individuals and businesses have two methods available for recording and reporting economic activity--cash basis and accrual basis.

POINT OUT that policies on accrual versus cash vary by company and loan size.  You may wish to explain your company’s policy at this time.


	

	Relationship among Financial Statements

Net Earnings Affect OE

Audio Narration
EXPLAIN that income reported on the earnings statement flows to the net worth area of the balance sheet.  It is available for withdrawal by the owner for living expenses or other reasons or may remain in the balance sheet.  

ASK how it might be reflected in the balance sheet.  If the net worth increases, how might other components change to maintain the balance?  Possible answers might include:

· Increase in cash

· Acquisition of additional assets 


	Graphic – Slide 135 of Credit 100.ppt

	Reconciling the Balance Sheet to Earnings Statement

TBD

Trends – trend is your friend – let’s you average it out.

Audio Narration
TBD


	

	Financial Statements

<Refer to slide diagram>

Audio Narration

EXPLAIN that this slide shows that relationship over time.  

HIGHLIGHT aspects of the schematic as you feel appropriate and have time.


	Graphic – Slide 136 of Credit 100.ppt

	Depreciation

· Allocating the cost of an asset during its useful life
· Represents the declining value of assets as they are used up in the process of generating income

Audio Narration

EXPLAIN further that two major reasons we recognize depreciation are:

· Deterioration - machinery wears out, even if well-maintained.  Eventually it’s “used up” and must be replaced.

· Obsolescence - machinery and equipment becomes out of date.  Better machinery and equipment becomes available and may increase production.

EXPLAIN that we’ll be examining two methods of allocating this cost . . . Straight-line and accelerated cost recovery system or ACRS.  


	This was a FIB.

	Tax Depreciation Methods

· Straight-Line

· Allocates an equal portion of the value of the asset to each period of use

· Modified Accelerated Cost Recovery System (MACRS)

· Allocates larger amounts of depreciation in the early useful life of the asset

Audio Narration

Note that ACRS methods have been widely used in income tax returns because they reduce the current year’s tax burden by recognizing a larger amount of depreciation expense earlier in the useful life of the asset.

MENTION that tax return depreciation does not necessarily represent the true “use cost.”  Refer to the tax rule that allows a business to deduct business expenses.


	

	Cash/non-cash Revenue/Expense

· Depreciation expense 

· Is non-cash and doesn’t reduce cash for repayment, however

· Reduces asset value over time, reducing availability of that asset as source of repayment

· Increase in accounts payable expense 

· Is non-cash, however

· Will reduce cash if paid from current cash available

· Increase in accounts receivable revenue 

· Is non-cash 

· Doesn’t increase cash for repayment

Audio Narration

ADD that changes could, however, affect the balance sheet.  That is, accounts payable is a liability and accounts receivable is an asset.  There’s a ripple effect throughout.


	

	Sources of  Information

· Client Provided 

· Accountant Prepared 

· Farm Record Keeping System

· Tax Return

Audio Narration

ADD Much of the earnings data comes from tax returns, with the remaining 10% coming from the other three sources.  That’s one of the reasons for our focus on using tax returns.


	Was a FIB Exercise

	Why get information from the Income Tax Return?

Pro

+ Provides actual cash coming into the operation

+ Provides actual expenses or funds flowing out of the operation

Con
- Does not account for changes in:

Inventories

Accounts Receivable

Accounts Payable

Prepaid Expenses

- May not identify all cash received and expenses paid

Remember:  tax returns are typically prepared on a cash basis

and may be prepared on a fiscal tax year basis (7/1 to 6/30)

Audio Narration

REVIEW the listed reasons, both pro and con, for using the tax return source of information.  


	

	Earnings Statement Learning Exercise

<Need content for this>
Audio Narration

TBD -- REFER participants to the earnings statement Exercise materials in their case study packets.

PROVIDE instructions.  As a class, you will need to step through the tax return and complete the earnings statement with participants.


	

	Progress Check

<Need content for this>
Audio Narration

TBD


	

	Summary:  The Earnings Statement

Major concepts in this tab include:

· Definition and purpose of the earnings statement

· Defining cash basis and accrual basis accounting

· Defining, describing, and classifying the components of the earnings statement

· The interrelationship of financial statements 

· Depreciation 

· Cash and non-cash income and expense

· Sources of information for the earnings statement

· Developing an earnings statement from case study information

Audio Narration

TBD


	


	Lesson 3: The Basics of Financial Analysis
Topic 1: Overview

	Text
	Graphics

	Introduction page

Introduces the learner to the lesson.

Audio Narration

OK, let’s review what we have now.  We have a completed and verified balance sheet.  We have an earnings statement, which we’ve verified.  What do we have besides numbers?  What do they indicate?  Let’s begin financial analysis.


	

	Objectives
The learner will be able to:

· Explain the purpose of financial analysis and its relationship to the 5 C’s

· Define and calculate basic credit ratios

· State the purpose of and identify core underwriting standards

Audio Narration

TBD


	

	The Purpose of Financial Analysis
The primary emphasis of financial analysis is to properly assess business risk in the lending decision.

Financial analysis helps us measure: 

· Financial position - 

· Total resources controlled by a business and total claims against those resources, at a given point in time; and

· Financial performance - 

· Results of production and financial decisions over one or more periods.

Audio Narration

EXPLAIN that few figures in financial statements are highly significant in and of themselves.  It’s their relationships to other quantities, or the amount and direction of change that’s important.  Analysis is largely a matter of establishing significant relationships and pointing out changes and trends.


	

	Underwriting Standards

· Provide measurements to evaluate individual loan quality

· Some loans may not meet all standards, but the loan portfolio as a whole should meet or exceed standards

· If a loan does not meet all standards, offsetting strengths must be present

· Support the loan decision

Audio Narration

ADD that the analysis results would also not be meaningful unless we established some standards for what is/is not acceptable risk.  Thus, we have underwriting standards and enterprise guidelines.  First, we’ll address underwriting standards.  


	

	Exercise

DISTRIBUTE the financial analysis ratios table. 

According to CROPS 305:

“Direct lender companys must adopt and maintain underwriting standards for loans in their portfolios.”

REVIEW the table briefly--how it’s organized and the information it provides.  Participants will use these analyses methods and standards as they learn to perform basic financial analysis.

DISCUSS with participants your company underwriting standards, as appropriate.

<Need this content - if we need to incorporate this>

	Farm Credit Specific – can we generisize this?

	Underwriting Standards

· Capital - Liquidity

· Capital - Owner’s Equity

· Repayment Capacity

· Collateral

Audio Narration

EXPLAIN that participants will be learning how to perform analysis and use the underwriting standards for the areas listed.


	

	Summary:  TBD
The learner will be able to:

· Explain the purpose of financial analysis and its relationship to the 5 C’s

· Define and calculate basic credit ratios

· State the purpose of and identify core underwriting standards

Audio Narration

TBD


	


	Lesson 3: The Basics of Financial Analysis
Topic 2: Liquidity

	Introduction page

Introduces the learner to the lesson.

Audio Narration

TBD

	

	Objectives
The learner will be able to:

· TBD
Audio Narration

TBD


	

	Capital – Liquidity

Ability to meet financial obligations when due in the course of business, without disrupting normal operations

· Working capital (WC)

· WC / AGI Percent

· Current ratio

Audio Narration

ASK/REMIND participants of the definition of liquidity . . . 

Review the information on the slide, adding that you will be working with three measures:  working capital, WC/AGI %, and (optional) current ratio.


	Graphic – balance sheet (slide 155 of Credit 100.ppt)

	Working Capital (WC)

Total current farm assets 

· Total current farm liabilities
· Theoretical measure of funds available to purchase inputs and inventory items after selling current farm assets and paying all current farm liabilities.  

· WC adequacy relative to size of the farm business.

· Measured in dollars

· Difficult to compare with other businesses 

· No underwriting standard

Audio Narration

TBD


	

	Exercise – WC Solution

<Graphic information>

Audio Narration

ASK participants to calculate working capital based on information on the financial statements they have already prepared.  Allow time to perform the calculation.

ASK for a participant to provide the answer.

ASK participants to write in the correct number on the reverse side of the Earnings Statement at line Number 1 for beginning working capital.

ASK participants whether they think that working capital is adequate for the operation.


	Exercise – Graphic – refer to slide 157 of Credit 100.ppt

	WC / AGI %

Working Capital

(Value of Farm Production + Gross Non-Farm Income)

· Indicates relationship between current portion of balance sheet and income statement.  

· Core Standard:  Farm > 15% (based on current FFSC standards)
Audio Narration

TBD


	Graphic – refer to slide 158 of Credit 100.ppt

	Exercise – WC / AGI % Solution

Working Capital 

(Value of Farm Production + Gross Non-Farm Income)

Working Capital
(line 18 + (lines 52-57))

66,365
(289,141 + 68,000)

= 19%

Audio Narration

ASK participants to calculate working capital to AGI percent based on information on the financial statements they have already prepared.  Allow time to perform the calculation.

ASK for a participant to provide the answer.

ASK participants to write the ratio and correct result on the front of the Earnings Statement in the comments section. 

ASK how the percent compares with the standard.

<Convert this info to an Exercise>


	

	Summary:  TBD
The learner will be able to:

· TBD
Audio Narration

TBD


	


	Lesson 3: The Basics of Financial Analysis
Topic 3: Solvency

	Introduction page

Introduces the learner to the lesson.

Audio Narration

TBD

	

	Objectives
The learner will be able to:

· TBD
Audio Narration

TBD


	

	Capital - Solvency

· Measures the amount of debt, commitments, and other expense obligations relative to the amount of Owner’s Equity

· Measures ability to repay if all assets sold

· Indicates the ability to continue operations as a viable business after financial adversity

· Net Worth

· Owner’s Equity %

Audio Narration

EXPLAIN that a second measure of capital is solvency.

ASK/REMIND participants of the definition of solvency . . . 

Review information on the slide, adding that you will be working with only one measure--owner’s equity percent, but that more comprehensive financial analysis involves additional ratios.

ADD that financial adversity typically results in increased debt or reduced equity.

Other ratios measure solvency, however, they’re not covered in Credit 100.


	

	Owner’s Equity  (Net Worth)

Total  Assets

- Total Liabilities
· The excess of assets over liabilities.

· The amount of an owner’s net worth in a business.

· Helps determine the borrower’s ability to withstand periods of financial stress.

· Standard:  None.

Audio Narration

READ the ratio and other information on the screen.

REMIND participants that this goes back to the accounting equation--assets minus liabilities equals owner’s equity.


	

	Exercise - Net Worth Solution

Audio Narration
ASK participants to calculate the owner’s equity based on information on the financial statements they have already prepared.  Allow time to perform the calculation.

ASK for a participant to provide the answer.

ASK participants to write the correct result on the front of the Earnings Statement in the comments section.

ASK participants what they think of this level of OE. 

<Convert this info to an Exercise>


	Graphic – refer to slide 164 of Credit 100.ppt

	Owner’s Equity %

Net Worth    
Total Assets

· Measures portion of business financed by owners.

· Standards, for example:

· Farm > 50%*
· Rural Residence > 20%*

· *Check for your specific institutional standards
Audio Narration
TBD


	

	Exercise -- Owner’s Equity % Solution

Audio Narration
ASK participants to calculate the owner’s equity percent based on information on the financial statements they have already prepared.  Allow time to perform the calculation.

ASK for a participant to provide the answer.

ASK participants to write the ratio and correct result on the front of the Earnings Statement in the comments section. 

ASK participants how the OE percent compares with the standards.

<Convert this info to an Exercise>

Audio Narration

TBD


	Graphic – refer to slide 166 of Credit 100.ppt

	Summary
The learner will be able to:

· TBD
Audio Narration

TBD


	


	Lesson 3: The Basics of Financial Analysis
Topic 4: Profitability

	Introduction page

Introduces the learner to the lesson.

Audio Narration

TBD

	

	Objectives
The learner will be able to:

· TBD
Audio Narration

TBD


	

	Profitability

Measures the extent to which an entity generates a profit from the use of land, labor, management, and capital

· Net Farm Income

· Net Earnings

Audio Narration
ADD that more extensive profitability analysis involves additional measures not covered by Credit 100, including ROA, ROE, operating profit margin ratio.  These ratios are included on the handout.  <Need content – handout info to incorporate>

	Graphic – refer to slide 167 of Credit 100.ppt

	Exercise -- Profitability Solutions

· Net Farm Income (line 51) = 29,395

· Net Earnings (line 61) = 17,394

Audio Narration
ASK participants to locate net farm income and net earnings on their Earnings Statements (lines 51 and 61, respectively).

ASK participants either net farm income or net earnings indicate anything.  

<convert to Exercise – need earning statement content>


	

	Capital Debt Repayment Capacity

What are CDRC and CDRC %? 

CDRC and CDRC % measure a borrower’s ability to repay capital debt  (intermediate and long-term) based on analysis of the operation’s capital structure and earnings.

Audio Narration
ADD that CDRC must demonstrate the borrower’s ability to generate sustainable average annual earnings adequate to service debt on a continuing basis, rather than only the next operating year.


	Currently a FIB Exercise

	Summary:  TBD
The learner will be able to:

· TBD
Audio Narration

TBD


	


	Lesson 3: The Basics of Financial Analysis
Topic 5: Repayment Ability

	Introduction page

Introduces the learner to the lesson.

Audio Narration

TBD

	

	Objectives
The learner will be able to:

· TBD
Audio Narration

TBD


	

	Capital Debt Repayment Capacity

Four basic components:

· CDRC - Capacity
· Demands on CDRC

· CDRC Margin

· CDRC Percentage
Audio Narration
TBD


	

	CDRC - Capacity

NFIFO 

+ Non-farm income 

+ Depreciation 

- Income taxes

- Owner withdrawals

+ Interest on capital debt 

· Measures total capital available for debt service, capital asset replacement, and building working capital.

Audio Narration
TBD


	Graphic – Earnings statement – slide 173 of Credit 100.ppt

	Exercise - CDRC Solution

<graphic – slide 174>

Audio Narration
ASK participants to calculate CDRC using information on the financial statements they have already prepared.  

POINT OUT that space is provided on the reverse of the Earnings Statement, at the top beginning with line number one.

<convert to Exercise – need earning statement content>


	Graphic –slide 174 of Credit 100.ppt

	Demands on CDRC

Principal on capital debt

+ Interest on capital debt

+ Capital Asset Replacement (CAR)

+ Working Capital Deficiency

Audio Narration
TBD


	

	Capital Asset Replacement (CAR) or Use Cost

(10-15% x machinery value)

+ (5% x specialized facilities value)

- Principal Payments on Loans on Depreciable Assets

· Measures financial resources needed to replace capital assets.

· The amount of allowance needed for machinery/facility replacement less annual principal payments on loans financing those assets.

· The percentage for machinery can vary from 10-15%.

· Only consider depreciable facilities (improvements), such as specialized hog, poultry, dairy facilities.

Audio Narration
Review the ratio and other information on the screen.

Depreciable facilities would typically include specialized facilities, such as found in expansions and/or larger operations.

This is the “Use Cost” referred to earlier during our discussion of depreciation.


	

	Exercise -- CAR Solution 

<graphic info on Slide 177>

Audio Narration
ASK participants to calculate CAR using information on the financial statements they have already prepared.  

ALLOW time to perform the calculation.

ASK for a participant to provide the answer.

ASK participants to enter the correct answer on line 11 of the reverse side of the Balance Sheet.

NOTE:  In this case study, the loan officer opted to use 15% use cost due to heavy use of a small line of machinery. 

Also note that the loan officer did not count principal payments from the $50,000 note, which was primarily for real estate improvements (not depreciable assets).

<convert this into an Exercise>


	Graphic – Slide 177 of Credit 100.ppt

	Working Capital Deficiency

WC Target (15% of AGI for farm loans)

- Actual WC 

· If Actual is less than Target, a deficiency exists

Deficiency

   4

· Allows client four years to rebuild working capital to meet the target level (for projection purposes).

Audio Narration
TBD


	

	Exercise -- WC Deficiency Solution

<graphic – slide 179>

Audio Narration

ASK participants to calculate working capital deficiency using information on the financial statements they have already prepared.  

ALLOW time to perform the calculation.

ASK for a participant to provide the answer.

ASK participants to enter the correct answer on line 12 of the reverse side of the Balance Sheet.

REMIND them to add the (deficiency divided by 4) to the demands on CDRC.  <Need this content>
<convert this into an Exercise>


	Graphic – Slide 179 of Credit 100.ppt

	Exercise -- Demands on CDRC Solution

Audio Narration

ASK participants to calculate demands on CDRC using information on the financial statements they have already prepared.  

ALLOW time to perform the calculation.

ASK for a participant to provide the answer.

CLICK your mouse to display the answer and review it with participants.

ASK participants to enter the correct answer on line 13 of the reverse side of the Balance Sheet. <Need this content>
<convert this into an Exercise>


	Graphic – Slide 180 of Credit 100.ppt

	CDRC Margin

CDRC

- Demands on CDRC 

+ Principal on Capital Debt

+ Interest on Capital Debt

+ CAR

+ WC Deficiency

· CDRC or margin remaining after allowing for annual demands

Audio Narration

TBD


	

	Exercise -- CDRC Margin Solution

<Graphic – slide 182>

Audio Narration

ASK participants to calculate CDRC margin using information on the financial statements they have already prepared.  

ALLOW time to perform the calculation.

ASK for a participant to provide the answer.

ASK participants to enter the correct answer on line 13 of the reverse side of the Balance Sheet.  <Need this content>
<convert this into an Exercise>


	Graphic – Slide 182 of Credit 100.ppt

	CDRC Percentage

CDRC

Demands on CDRC

· Measures overall repayment capacity as a percentage.

· Core Standard:  > 115%

Audio Narration

TBD
	

	Exercise -- CDRC Percentage Solution

<Graphic – slide 184>

Audio Narration

ASK participants to calculate CDRC margin using information on the financial statements they have already prepared.  

ALLOW time to perform the calculation.

ASK for a participant to provide the answer.

ASK participants to enter the correct answer on line 15 of the reverse side of the Balance Sheet.

ASK participants how the CDRC percentage compares with the standard.  <Need this content>
<convert this into an Exercise>


	Graphic – Slide 184 of Credit 100.ppt

	CDRC

<Graphic – slide 185>

Audio Narration

EXPLAIN that this slide graphically depicts the components of CDRC--demands (principal and interest on capital debt, CAR, and WC deficiency) and margin.  <Need this content>

	Graphic – Slide 185 of Credit 100.ppt

	Summary:  TBD
The learner will be able to:

· TBD
Audio Narration

TBD


	


	Lesson 3: The Basics of Financial Analysis
Topic 6: Collateral

	Introduction page

Introduces the learner to the lesson.

Audio Narration

TBD

	

	Objectives

The learner will be able to:

· TBD
Audio Narration

TBD


	

	Collateral

Loan amount

Appraised Value (AV) of collateral asset

· Represents level of lending compared to collateral value.

· Recommended Standards:

· Farm Operating/Capital < 75%

· Farm Real Estate < 65%

· Rural Residence

· Developed < 85%

· Limited < 75%

· Guidelines for Part-Time Farm Loans:

· Operating/Capital < 85%

· Real Estate < 75%

Audio Narration

POINT OUT differences between the CROPS guidelines and those adopted by your company. 


	

	Enterprise Guidelines

<Graphic – slide 187>

Current portion of intermediate- and long-term debts may be excluded in calculation of current ratio for broiler, swine, and part-time farm enterprises.

Audio Narration

TBD


	Graphic – Slide 187 of Credit 100.ppt

	Enterprise Guidelines

· Supplement Core Underwriting Standards

· All specialized enterprises are not represented

· Allow for departure from Core Underwriting Standards

· Contract and Integrated producers are defined

Audio Narration

REFER participants to the handout on “Eligibility and Scope of Financing Guidelines” for definitions of contract and integrated producers. <Need this content if including>

	

	Progress Check

<Need this content>
Audio Narration

TBD


	

	Summary:  Basic Financial Analysis 

Major concepts in this tab include:

· The purpose of financial analysis and its relationship to the 5 C’s

· Definitions and calculation of basic key ratios

· Core underwriting standards

Audio Narration

TBD


	


	Lesson 1:  Fundamental Concepts
Topic 7:  Farm Credit Specific – Need to decide what information this topic will present.

	Text
	Graphics

	Introduction page

Introduces the learner to the lesson.

	

	Objectives
The learner will be able to:

· Understand the basis for the FCS credit process

· Summarize the District Board lending philosophy

· State eligibility and scope of financing requirements

· Explain the concept of differential analysis
Audio Narration

TBD

	

	Basis for the FCS Credit Process

Points on chart:

· Tools

· Company guidance

· District Procedures/CROPS Manual

· Farm Credit Administration Regulations

· The Farm Credit Act

Audio Narration

TBD

	Credit Process triangle diagram – need new to match content

	Lesson #:  __________ 

Topic #:  Eligibility and Scope of Financing Guidelines – This section may be too specific to a Company.

	Text
	Graphics

	Introduction page

Introduces the learner to the lesson.
Audio Narration

TBD

	

	Objectives

The learner will be able to:

· TBD
Audio Narration

TBD

	

	Eligibility and Scope of Financing

<graph>
Audio Narration

TBD

	Graph comparing Involvement in farming 2ndary farm owner and all ag/non-ag, family purposes



	Summary and transition

TBD

Audio Narration

TBD
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