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	In this topic, you’ll learn about the 5 C’s of credit.  These are the five credit factors that are used for analysis and evaluation in making sound loan decisions.     
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	It is necessary to know about the five credit factors that will assist you in making lending decisions.

By the end of this topic, you will be able to:

· Identify the 5 C’s

· Apply the 5 C’s to make loan decisions
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	Next
	Takes the learner to the next page.

	Lesson Menu 
	Takes the learner to the lesson menu to which the current topic belongs.

	Glossary
	Glossary pages are displayed in a separate window. 

	Help
	Help pages are displayed in a separate window.

	Exit
	Exits the application
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	Remove page title from the beta build.




Lesson 1: Fundamental Concepts

Topic 2: The 5 Cs of Credit
Page Type: Text and Graphics

Programming Page: L1T2P2

Page Title: The Five Credit Factors
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	What are the five C’s of credit?  Simply put, they are the five factors that are considered when making sound loan decisions.  The first is Character.  What is the client’s integrity and ability to manage the enterprise financed?  

The second C is Capital.  What is the financial condition of the client?

The third is Capacity.  What is the client’s ability to repay the requested financing?

The fourth C is Condition.  Is the loan purpose appropriate?  Are the terms and conditions appropriate?

The fifth and final C is Collateral.  Is the collateral offered by the client adequate and appropriate?  
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	The Five Credit Factors

The 5 C’s mean ascertaining the following with regard to your client:

1. Character – The client integrity and ability to manage the enterprise financed.

2. Capital – The client’s financial condition.

3. Capacity – The client’s ability to repay requested credit under all circumstances.

4. Conditions – The appropriateness of the loan’s purpose, terms and conditions.

5. Collateral – The adequacy and appropriateness of collateral offered as security.
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	Navigation

	Previous
	Takes the learner the previous page

	Next
	Takes the learner to the next page.

	Lesson Menu 
	Takes the learner to the lesson menu to which the current topic belongs.

	Glossary
	Glossary pages are displayed in a separate window. 

	Help
	Help pages are displayed in a separate window.

	Exit
	Exits the application
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	The page title is the same as the subheading for the text on the screen. 
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	Let’s learn more about the five credit factors.  Listed here are the attributes of the first C, Character.  When trying to evaluate the client’s integrity and ability to manage the enterprise financed, you will want to investigate and evaluate the applicant’s honesty and integrity, management ability and ownership structure.
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	The First C - Character 

To find out more about the client’s character with regard to the loan. You should investigate and evaluate the applicant’s:

· Honesty and integrity through references and credit history

· Management ability of debt

· Ownership structure
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	Previous
	Takes the learner the previous page

	Next
	Takes the learner to the next page.

	Lesson Menu 
	Takes the learner to the lesson menu to which the current topic belongs.

	Glossary
	Glossary pages are displayed in a separate window. 

	Help
	Help pages are displayed in a separate window.

	Exit
	Exits the application


	Additional Comments

	Farm-Credit version (reference to ‘Eligibility to borrow’ in on-screen text).
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	When determining Capital, which is the financial condition of the client including the assets they have to back up a requested loan, you will want to investigate the client’s solvency and liquidity.  You’ll also want to look at the quality of their assets, debt structure, and financial trends based on current and historical balance sheets and income statements.  
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	The Second C - Capital  

To find out about the client’s financial condition you should investigate and evaluate the:

· Solvency and liquidity
· Asset quality

· Debt structure

· Purpose

· Repayment terms

· Interest rates

· Maturity rates

· Financial trends

· Current and historical balance sheets

· Current and historical income statements 
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	Previous
	Takes the learner the previous page

	Next
	Takes the learner to the next page.

	Lesson Menu 
	Takes the learner to the lesson menu to which the current topic belongs.

	Glossary
	Glossary pages are displayed in a separate window. 

	Help
	Help pages are displayed in a separate window.

	Exit
	Exits the application


	Additional Comments

	The green highlighted terms should not be hyperlinked and hence the roll over text be removed.

Note: When the learner clicks the mouse over the highlighted words, a pop-up with the appropriate definition appears.

Solvency: The amount of capital the owner has in the business in relation to the total amount of assets employed.

Liquidity: The ability of a business to generate cash, with little risk of loss of principal value, to meet financial obligations, transactions, or investment opportunities.

Asset: The items and property owned or controlled by an individual or a business that have commercial or exchange value. Items may also include claims against others. All items are reported on a balance sheet at market value or cost value.
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	Capacity, or the client’s ability to repay the requested financing, has several aspects to it.  How profitable is the business? What’s the borrower’s ability to repay loans from earnings while providing for capital expenditures and contingencies? Other aspects include the financial efficiency of the business’s operation, actual and projected cash flow, and the ability to generate and sustain earnings over an extended period of time.
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	The Third C - Capacity 

To know how the client will repay the loan, the credit factor, capacity, addresses the following with regard to the client’s business:

· Profitability and repayment ability

· Financial efficiency

· Actual and projected cash flow

· Sustained earnings
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	Takes the learner the previous page

	Next
	Takes the learner to the next page.

	Lesson Menu 
	Takes the learner to the lesson menu to which the current topic belongs.

	Glossary
	Glossary pages are displayed in a separate window. 

	Help
	Help pages are displayed in a separate window.

	Exit
	Exits the application


	Additional Comments

	Delete the following hyperlinked text.

Profitability: The relative profit performance of a business, enterprise, or other operating unit. Profitability comparisons often occur over time, across peer group, relative to projections, and relative to norms and standards.
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	The fourth C, Collateral, determines whether the collateral offered by the borrower is adequate and appropriate.  Specifically, it addresses the quality of the asset, its value, title and lien position, and the relationship between the loan and collateral value, stability, and marketability.  Adequate collateral should provide the lender reasonable protection from loss if the borrower does not repay.
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	The Fourth C - Collateral  

Adequacy of collateral offered by the client focuses on:

· Asset quality

· Asset value

· Title and lien position

· Relationship between loan and collateral value, stability, and marketability  
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	Lesson Menu 
	Takes the learner to the lesson menu to which the current topic belongs.
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	Glossary pages are displayed in a separate window. 

	Help
	Help pages are displayed in a separate window.
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	The last C is Conditions. Conditions balance credit risks with effective loan controls. Some of the factors to consider when applying loan controls are:

· The purpose of the loan

· The amount of the loan

· Pricing

· The scope of financing the loan

 It is based on analyzing the other four credit factors – character, capital, capacity and collateral – to identify applicant’s creditworthiness and risk areas.
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	The Fifth C - Condition 

This factor evaluates the creditworthiness of your client. It focuses on the:

· Loan purpose

· Loan amount

· Pricing

· Scope of financing
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	Takes the learner the previous page

	Next
	Takes the learner to the next page.

	Lesson Menu 
	Takes the learner to the lesson menu to which the current topic belongs.

	Glossary
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	Help
	Help pages are displayed in a separate window.
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	When credit standards are evaluated, if one area is deficient, another area may adequately compensate for it.  This is called “offsetting strengths.”  For example, let’s say a younger farmer has low owner equity, say less than 50%.  On the flip side, he has a repayment capacity of 130%, which is excellent.  In this case, the strong repayment capacity is an off- setting strength to the lower owner equity.
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	Offsetting Strengths

Deficiency in one factor is offset by the strength of another factor. A young farmer has low owner equity, say less than 50%. However, he has good repayment capacity, say 130%.  The strong repayment capacity is an offsetting strength to the lower owner equity.
	Refer to offsetting_strength.doc for example treatment.

In the left column of the example, show the ‘Capital’ and the ‘Capacity ‘ stack prominently.
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	Takes the learner to the next page.
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	Help
	Help pages are displayed in a separate window.
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	Now that we’ve covered the five credit factors – character, capital, capacity, condition, and collateral, let’s apply your knowledge of them!  Follow the directions on the screen to play this interactive game.
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	Credit Factors and Its Examples

A series of phrases appear at the top of the board. You should decide to which of the 5C’s does each phrase belong by clicking the appropriate C. If you have clicked the correct C, a new phrase will appear on the top of the board, if you have clicked an incorrect C, the phrase remains in its place unless you click the correct C. You may click Reset, to start over during the game. You have 90 seconds to finish the game. Click Start to begin. Good luck!

	See 5c_timed_game.doc for treatment details.

	Feedback when the learner completes the game on time:

Congratulations! You have matched all phrases correctly.
	

	Feedback when the time is up:

Sorry your time is up. Click START to play again.
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	Takes the learner the previous page
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	Takes the learner to the next page.
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	Help
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Lesson 1: Fundamental Concepts

Topic 2: The 5 C’s
Page Type: Text and Graphics

Programming Page: L1T2P10

Page Title: Topic Summary
	Audio Script - Narrator Voice-Over 

	You’ve now learned about the 5C’s of Credit.  You can now describe what the 5C’s are, how they are used in making sound loan decisions, and how a strong credit factor can offset a weaker one.
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	Topic Summary
Let’s summarize what you have learned. In this topic you have learned and understood about the:

· 5 C’s of credit

· Importance of the 5 C’s in making sound loan decision

· Offsetting strengths
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	Prompt to return to the Lesson Menu: Click LESSON MENU to begin the next topic.
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	Takes the learner to the next page.

	Lesson Menu 
	Takes the learner to the lesson menu to which the current topic belongs.

	Glossary
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	Help
	Help pages are displayed in a separate window.
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	Additional Comments

	Possible Audio changes: You’ve now learned about the 5C’s of Credit.  You can now describe what the 5C’s are, how they are used in making sound loan decisions, and how a strong credit factor can offset a weaker one.

This page is missing in the beta build.
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