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	At this point, you have completed and verified a balance sheet and an earnings statement.  These documents provide us numbers, but what do they mean?  This topic focuses on how to perform financial analysis using these numbers, specifically with respect to basic credit ratios and underwriting standards. You will also see how financial analysis provides greater insight into loan quality and guides loan decision.


	Text on Screen (Exact wording that will appear on screen)
	Graphics (Description, placement on screen, location if known)

	Financial analysis helps you analyze the financial position of the business through comparison of its total resources and liabilities.

By the end of this topic, you will be able to:
· Describe the financial analysis and its relationship with the 5 C’s

· Apply the basic credit ratios

· Define the purpose of underwriting standards
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	The primary emphasis of financial analysis is to properly assess business risk in the lending decision. Financial Analysis helps us measure the financial position of the business in terms of the total resources controlled by the business and the total claims against those resources. It also evaluates the financial performance of the business with respect to its productivity and decision-making.
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	Financial Analysis

Financial analysis helps you measure the following for a company:

· 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.
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	The results of financial analysis would not be meaningful unless we established some standards for what is and is not acceptable risk.  This is why we have underwriting standards and guidelines.  

It’s important to note that while some loans might not meet all standards, the entire portfolio as a whole should meet or exceed standards.  If a loan does not meet all standards, offsetting strengths must be present to support the loan.
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	Underwriting Standards

The purpose of the underwriting standards is to:
· Provide measurements to evaluate individual loan quality

· Support the loan decision

Note: Offsetting loans must be present if a loan does not meet all standards.
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	Underwriting standards are backed by quantitative measures known as financial analysis ratios, which provide a roadmap for basing your credit decisions. There are specific underwriting standards for capital, capacity and collateral – the three components of the 5 Cs. 
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	Underwriting Standards and Credit Factors 

Underwriting standards measure the financial health of a business based on various criteria under each of the three credit factors.

Underwriting standards are available for:

· Capital

· Liquidity

· Solvency

· Capacity
· Profitability

· Repayment Ability

· Collateral
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	You have finished the overview for lesson three. You’ve discovered the purpose of financial analysis and its relationship to the five Cs. You learned that underwriting standards provide measurements to evaluate individual loan quality, and how financial analysis ratios help achieve these measurements.  In the remaining topics of the lesson, you’ll learn about these financial analysis ratios in greater detail.
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	Let’s summarize what you have learned. In this topic you have learned and understood the about:

· The primary emphasis of financial analysis, which is to properly assess business risk in the lending decision

· The underwriting standards, that provide measurements to evaluate individual loan quality

· The financial analysis ratios which provide quantitative basis for making decisions
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	Prompt: Click LESSON MENU to begin the next topic.
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