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	The last underwriting standard we will discuss is for collateral.  In this topic, you will learn what collateral is, how it’s measured, and the enterprise guidelines that are used to measure it.   
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	Collateral ratios evaluate the adequacy of the asset provided as a collateral for the loan.

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

· Identify the standards are used to measure the collateral adequacy

· Describe the enterprise guidelines 
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	Simply put, the underwriting standard is determined by dividing the loan amount by the appraised value of the collateral asset.  It represents the level of lending compared to collateral value.
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	Collateral Ratio

Collateral ratio compares the loan amount with the value if the collateral asset. Therefore:

· The standard to calculate collateral is: Loan Amount/Appraised Value (AV) of Collateral Asset

· It represents level of lending compared to collateral value
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	Shown here are examples of collateral standards for different types of loans.  Each organization sets their own standards; check with your management for your institution’s specific standards.
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	Collateral Standard Examples

Listed below are the examples of collateral standards for different types of loans:
· 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%


	Mood-setting

Collage again, of a building, rural resident, etc.


	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


	Additional Comments

	


Lesson 3: The Basics of Financial Analysis
Topic 6: Collateral
Page Type: Text and Graphics

Programming Page: L3T6P4

Page Title: Standards for Different Types of Farm Operations

	Audio Script – Narrator Voice-Over 

	This chart shows an example of the standards for different types of farm operations, from broiler to part-time farm.  It provides the minimum capital, minimum capacity, maximum conditions, and maximum collateral.  Check with management for your institution’s specific guidelines.
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	Standards for Different Types of Farm Operations

This chart shows the standards for different types of farm operations:
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	Let’s check your progress on the financial analysis topics covered in lesson three.  For each of the statements shown here, decide whether they are true or false and click the corresponding column to indicate your answer.  When done, click “Check My Answer” to see how you did.  Good luck!    
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	Financial Analysis Progress Check

For each of these statements, select either the “True” or “False” column to indicate your answer.  When done, click the “CHECK MY ANSWER” button to see how you did.


	Use Financial_Analysis_TrueFalse.doc.

True or False should be the radio buttons instead of columns

	Correct Answer Feedback: Correct.
	

	Incorrect Answer Feedback 1: One or more of your answers are incorrect. Click Reset to try again.
	

	Incorrect Answer Feedback 2: Correct answers are displayed above.
	

	Prompt: Click CHECK MY ANSWER to know how you’ve done.
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	In this topic, you learned the purpose of evaluating the collateral, and defined the standards associated with evaluating the collateral for loans. 
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	Topic Summary

Let’s summarize what you have learned. In this topic you have learned and understood and about:

· The importance of evaluating the collateral adequacy

· Measuring the collateral through the standard for various assets hat can be provided as assets
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	Congratulations!  You have completed the final lesson of Credit 100.  In this final lesson, you’ve learned much about basic financial analysis and how it provides insight and impacts credit decisions, from its purpose and relationship to the 5 C’s, the definitions and calculation of basic key ratios and underwriting standards.
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	Lesson summary

The financial ratio analysis is necessary to determine the financial health of a business. The ratios help you compare your business with the other and help identifying financial problems on time.
In this lesson you have learned about:

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

· The definitions and calculation of basic key ratios

· The underwriting standards
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