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Ellen – Ignore, but don't erase the content in yellow highlight.  THere is a note for you at the bottom in Blue!
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
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Detailed Content Outline – Credit 200

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 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

	Credit 200
· Welcome and Introductions

· Revised Program - Lots of Case Work 

· Conference Format / High Participation

· Extraordinarily Informal

· Focus on Key Performance Measures and Calculations (while recognizing every case is different)

· Building a toolbox of tools and skills, ideas, and strategies that will work in different cases.

· Cases Discussions  

	

	Credit 200 Agenda 

· Application, Eligibility and Credit Bureau Reports

· Balance Sheet Completion & Analysis

· Earnings Statement Completion & Analysis, 
Accrual Analysis, and Reconcilement

· Financial Efficiency Ratios (some production efficiency too)

· Collateral Analysis

· Conditions/Covenants

· Risk Rating

· Wrong Way Credit Exposure

Welcome & Introductions

· Name

· Association / Location / Time with FCS / Your Role with Credit

· Previous related experience, if applicable 

· Hobbies

· Any specific objectives for this class?

· Three things your group has in common & three common issues or concerns with Ag Lending or the FCS Lending Environment today 

	

	Objectives

· Center on larger credit, well beyond OTS

· Focus on credit analysis tools and skills for larger credits.

· Discuss warning signs of potential problems

· Discuss and share credit concepts, issues, concerns, ideas, and tips.

· Discuss interpretation, gate-cutting, & risk analysis - including calculation of ratios.

· Discuss potential concealed areas of risk in-depth (both inside and outside the numbers, example: legal documentation)

· Operate the program much like a conference - i.e. everyone contributes
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	Course Learning Objectives

At the end of Credit 200 you will:

· Know the credit philosophy and process

· Know how to gather/verify information for a credit decision

· Know financial statement analysis, using basic/intermediate level analysis ratios

· Know how to consider the five credit factors and loan structure in the credit decision

· Be able to recognize "red flags" and make appropriate adjustments for sound, accurate analysis

· Know how to adequately document the loan decision and approval

· Be able to classify and risk rate loans

Note:

Review the learning objectives of Credit 200 with participants.  Course materials focus on the relevant range of traditional farmer requesting to borrow more than $100,000 but less than $1 million.

	7



	Rules of the Road

· Parking Lot.

· Ask questions--we ALL learn. 

· This is a dialogue, not a monologue.

· Everyone has permission to laugh!

· We will work hard when we work.

· We will have fun!

Note:  

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

CLICK your mouse for each rule to display.

REVIEW ground rules.

•Parking lot is to record unanswered questions.  You may wish to ask participants if someone can explain the purpose of the parking lot. 

•Ask questions--we ALL learn.  

· Invite participants to interrupt you at any time to ask questions.

· There is no such thing as a dumb question, only dumb answers.

•This is a dialogue.  

You know that on the top 10 list of things that people fear, dying is #3 and speaking in public is #1.  That means that most people would rather die than speak in public.  So, help me.  Let's make this a dialogue.

•You not only have permission to laugh, it's encouraged!

•We will plow through the material, working hard when we need to, but

•We WILL have some fun!

Optional rules that you may wish to state:

•100 Mile Rule - if you aren't 100 miles from the office, for today and tomorrow, pretend you are.  Take a time out from what's on your desk and focus on Credit 200.

• Power off the Cell Phone - if possible to minimize disruptive noise in our training room.
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	Schedule and Reminders

Note:  

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

EXPLAIN the schedule for both days, including start/ending times, breaks, lunch, etc.

EXPLAIN where phone calls/messages/fax transmissions can be left at the training site.  Also, location of phones for participant use.

INDICATE location of restrooms and smoking areas.

ASK participants to complete the course registration form.  Pass to participant to begin the registration

ASK participants to open their course books and write their names in the front of their books.

REVIEW contents of the book, including the glossary.
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	Questions?

Note:  

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

ASK participants in they have any questions at this point.

	11

	Points to Remember

Note:  This slide appears in the PowerPoint® presentation file, but is not included in participants' books. It will display throughout the course and is intended as a cue to the facilitator to invite participants to write down points or thoughts to remember, as described below.

HAND OUT "Points to Remember."

EXPLAIN that participants can use this to record items they particularly want to remember at the end of the course.  (It can even be used for personal reminders--something you need to note to do at the end of the day, at home, etc.)

REFER participants to the next section.
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	The Credit Process

Note:  Indicate that you will begin with the credit process.
	13

	Learning Objectives: 

The Credit Process

After completing this topic, you should be able to:

· Describe how money flows from Farm Credit investors to Farm Credit borrowers

· Summarize lending philosophy

· Identify the eight steps in the credit process

· Identify the 5 C's of credit

· Explain the concept of differential analysis

· Explain the concept of differential
Note:  REVIEW the learning objectives for this section.

	14

	Note:  EXPLAIN money flow components--money flowing from investors (look at the variety of investors) through dealer banks, brokerages, and bond houses, to the Funding Corporation.  From the Funding Corporation to the Farm Credit Banks--AgriBank in this district.  Then, via the wholesale line of credit to the association.  Finally, from the association-to-association member borrowers.

	15 

Graphic:  flow chart.  See slide.


	Note:  

EMPHASIZE the critical flow points and relationships:
•AgriBank, FCB is the wholesale lender to associations in this district.

•Bank mission - "We exist to help our owners be the best Associations in the Country."  The AgriBank mission is accomplished by providing wholesale funding and business services. 

•The provisions of the General Financing Agreement (GFA) between bank and associations also governs the relationship

•The district CCO--Ross Anderson, has ultimate loan portfolio accountability according to authority

•Association relationship with lending professionals and course participants

•Course participant role with retail customers

EMPHASIZE the importance of being an effective lender . . . 

ASK:  What might happen if we don't practice sound credit administration, or don't appropriately respect our relationship with our customers?  

Possible responses include:

•Jeopardize good customer relationship

•Jeopardize financial health and viability of association, bank, and system

•Jeopardize customer success!
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graphic:  flow chart.  See slide. 

	EXPLAIN that association direct lenders offer three basic types of loans to meet borrower needs--operating, capital, and real estate.  
Note:  

MENTION the principle of matching the life of the loan to the economic life of the asset financed, which is fundamental to the credit culture and practices.

ADD that the short-term, operating loan may be in the form of:

•A revolving line of credit (RLOC)

•Open-end loan

•Declining balance loan

Capital or intermediate-term loans purposes may include:

•Purchase/refinance of agricultural capital assets

•Purchase consumer items

•Purchase real estate

•Finance working capital to cover short-term operating losses (limited to 3-5 years).

•Finance full-time farmer off-farm investments.

Other loans, construction loans and futures financing for example, are also available.

	17 

graphic:  Chart. See slide. 

	Lending Philosophy


 Lending philosophy shall be "to extend sound, constructive, and profitable credit to eligible borrowers as authorized by FCA regulations."

Note:  INDICATE that the lending philosophy is part of the basis for the FCS credit process.

READ this slide aloud for participants.

EMPHASIZE by reading again.
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Graphic:  Arrows.  See slide.

	Sound, Constructive, Profitable Credit

Sound Credit 

Constructive Credit 

Profitable Credit 

Note:  

REFER participants to this page in their books.
ASK if anyone can define or describe "Sound Credit."  Acknowledge responses.

ADVANCE to the next slide.
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	Sound, Constructive, Profitable Credit

Sound Credit results from proper analysis and evaluation of the 5 Credit Factors (5 C's).

Constructive Credit 

Profitable Credit is 

This slide does not appear in participants' books.

ASK participants to record the definition in their workbooks.

ASK if anyone can define or describe "Constructive Credit." 

 Acknowledge responses. 

ADVANCE to the next slide.
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	Sound, Constructive, Profitable Credit

Sound Credit results from proper analysis and evaluation of the 5 

Credit Factors (5 C's).

Constructive Credit promotes improvement of the borrower's 

overall financial condition and personal well-being.

Profitable Credit is:

Note: This slide does not appear in participants' books.

ASK participants to record the definition in their workbooks.

ASK if anyone can define or describe "Profitable Credit." 

Acknowledge responses.

ADVANCE to the next slide.
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	Sound, Constructive, Profitable Credit
Sound Credit is proper analysis and evaluation of the 5 Credit 

Factors (5 C's) that will result in a sound loan.

Constructive Credit promotes improvement of the borrower's 

overall financial condition and personal well-being.


Profitable Credit is credit and lending activities that are profitable

 for the institution.

Note: 

This slide does not appear in participants' books.

ASK participants to record the definition in their workbooks.
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	Credit Administration


The process a lending institution must follow in making, servicing, and collecting individual loans and loan-related assets.  It also involves the management of the institution's total credit portfolio.
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	Procedures for Sound Credit Administration

· Gather and Verify Information

· Credit Analysis

· Credit Decision

· Loan Documentation

· Legal Documentation

· Loan Servicing and Collection

· Risk Consideration

· Compliance

Note:

STATE that these are the eight steps for sound credit administration.

READ the steps.

INDICATE that Credit 200 will focus on the first four steps, with information about the other steps.
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	Credit has 5 C's

1. ___________________________

2. ___________________________

3. ___________________________

4. ___________________________

5. ___________________________

Note:  

REFER participants to this page in their books.
ASK participants to name the 5 C's.  

	25

	Credit has 5 C's

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

2. Capital - Financial condition

3. Capacity - Ability to repay requested financing

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

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

Note:  

This slide appears in the PowerPoint® presentation file, but is not included in participants' books. 

READ information on the slide.

ASK participants to record the C's and definitions in their books.

POINT OUT that participants will further explore the 5 C's relative to steps in the credit process.
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	Differential Analysis is:

A concept of administering individual loans based on loan

_________, __________, and  the degree of _________ present.

Note: REFER participants to this page in their books.

ASK if anyone can identify the criteria for differential analysis.

ADVANCE to the next slide.
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	Differential Analysis

A concept of administering individual loans based on loan

· Size, 

· Complexity, and 

· The degree of risk present.

Note:  

READ information on the slide, emphasizing "size," "complexity," and "risk."

ASK participants to write these three criteria in their books.
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	Differential Analysis/Tools

Note:

STATE that this graphic shows the relationship between the size, risk, and complexity of different loans relative to differential analysis and the preferred analysis tools.

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

You may wish to state association guidance regarding loan amount for using each tool.

TRANSITION to the next slide by asking what influences the level of analysis and assessment.
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	What influences the assessment?
· Loan size and complexity

· Financial condition

· Earnings history

· Loan purpose

Note:  

READ the information on the slide and point out that these are the major aspects influencing the level of detail in the credit process.
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	Summary:  
The Credit Process

The concepts in this section include:

· The flow of money from Farm Credit investors to Farm Credit borrowers

· The lending philosophy

· The eight steps in the credit process

· The 5 C's of credit

· Differential analysis

Note: 

 READ this summary slide.
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	Questions?

Note: 

this slide appears in the PowerPoint® presentation file, but is not included in participants' books.

Ask participants if they have any questions.
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	Gathering/Verifying Information

Note: INDICATE that you'll now begin with the first step—gathering and verifying information.

	33

	Learning Objectives:

Gathering/Verifying Information

After completing this section, you should be able to:

· Identify necessary applicant information and reasons for gathering and verifying it 

· Determine applicant Character

· Determine eligibility and scope of financing

· Read and interpret a credit bureau report

· Write the Character credit presentation
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	Gathering/ Verifying Information

As the size, scope, complexity and risk of the credit request increase, so does the amount of information (differential analysis)

· Current signed financial statements - properly completed with consistent dates

· Historical financial statements - adequate to determine financial progress and earnings history

· Proper identification of assets offered as collateral

· Description of credit request purpose and proposed terms

Note: READ information on this slide, which relates to the gathering activities.

	35

	Gathering/Verifying Information

Actions taken to develop a degree of confidence in the accuracy of information assembled during the application process

· Investigate and verify credit history

· Verify financial information and/or employment

· Verify assets with visual inspections

· Use public records

Note:  READ information on this slide, which relates to the verifying activities of the first step. 
ASK participants to suggest how they might actually verify information.  If not offered by participants, ADD the following detailed information about verifying:

•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, value

Check for proof of ownership, not just possession

Check/verify elevator receipts

•LIABILITIES

Check CB report

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

Conduct tax lien searches

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

•INCOME  

Verify off-farm employment and income

Tax returns

•EXPENSES

Tax returns
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	Loan Application

Why take a written application?

· Document the loan request 

· Comply with ECOA on residence related loans

· Authorize credit/employment verification

Who signs it and why?

· Parties who will be directly liable on the loan 

· Applicants certify correctness, authorize lender actions

· Sound business practice

Why date it?

· Triggers regulatory compliance actions

Note:

EXPLAIN that the process of gathering information begins with an application.  Application may be made in a number of ways--on a written form, orally in person or by phone, or electronically with/without live video.

POINT OUT that the date of the loan application triggers certain disclosure requirements regarding:

•Notice of action on the application under ECOA

•RESPA requirements for disclosures within three business days on dwelling-related loans

•TIL requirements for disclosures within three business days on adjustable rate mortgage loans

(These topics and others are presented in Compliance Regulations and Disclosures training.) 

MENTION that the case study for this course will use a written application.

ADD information on your association procedure for authorizing credit/employment verification, e.g., your use of an association-developed form.
association p
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	Character 
Customer integrity and ability to manage the enterprise financed.

Investigate and evaluate applicant's:

· Eligibility to borrow

· Honesty and integrity

· Credit reputation

· Management ability

· Ownership structure

READ information and add that the course will examine eligibility in great detail.
Note:  

EMPHASIZE that a basis for credit does not exist for new applicants who are deficient in the overall character factor, regardless of the strengths of the other credit factors.
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	Honesty and Integrity

· Accuracy of applicant-provided information

· Materiality of any discrepancies

· Absence of delinquent bills, taxes, judgments

Note:  READ information on this slide.

	39

	Credit Reputation

· Past/present repayment performance

· Business relationships

· Use of split lines of credit

· Need for and adequacy of operating credit

Note: READ information on this slide.

	40

	Management Ability

· Operating cost control

· Production practices/modern techniques

· Business financial management

· Marketing practices

· Purchasing decisions

· Management succession plan

Note:  Read information on this slide
	41

	Ownership Structure

· Eligibility of applicants

· Legal aspects of entity structure

· Cooperation between individuals

· Liabilities of individuals or entities

· Marital rights of spouse

Note:  Read information on this slide
	42

	Case Introduction

Note: This slide does not appear in participants' books.  This is a cue for the facilitator to introduce the case study that will be used for learning exercises throughout the remainder of the course.
DISTRIBUTE the case study packet and review the general description.

REFER participants to the Gathering/Verifying Checklist in their books.

COMPARE the checklist with the case study application.

•Look for complete information, as indicated on the checklist.

•Review the significance of the information.

EMPHASIZE the importance of obtaining all information at the time of application to avoid repeatedly returning to the customer for missing information.
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	General eligibility requirement

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

1 _______________________________________

2 _______________________________________

3 _______________________________________

4________________________________________ _______________________________________

Note:

REFER participants to this page in their books.

Credit 
100 included this material.  Therefore, this topic should be a review and, generally, participants should be able to move quickly through it.

READ the first paragraph.

ASK participants to name eligible borrower categories.  

ACKNOWLEDGE all responses.

ADVANCE to the next slide to display the answers.
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	General eligibility requirement

Farm Credit is authorized to make loans to individuals or legal 

entities who are: 

1 Bona fide farmers and ranchers, and producers or harvesters of aquatic products

2 Processors/marketers of agricultural or aquatic products of eligible borrowers

3 Providers of Farm-Related Services directly related to agricultural production

4 Rural Residents

Note:

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

IDENTIFY the four groups:

1 Farmers and ranchers, and producers and harvesters of aquatic products

2 Processors and marketers of agricultural or aquatic products

3 Farm related services

4 Rural residents

ASK participants to fill in the blanks in their books.

POINT OUT that Farm Credit lenders, by law, are limited purpose lenders.
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	General eligibility requirement – Individuals

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

Note:

READ bullets and add that US government by law, treaty, and regulation prohibits business transactions with citizens of certain countries. States within the district limit land ownership by aliens.

REFER to the handout on applicant entity types, definitions, and documentation, which summarizes information. 

EMPHASIZE that participants should be aware of all applicable land ownership eligibility limitations.  If applicable, you may wish to provide association-specific information here.
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	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

Note:

This slide appears in the PowerPoint® presentation; it does not appear in participants' books.

ASK participants to fill in the blanks in their books.
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	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 ______________________________________ or 

2 _______________________________________.
· Three types of farm loan applicant are:
1 ____________________
2 ____________________

3 ____________________

Note:

READ the first bullet, and ASK participants to supply the missing eligibility requirements for a farm loan.  Again, this is a review of Credit 100 and participants should be able to supply the answers.

READ the second bullet, and ASK participants to supply the three types of farm loan applicant.  This is also a review of material presented in Credit 100.

ADVANCE to the next slide.
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	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 ______________________________________ or 

2 _______________________________________.

· Three types of farm loan applicant are:
1 ____________________
2 ____________________

3 ____________________

Note:

READ the first bullet, and ASK participants to supply the missing eligibility requirements for a farm loan.  Again, this is a review of Credit 100 and participants should be able to supply the answers.

READ the second bullet, and ASK participants to supply the three types of farm loan applicant.  This is also a review of material presented in Credit 100.

ADVANCE to the next slide.
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	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 Engaging in production of agricultural products

· Three types of farm loan applicant are:
1 Full time farmer
2 Part-time farmer

3 Secondary farm owner

Note:

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

SUGGEST that participants note the criteria and types in their books.
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	Questions?

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.
ASK participants if they have any questions.

ASK participants if they remember the first step of the credit process.

REMIND them that the first step is gathering/verifying information about the applicant, including determining eligibility AND scope of financing.   

SAY, "So far we've focused on eligibility.  Let's look at scope of financing."
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	Scope of Financing

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

· Do not extend credit for speculative purposes

· Extend credit for purposes and amounts authorized under the applicable lending program

Note:

READ the slide and EMPHASIZE the words "amount" and "purpose."

ASK, "What are we missing?"  Whether anyone responds, 

SAY, "Purpose.  We haven't defined purpose.  We have three purpose categories."
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	Farm Loan Purpose Categories

· Agricultural purposes

· Family needs

· Nonagricultural purposes

Note:

READ three purpose categories.

SAY, "Let's look at the definitions."
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	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

Note:

REVIEW information on the slide. 

SHARE examples from your association lending.

SUMMARIZE by stating that ag purposes relate directly to the farming operation.  
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	Family Needs

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

· Purchase/repair of personal vehicles for immediate family

· Refinance/reimbursement for these expenditures
Note:

STATE that family needs, on the other hand, relate to the family and are not tied to the farming operation. 

REVIEW information on the slide. 

SHARE examples from your association lending.

SUMMARIZE by stating that family needs purposes could be independent of the farming operation.  
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	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

Note:

STATE that nonagricultural purposes are further removed from ag purposes--they aren't related to the farming operation and, for Farm Credit, they are not considered family needs. 

REVIEW information on the slide. 

SHARE other examples from your association lending.

SUMMARIZE that we have now defined purposes--ag, family, and non-ag. 

SAY, "Let's go back to scope of financing and review guidelines which tie together eligibility and scope of financing, or the amount and purpose."


	56

	Rural Residence Loans

Loans may be made to rural residence owners for the purpose of:

· Buying or building a rural residence

· Remodeling, improving, or repairing a rural residence 

· Refinancing indebtedness on a rural residence

Note:

POINT OUT that Farm Credit institutions are also authorized to make rural residence loans.

READ information on this slide.
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	Eligibility and Scope of Financing Guidelines

Note:

This is a facilitator cue slide.  Participants' books do not include this slide. 
REFER participants to the guidelines included in their books.

REVIEW description and scope of financing for each type of applicant, emphasizing scope of financing.

ASK for and/or PROVIDE examples of eligible purposes within scope of financing.
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	Farm Loan Eligibility and Scope of Financing

Note:

INDICATE that this is a visual way to think of scope of financing.

SUMMARIZE the graph--

An applicant with little involvement in farming would be eligible for limited financing--ag purposes only, and in both purpose and amount. The greater the involvement in farming, the more eligible purposes.

SAY, "So, let's apply our learning with some examples."
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graphic.

See slide.

	Eligible?/Scope of Financing?

· Full time farmer for family living needs

· Part-time farmer purchasing a pick-up truck for agricultural purposes

· Investor purchasing a farm

· Secondary farm owner for family living and a vehicle for off-farm employment

· Rural home purchase with no farm income

Note:

These examples and others you might provide offer talking points for discussion. 
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	Eligible?/Scope of Financing?

· Crop duster purchasing an airplane 

· A 17-year old for cattle purchase

· Hay pelletizing operation

· Farm equipment repair/maintenance services that also sell spare parts

· Veterinarians providing large animal services

Note:

Continue discussing eligibility/scope of financing.
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	Risk management, not risk avoidance!

· Risk management, not risk avoidance!

· But, what's the risk and how big is it?

· Credit scoring--a tool to measure risk

Note:

This information provides a transition to the next topic--credit scoring.

REMIND participants that the critical question in lending is to manage the risk.  Managing risk can be more effective if one knows the source of risk and its size.  Credit scoring is a risk measurement tool.
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	Credit Bureau

Note:

This slide depicts and describes the online FICOsm scoring process.

READ information on the screen and describe the process.

Fair, Isaac credit bureau risk scores are available to lenders through the major credit reporting agencies (Experian, Equifax, and Trans Union).  The score from each credit reporting agency considers only the data in consumer credit files at that agency.  

Fair, Isaac credit bureau risk scores provide the best risk guide available based solely on credit report data.  The higher the score, the lower the risk.  No score says whether a specific individual will be a "good" or "bad" customer.  The lender determines a score representing an acceptable level of risk.

REMIND participants that the FICO online score can be obtained by itself or as part of our OTS scorecard credit scoring process.
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graphic w/ text.  See slide.

	FICO® Score Factors

· Past payment history (35%)

· Amounts owed (30%)

· Length of credit history (15%)

· New credit (10%)

· Types of credit in use (10%)

Note:

Fair, Isaac recently made public the factors and their weights in the FICO online score.

REFER to the Fair, Isaac score factor information included in participants' books.  Review the information.

COMMENT that participants might also find this useful as consumers.
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	CB Report

· Subscriber inquiry information

· Demographic/personal identification including employment/salary

· Public record information

· Civil judgments or tax liens for 7 years

· Bankruptcies for 10 years

· Collection agency information

· Credit information/trade lines

· Type of account (individual, joint, co-signer)

· Status (manner of payment and history)

· Kind of business (e.g., auto, retail credit)

· Inquiries

· Special messages

· Suspected fraud

· Consumer message

Note:

EXPLAIN that a credit bureau report, from any of the three major reporting bureaus--Experian, Equifax, or Trans Union, will typically include the listed information.

POINT OUT that derogatory information (late payments, collections, civil judgments, etc.) typically remains in the file for 7 years, and bankruptcies for 10 years.

REFER participants to the Trans Union Credit Report Training Guide and related pages in their books.

REVIEW information contained in the handout to prepare for the questions to follow.
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	Credit Bureau Workshop

· How long does derogatory information stay on the CB? ______________________  

· How long can bankruptcies remain on the CB? ________________________________

· How long does good credit performance stay on the CB? ______________________ 

Note:

ASK participants to respond to the questions.

ADVANCE to the next slide to display the answers.
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	Credit Bureau Workshop

· How long does derogatory information stay on the CB? 


7 Years
· How long can bankruptcies remain on the CB? 


10 Years
· How long does good credit performance stay on the CB? 


May be indefinitely 

Note:

This slide appears in the PowerPoint® presentation; it does not appear in participants' books.

CLARIFY that derogatory information stays for 7 years from the activity.  For example, a delinquency in January, 1994 would still be considered until January, 2001. 

Bankruptcies may remain for 10 Years. 

Good performance may stay on the CB report indefinitely; thus, you may see credit cards going back 20 years. 
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	Credit Bureau Workshop

· What is an on-line empirica score? 

· What is the significance of the order of the factors for the empirica score?

Note:
ASK participants to respond to the questions.

ADVANCE to the next slide to display the answers.
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	Credit Bureau Workshop

· What is an on-line empirica score? 

· Indicator that delinquency may occur within the next 24 months

· What is the significance of the order of the factors for the empirica score?

· Declining order of relative impact

Note:

This slide appears in the PowerPoint® presentation; it does not appear in participants' books.

REVIEW responses.

REFER participants to the location of the answer in the training guide.
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	Credit Bureau Workshop

· What is MOP?

· Describe the following MOPs:

R01

C01

I05 

ASK participants to respond to the questions.

ADVANCE to the next slide to display the answers.
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	Credit Bureau Workshop

· What is MOP?

· Manner of payment for the last 12 months
· Describe the following MOPs:
· R01 


· Revolving credit; pays on time or not more than once past due

· C01 


· Line of credit/check credit; pays on time or not more than once past due

· I05 


· Installment credit; pays in more than 120 days from due date or >4 payments past due
Note:

This slide appears in the PowerPoint® presentation; it does not appear in participants' books.

REVIEW responses.

REFER participants to the location of the answer in the training guide.
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	Credit Bureau Workshop

Describe the following paypats: 

· 545543211111

· 11111111

· 1111111XXXXX

· XX1111X1

Note:

ASK participants to respond to the questions.

ADVANCE to the next slide to display the answers.
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	Credit Bureau Workshop

Describe the following paypats: 

· 545543211111 

· 5 mos. on time; 1 time 30 days late; 1 time 60 days late; 2 times 90 days late; 3 times 120 days late 

· 11111111 

· 
8 mos. on time


· 1111111XXXXX 

· 7 mos. on time; no report for 5 mos.

· XX1111X1 

· 2 mos. no report; 4 mos. on time; 1 mo. no report; 1 mo. on time
Note:

This slide appears in the PowerPoint® presentation; it does not appear in participants' books.

REVIEW responses.

REFER participants to the location of the answer in the training guide.
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	Credit Bureau Workshop

· Describe the meaning of the following 'MO 30/60/90' indicators:

· 12  00  00  00  _______________________________ 

· 19    1    1   5   _______________________________

· Under the inquiries section, what do the following codes indicate?

· B ____________

· F _____________

· D _____________

Note:

ASK participants to respond to the questions.

ADVANCE to the next slide to display the answers.
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	Credit Bureau Workshop

· Describe the meaning of the following 'MO 30/60/90' indicators:

· 12  0/  0/  0

· No times 30, 60, 90 days late in last 12 mos.

· 19  1/  1/  5   

· 1 times 30, 1 times 60, 1 times 90 days late in last 19 mos.

· Under the inquiries section, what do the following codes indicate?

· B - Banks/S&L

· F - Finance/personal

· D - Department, variety, other retail

Note:

This slide appears in the PowerPoint® presentation; it does not appear in participants' books.

REVIEW responses.

REFER participants to the location of the answer in the training guide.
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	What score do you want?

Red

Yellow

Green

Note:

ASK/DISCUSS what score is desired for green or go, red or no, and yellow or caution, more analysis needed.

POINT OUT that the OTS process begins in CSP, from which the credit bureau score is requested, and included in the OTS score.  CSP considers the CB score, plus several additional factors, to deliver an OTS score.

DISCUSS your association OTS cut-off scores, review triggers, and override processes as you consider appropriate.
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	Credit Presentation Guidelines:  Character

· Credit Request

· Marital Status

· Type of loan/product/tier

· Customer type (FT farm, PT farm)

· All applicants and relationships with one another

· Empirica score for all applicants

· Type and scope of operation     (# of acres, #of head)

· Type of business structure 

· Business Plan (financial, production, marketing) / management succession

· Management strengths/ weaknesses/opportunities

· Address adverse performance, bankruptcy / collection history

· Educational background/ experience / age

· Quality and type of business records / use of consultants

· Sources of management information

· Adopting new processes and technology profitably

· Using insurance for risk protection

Note:

REVIEW information on this slide.
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	Case Discussions

Note:

DISCUSS the case with participants, summarizing information gathered and verified.

DISCUSS what participants would include in the credit presentation for this credit.
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	Red Flags

· Misrepresentation in financials may indicate:

· Carelessness

· Lack of knowledge regarding the importance of the statement

· Dishonesty

· Inaccurate/false statements on past production or sales

Note:

EXPLAIN that "red flags" are issues that should raise a red flag, should be considered as negative warnings about the credit.  

REVIEW the information on the slide.  
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	Red Flags

· Accumulation of unpaid bills of long-standing or of many small bills, delinquent taxes, or judgments may indicate

· Disregard for financial obligations or 

· Poor financial management

· Frequent changes in marketing agencies, suppliers, or credit agencies, especially if outstanding obligations

Note:

REVIEW the information on the slide. 
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	Red Flags

· Bankruptcy, compromise of debts, and other legal means used to escape payment.  Consider reasons and circumstances.

· Transfers of property.  Assure lack of:

· Intent to evade repayment, or

· Misrepresenting assets to qualify for credit.

· "Hard luck" as an explanation for poor repayment may mean poor management.

Note:

REVIEW the information on the slide.

ASK if participants would like to add to the red flags list.  You also may wish to add you own red flags.
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	Summary:   
Gathering/Verifying Information

The major concepts in this section include:

· Identifying applicant information and reasons for gathering and verifying it 

· Determining applicant Character 

· Determining eligibility and scope of financing

· Reading/interpreting a credit bureau report

· Components of the Character credit presentation

Note:

REVIEW information on this slide.
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	Questions

Note: 

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

ASK participants if they have any questions.
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	Points to Remember

Note:

This slide is a facilitator cue and does not appear in participants' books.

INVITE participants to jot down points to remember.


	84

	Progress Check

Note:

This does not appear in participants' books.
 DISTRIBUTE progress check.

ALLOW appropriate time for participants to complete progress check.

REVIEW progress check with participants. 

POINT OUT that any incorrect answers are opportunities for review and learning.  

ASK participants to turn to the next tab.
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	Credit Analysis

Note:

TRANSITION to the credit analysis step.
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	Learning Objectives: 

Credit Analysis

After completing this section, you should be able to:
· Construct and analyze the financial statements 

· Balance sheet, adjusted and appropriately presenting special items 

· Earnings statement

· Post-close balance sheet

· Reconcile financial statements

· Analyze applicant capital, capacity, and collateral

· Set conditions
· Risk rate a variety of loans

Note:

REVIEW learning objectives for the credit analysis step.

CLARIFY that the "special items" include balance sheet items such as using cost or market to value items, valuing various assets, and how to recognize payables.
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	Credit Analysis

Analysis separates the credit factors into consistent and logical parts and studies their relationship to describe the credit risk 

of the applicant.  Proper credit analysis considers the important relationship between the five credit factors and the pitfalls of relying on just one factor.

Note:

READ this definition of the credit analysis step in the credit process.

	89

	The Balance Sheet
(Capital)
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	Credit has 5 C's

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

2. Capital - Financial condition

3. Capacity - Ability to repay requested financing

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

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

Note:

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

READ the second C and its definition as you display it.
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	Capital

Financial condition of the business measured by solvency and liquidity.

· Liquidity, solvency, and overall debt structure

· Income-producing ability and salability of assets

· Number and types of creditors and amounts, purposes, repayment terms, interest rates, and maturity dates of debts

· Sources and uses of funds, including cash and working capital reconciliations

· Financial position trend and identification of the source of progress--earnings, inflation, gifts/inheritance, sale of equity capital

· Contingent liabilities

Note:

READ information on this slide, which expands on the definition of capital.
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	A Balance Sheet is…

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

· Assets

· Liabilities

· Owner Equity/Net Worth

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

Note:

REMIND participants that we use the balance sheet as the primary information source to help us determine capital.

REMIND participants also of the Business entity accounting 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. This may create special issues for ag lenders regarding the structure of customers' operations.
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	Balance Sheet Issues

· Using cost/market valuation

· Year-end/annual statements

· Personal/business consolidated balance sheets

· Valuation of:

· Growing crops

· Inventories

· Raised breeding livestock

· Depreciable assets

· Leases--capital or operating

· Investment in other entities

· Accounts payable/notes payable

· CCC loans

· Deferred taxes

· Owner's equity/net worth

· Contingent liabilities

Note:

EXPLAIN that several issues may emerge as participants begin to examine the balance sheet.

READ the issues listed on this slide, which will be explored further in this course.

MENTION that the Farm Financial Standards Council (FFSC) has provided more detailed direction on these and other issues. 

POINT OUT your expectation for participants to be familiar with the FFSC standards.
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	Cost/Market Valuation

· Valuation of assets is very important to accurately represent the financial position and progress of the farm business.

· Valuation method selection is normally based on the:

· Nature of the item and 

· Relevance and reliability of the method of accounting for that item

· Market value is needed to give a current indication of financial position.

Note:

STATE that valuation--cost or market approach, is the first balance sheet issue.

READ information on this slide.
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	Cost/Market Valuation

· Establishing asset values--there is no perfect system:

· Market Value

· Historical Cost

FCS uses Market Value

Note:

EXPLAIN that, if two methods are equally relevant (that is, information makes a difference in the decision) and reliable (that is, representationally faithful, verifiable, neutral), then the method with the lowest cost to the preparer would probably be chosen.

ADD that FCS lenders generally use market value, not cost value.  However, we'll look specifically at several items.   
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	Valuing Capital Assets

MARKET VALUE METHOD

· Easier to calculate

· Truer representation of asset values

· Better representation of current financial position

HISTORICAL COST METHOD

· Original cost may be difficult to determine 

· Annual record keeping is needed

· Maintain two depreciation schedules - tax vs. accounting

· Easier to estimate accurately

· Reduced fluctuation in net worth

· Better evaluation of performance

Note:

EXPLAIN that, to analyze the credit, we want to determine the amount of cash, or its equivalent, that could be obtained by selling an asset in an orderly liquidation.

MENTION that proponents of market value cite  its advantages, including ease of calculation since historical cost is often not known or difficult for the farmer to calculate.

Opponents argue that market values are more difficult to estimate accurately, cause net worth or owner equity fluctuations that reflect "unrealized gains or losses" that are only achieved on liquidation of the capital asset base, therefore inconsistent with analysis on a "going concern" basis, and force computation of OE changes that are estimated and possibly temporary.

ADD that you'll later review the FFSC asset valuation guidelines.
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	Year-End/Annual Statements

· Choose a standard year-end balance sheet date, either:

· Calendar year or 

· Tax year

· Consistent date makes comparisons easier

· Accurate inventory quantities and values are crucial

Note:

POINT OUT the importance of choosing a standard balance sheet date.  Since the balance sheet is at a point in time, consistent dates will make comparisons easier and more accurate.  
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	Personal/Business Consolidated Balance Sheets

· Determination depends on owner's actual or intended use--business or personal. 

· Identify and analyze farm business items apart from personal items, especially if the farm business is primary or secondary source of repayment.

· Income from farm operation should not be distorted by personal income, expense, investments or debt.

· Consider materiality.

Note:

ADD that ag operations typically retain characteristics of the small, sole proprietor, family-operated business.
Most cases involve no legal separation between operator or the family and the farm business.

Larger operations and legal entities usually have business-only financial statements.  
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	Personal or Business?

ASSETS

· Personal residence, vehicles, household goods

· Savings/marketable securities/retirement accounts

· Life insurance cash value

· Source of asset

· Personal as % of total

LIABILITIES

· Credit card balances

· Education expenses, vacations, personal vehicles

· Income tax attributable to off-farm income

Note:

ASK participants to consider the listed assets and liabilities, and issues.

POINT OUT that FFSC recommends separating total business and total personal, and discourages commingling of personal/business assets into single line items, which interferes with analysis of the farm business.  If possible, allocate provision for income taxes between business and personal.

Farm Equity Manager (FEM) analysis software facilitates separation of combined information.
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	Valuation - Growing/Perennial Crops

· Annual crops - accumulate direct costs only and report this "investment in growing crops" on a cost basis.

· Note:  avoid double counting in prepaid expenses.

· Perennials require special consideration, whether in development or productive phases, and cost or market approach.

Note:

REVIEW information on this slide.  

EXPAND your comments relative to your association practices and/or marketplace.
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	Valuation – Inventories

· Harvested crops/raised livestock held for sale - market value less disposal cost

· Raised feedstuffs/crops - lower of cost or market, but market is acceptable 

· Purchased for resale- 

· Resale in same form - lower of cost or market, but market is acceptable

· Input to inventory for resale - lower of cost or market

· Purchased for use in production – cost

Note:

REVIEW information on this slide.  

EXPAND your comments relative to your association practices and/or marketplace.
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	Valuation - Raised Breeding Livestock

· Valuation Methods

· Full Cost Absorption

· Base Value

· Full Market Value

Clearly disclose the accounting method in financial statements

Note:

REVIEW information on this slide.  

EXPAND your comments relative to your association practices and/or marketplace.

NOTE that concepts regarding valuation are equally applicable regardless of whether livestock would be hogs, beef cattle, sheep, dairy cattle, llamas, goats, horses, mink, or other.
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	Valuation - Raised Breeding Livestock Full Cost Absorption

· All costs of raising livestock are allocated and accumulated, then capitalized and depreciated after the animal enters the breeding herd.

· Requires substantial record keeping

Preferred Method/Recommended by FFSC

Note:

REVIEW information on this slide. 

EXPAND your comments relative to your association practices and/or marketplace.

This method is preferred/recommended by FFSC and is in accordance with GAAP.
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	Valuation - Raised Breeding Livestock Base-Value Method
· A base value is established for various categories of raised breeding animals.

· Base value represents the cost of raising the animal/group of animals to current status.

· Affected by life cycle of the animals, and transfer points with changed valuations as animals progress to different categories.

Note

REVIEW information on this slide.  

EXPAND your comments relative to your association practices and/or marketplace.
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	Valuation - Raised Breeding Livestock

Full Market Value Method

· Changes in total values, price and quantity, are used to adjust cash sales of raised breeding stock and are included in gross revenues

Note:

Note:  Not recommended by FFSC

REVIEW information on this slide.

EXPAND your comments relative to your association practices and/or marketplace.
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	Problems with Valuing Raised Breeding Livestock

· Costly to administer Full Cost Absorption 

· Base Value Method using groups and limited transfer points is more manageable.

· Methods can vary by condition of herd, i.e.:

· Relatively stable - any method works except Full Market Value.

· Growing rapidly - Full Cost Absorption method is best.

· Both raised and purchased livestock--

· Record cost of PURCHASED livestock and depreciate non-recoverable portion
  

Use any valuation method for RAISED livestock

Note:

REVIEW information on this slide. 

EXPAND your comments relative to your association practices and/or marketplace.
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	Understanding Depreciation

· Cost allocation, not valuation

· Applies the Matching Principle - revenue offset with the cost to generate income

Adjustment of Earnings depends on accurate calculation of income (net of depreciation expense)
Note:

REVIEW information on this slide.

EXPAND your comments relative to your association practices and/or marketplace.

•Depreciation is the cost of an asset during its useful life.  

•Depreciation represents decline in value of assets as they are used up (expensed) in the process of generating income. 
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	Calculating Depreciation
· Depreciation method depends on purpose--tax reporting or financial accounting, and may vary among assets

· Methods

· Straight-Line

· MACRS

Note:

REVIEW information on this slide.  

EXPAND your comments relative to your association practices and/or marketplace.
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	Calculating Depreciation
· Straight-Line - Allocates an equal portion of the cost of the asset to each period of use

· Modified Accelerated Cost Recovery System (MACRS) - Property classified and depreciated at prescribed accelerated rate for each class, e.g., 200% declining balance

Note:

CLICK your mouse to display each bullet. 

READ the information on the slide for each bullet.

ADD that MACRS has been widely used for income tax returns because it reduces tax burden by recognizing a larger amount of depreciation expense earlier in the useful life of the asset.

POINT OUT that tax return depreciation does not necessarily represent the true "use cost."
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	Calculating Depreciation

Note:

REVIEW information on this slide, comparing depreciation amounts under the various methods.

EXPAND your comments relative to your association practices.
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	Calculating Depreciation

· Accelerated depreciation methods transfer the costs to expense more quickly than straight-line

· Result in more conservative measurements of net income

· No depreciation method is perfect

Note:

READ information on this slide.
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	Capital/Operating Leases

CAPITAL LEASE

· Noncancelable contract to make a series of payments in return for use of an assets for a specified period of time

· Either the asset transfers to the lessee or the lessee can purchase at a discount at the end of the lease

· Usually for 75% or more of the economic life or PV of lease payments > 90% of fair market value

OPERATING LEASE

· Rental arrangements

· Usually for periods much shorter than life of the leased asset

· Not entered on balance sheet, but lease payments are recorded as expenses on earnings statement

· Note to balance sheet 

Note:

REVIEW information on this slide.  
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	Recording Leases

CAPITAL LEASE
· Balance Sheet

· Asset 

Cost of the asset

Less:  accumulated depreciation

· Liability 

Remaining principal payments

Add:  accrued interest

· Income Statement - report interest portion only as expense

OPERATING LEASE

· Balance Sheet - No entry

· income Statement - report as expense 

Note:

REVIEW information on this slide.  
EXPAND your comments relative to your association practices and/or marketplace.

EMPHASIZE the importance or recognizing the effect of leases on cash flows.  

COMMENT on off balance sheet items and operating leverage.
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	Capital Lease Impact

Note:

POINT OUT that this is a simplified sample comparison of two farmers who have leased equipment.  Farmer 1 has an operating lease, which does not affect the balance sheet.  Farmer 2 has a capital lease, which hits both sides of the balance sheet.
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	Investment in Other Entities

· Farmers invest excess cash in other businesses for such reasons as:

· Earning revenues on idle cash until needed or 

· Diversification

· The other business is separate from the farm business, wholly or partially owned by the farm business or by the farm owners.

· The other entity (excluding marketing, supply, and finance co-ops) can be: 

· A corporation or other legal entity; 

· A privately owned small business; or

· Another farming operation 

Note:

REVIEW information on this slide.  

EXPAND your comments relative to your association practices and/or marketplace.
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	Investment in Other Entities

Note:

This slide depicts the FFSC recommendation regarding the preferred accounting method relative to the investment situation.

EXPAND your comments as relevant to your association operations and/or marketplace.
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	Accounts Payable/ Notes Payable

· Accounts Payable - amounts owed for goods and services, usually within 12 months (current liability).

· Notes Payable - amounts owed, usually under terms of a promissory note.

· May be current/non-current liabilities, or both, depending on the promised payment date relative to the current reporting period.

Note:

REVIEW information on this slide.

EXPAND your comments relative to your association practices and/or marketplace.
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	CCC Loans

· Because the CCC loan effects OE%, both the asset and liability should be shown on the balance sheet:


Not netted.  

· Show collateral on the balance sheet at the higher of market value or the loan rate.  

· Show the loan principal as a current liability.  

· Show accrued interest

Note:

REVIEW information on this slide.

EXPAND your comments relative to your association practices and/or marketplace.

ASK if anyone can describe the CCC loan arrangement. 

EXPLAIN or RESTATE that CCC or the Commodity Credit Corporation is a federal corporation formed to finance public price supports for agricultural commodities.  The CCC purchases, sells, stores, transports, and subsidizes such commodities.

Agricultural producers can place crops under loan with CCC at a set "loan rate" for a period up to 9 months.  The producer has the option of either repaying the loan plus accrued interest or forfeiting the crop to CCC and keeping the loan proceeds (no interest charged).
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	CCC Loans Netted
Note:

POINT OUT that this method--the loan netted, is not recommended.  It just doesn't appear on the balance sheet.
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	CCC Loans Netted
Note:

POINT OUT that this method--the loan netted, is not recommended.  It just doesn't appear on the balance sheet.
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	CCC Loans Not Netted
Note:

POINT OUT that this method is recommended by FFSC.  It paints a more realistic picture of the customer's current assets and liabilities--$200,000 more in assets; $200,000 more in liabilities.
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	Deferred Taxes
· Tax liability arising from differences between

· Balance sheet values of certain assets/liabilities and

· Tax basis of these assets/liabilities

· A future event (sale, for example) will result in tax payable/credit

· Calculate both current and non-current tax liabilities and/or tax assets to reconcile to the tax basis of the balance sheet, regardless of the cost or market basis of valuation. 

Note:

REVIEW information on this slide.

EXPAND your comments relative to your association practices and/or marketplace.

EXPAND on the issue.  If all assets could be liquidated for exactly the amount shown on the balance sheet, and if all liabilities could be satisfied by payment of exactly the amount shown on the balance sheet, two questions arise:

1. How much taxable income would result?

2. What would be the resulting tax liability?
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	Calculating Deferred Taxes
Basic calculation:



Balance sheet value



Less:  tax basis 



Taxable Gain (Loss) x tax rate (federal, state, local, FICA)

· Current portion of deferred taxes

· Non-current portion of deferred taxes related to base value treatment of:

· Raised breeding livestock and 

· Certain installment notes receivable

· Non-current portion of deferred taxes related to other non-current assets

Note:

READ information on this slide.

EXPAND your comments relative to your association practices.

FFSC standards provide detailed guidance.
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	Deferred Tax Problems

· Measurement of income subject to deferred taxes requires additional record keeping

· Setting initial values or researching original costs

· Determining appropriate tax rate 

Note:

READ information on this slide.
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	Contingent Liabilities

· Sources

· Legal debt obligations, guarantees, co-signed loans, etc.

· Pending litigation

· Pending contracts

· Considerations

· Likelihood of required payment (risk in loan)

· Type of guarantee (50% Vs. unlimited)

· Cash flow margin to support added payments

· Contingent liabilities vs. net worth

Note:

REVIEW information on this slide.  

EXPAND your comments relative to your association practices.


	127

	Specific FFSC Recommendations:

· Principal debt due within 12 months - current liability

· Cash value of life insurance - non-current asset

· Loans to family members - liability based on characteristics of notes

· Retirement accounts - non-current asset

· Current portion of deferred tax assets/liabilities - current assets/liabilities

Note:

ADD that FFSC makes specific recommendations regarding certain items to be recorded on the balance sheet.
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	Asset Valuation Guidelines
FFSC Recommendations
Note:

EXPLAIN that this table summarizes the asset valuation guidelines found in the FFSC recommendations.
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	Analyzing Net Worth   

· The excess of assets over liabilities

· The amount of any owner's net investment in a business plus profits from successful operations, which are retained in the business

· Net Worth is comprised of:

· Contributed capital

· Retained earnings

· Valuation equity

Note:

READ information on the slide.
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	Types of Net Worth   
· Contributed Capital - amount of money invested in the business by the owners.
· Retained Earnings - accumulated net earnings of the business, which have not been withdrawn or distributed.  

· Valuation Equity - difference between book value and market value of farm assets, adjusted for non-current deferred taxes.

Note:

READ information on this slide.
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	Problems with Analyzing Net Worth
· Identifying farm vs. non-farm assets

· Contributed capital in consolidated statements

· Retained earnings in consolidated statements

· Valuation equity in consolidated statements

Note:

READ information on this slide.

ASK participants for other issues/problems.
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	Adjusting the Balance Sheet

· Based on your verification and consideration of valuation issues, adjust the balance sheet in preparation for analysis.

· Don't mark the original

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

Note:

POINT OUT that after verifying balance sheet information and considering valuation issues, the balance sheet should be adjusted prior to analysis.
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	Understanding the Trend

· Trending reveals significant changes.

· Working capital and owner equity should be stable or improving.

· Source of financial progress should be business operations; should be expected to continue.

· Direction of change

· Rate of change--dollars and percent

· Insight into rate of growth (compared with inflation)

Note:

READ information on this slide.

POINT OUT that balance sheet information and income statement information are more useful in comparison over time.
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	Understanding the Trend Example
Note:

INDICATE that this slide displays a sample from Farm Equity Manager (FEM).

DRAW ATTENTION to the debt to equity ratio trend.

POINT OUT that the favorable trend over time makes this ratio more significant and meaningful than any one-year considered by itself. 

NOTE the steady improvement in years 1993 through 1997, and stability in 1997 and 1998. 
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	Developing a Post-Close Balance Sheet

· Why do we want one?

· Picture of financial condition as if transaction complete

· More accurate analysis for underwriting standards compliance

· Use only for significant transactions (Differential Analysis)

Note:

ASK why we'd want a post-close balance sheet.

CLICK your mouse to display the responses.

READ the responses.
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	Making Post-Close Balance Sheet Adjustments

· Decrease cash if down payment applied in purchases

· Decrease machinery values if machinery sold

· Increase machinery values if equipment purchased

· Eliminate debt owing to another lender if Farm Credit is refinancing

· Increase land values if land purchased

· Increase debt for intermediate/long-term assets purchased

· Ensure correct allocation between current principal and remaining debt for new debt or reamortizations

· Re-total and calculate any changes to net worth

Note:

READ each bullet point.
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	Post-Close Balance Sheet Adjustments Example

Note:

REVIEW this example with participants, explaining the adjustments for the four aspects of the transaction.

SUMMARIZE by pointing out that developing a post-close balance sheet reveals the projected financial position of the customer after the transaction.  

NOTE that the four transactions result in an increase in assets by $130,500 and liabilities by $130,500.  Note further that current assets decline by $14,400, which will affect working capital.  
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Balance sheet.  See slide.  Some of it below.

1) Purchased land for $141,000 ($20,000 cash down, $121,000 financed)
(2) Machinery sold at book value of $8,000

(3) Machinery purchased for $12,000 ($2,400 cash down, $9,600 financed)

(4) FCS refinance 100% of $80,000 mortgage loan to First National Bank



	Underwriting Standards

· Provide measurements to evaluate individual loan quality

· Support the loan decision

· 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

Note:

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

DISTRIBUTE the financial analysis ratios table. 

INDICATE that direct lender associations are required to 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 perform basic financial analysis.

DISCUSS with participants your association underwriting standards, as appropriate.
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	Analysis Ratios

· Analyzing credit factor ratios contributes to assessing business risk

· May indicate specific credit concerns

· Apply analysis ratios/enterprise guidelines to adjusted borrower financial information to evaluate credit factors.

· For capital/term loans, apply on a post-closing basis.

Note:

EXPLAIN that the underwriting standards relate to analysis ratios.

READ information on this slide.

DISTRIBUTE the Ratios Summary table.  

RECOMMEND that participants use the table to summarize the results of their case study analysis.
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	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

Note:

READ information on this slide.

REFER participants to the handout on "Eligibility and Scope of Financing Guidelines" for definitions of contract and integrated producers.
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	Balance Sheet Measures

· Liquidity 

· Working Capital

· Current Ratio

· Working Capital/AGI %
· Solvency

· Net Worth

· Owner Equity %

Note:

EXPLAIN that participants will analyze the balance sheet to determine liquidity and solvency.
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	Capital – Liquidity


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

· Working capital (WC)

· Current ratio

· WC / AGI %

Note:

ASK/REMIND participants of the definition of liquidity.

CLICK your mouse to display the definition.

READ information on the slide, adding that you will be working with three measures:  working capital, current ratio and WC/AGI %.  
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Balance sheet.  See slide.

	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

Note:

READ the ratio and other information on the screen.

ASK participants to calculate working capital based on information in the base.  Allow time to perform the calculation.

ASK for a participant to provide the answer.

REVIEW the calculation using case numbers.

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

SUGGEST that participants record working capital on their handouts. 
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	Current Ratio


Total current farm assets


Total current farm liabilities

· Expressed as XX:1

· Indicates  the extent to which current farm assets, if liquidated, would cover current farm liabilities.

· Higher ratio = greater liquidity

· Guideline:

· Farm > 1.5 : 1

· Part-Time Farm 1 : 1

Note:

READ the ratio and other information on the screen.

ASK participants to calculate the current ratio 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.

REVIEW the calculation using case numbers.

ASK participants how the current ratio compares with the guideline.

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

SUGGEST that participants record working capital on their handouts. 
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	WC / AGI %

Working Capital

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

Note:

READ the ratio and other information on the screen.

EXPLAIN that participants should be aware of this ratio and that it will be calculated later, after preparing the Earnings Statement.
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Balance sheet.  See slide. 



	Emphasis on Working Capital

· The "lifeblood" of the business

· Indicates short-term financial strength to meet short-term obligations 

· Identifies risk management ability

· More WC = more independence from lender

· Aids in identifying loan structure

· Trends are a key barometer of health of the farm enterprise 

· How much working capital is necessary for the operation?

Note:

READ the bullet points, explaining the usefulness of working capital information.

DISCUSS the last question relative to the case and the guideline.
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	Capital – Solvency
· Measures the amount of debt, commitments, and other expense obligations relative to the amount of assets

· Measures ability to repay debts if all assets sold

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

· Net Worth

· Owner Equity %

Note:

EXPLAIN that a second measure of capital is solvency.

ASK/REMIND participants of the definition of solvency.

READ information on the slide.

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

Note:

READ the ratio and other information on the screen.
REMIND participants that this goes back to the accounting equation--assets minus liabilities equals net worth.

ASK participants to calculate owner equity based on information on the balance sheet they have already prepared.  Allow time to perform the calculation.

ASK for a participant to provide the answer.

REVIEW the calculation using case numbers.  

ASK participants what they think of this level of net worth for the case.

SUGGEST that participants record net worth on their handouts.
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	Owner Equity %

Net Worth    
Total Assets

· Measures portion of business financed by owners.

· Core Standards:

· Farm > 50%

Note:

READ the ratio and other information on the screen.

ASK participants to calculate the owner equity percent based on information on the balance sheet they have already prepared.  Allow time to perform the calculation.

ASK for a participant to provide the answer.

REVIEW the calculation using case numbers.

ASK how the result compares with the standard.

SUGGEST that participants record owner equity % on their handouts.


	150

Graphic:

balance sheet.  See slide.


	Credit Presentation Guidelines: Capital

· Working Capital (WC) needs

· Available WC

· WC/AGI% relative to standard

· WC strengths and weaknesses

· Earned Net Worth (NW) Vs. Asset Appreciation

· % Earned Net Worth (NW) to Total NW

· OE % relative to standards

· Net worth strengths and weaknesses

· Marital assets

· Number and types of creditors

· Contingent liabilities

· Trends in WC and OE %

· Risk Mitigators

Note

REVIEW the credit presentation guidelines for capital.
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	Case Discussion

Note:

This slide does not appear in participants' books.

DISCUSS the case with participants, noting information analyzed at this point.  Also discuss items to be addressed in the credit presentation.
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	Red Flags

· OE % < standard

· Negative trends in WC or OE

· Improper debt structure

· Excessive use of multiple creditors

· Majority of net worth based on re-evaluation of assets

· Asset base heavily weighted with value added stock

Note:

REVIEW the information on the slide.  You may wish to ask participants for additional red flags and/or add your own red flags.
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	Questions?

Note:

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

ASK participants if they have any questions.
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	Earnings Statement 
(Capacity)

	155

	Credit has 5 C's

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

2. Capital - Financial condition

3. Capacity - Ability to repay requested financing

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

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

Note:

POINT OUT that the class will now move on to capacity, keeping in mind that the five C's are not addressed in isolation, rather woven throughout the lending process.

READ the short definition of capacity.
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	Capacity
· Profitability and repayment ability

· Repayment of term loans from earnings

· Adequate margin for capital expenditures, other requirements, and contingencies

· Operational efficiency

· Actual and projected cash flow

· Sustained earnings

· Production trends

· Economic outlook for the enterprise

Note:

READ the expanded definition of capacity.
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	An  Earnings 

Statement  is . . . 

· A 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).

Note:

READ the definition. 

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

POINT OUT that the income statement is designed to reflect results of business operations.
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	Earnings Statement . . . 
its Components

Net Income  

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

· Increase/decrease in net worth resulting from operations

Note:

READ information on the screen.  

DISTRIBUTE the DIST 4409 - 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 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.
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Earnings statement.  See slide.

	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

Note:

EXPLAIN that we continue to use income tax returns as the source of information to develop an earnings statement.

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

READ the reminder at the bottom of the slide.

Earnings statement and balance sheet dates must match or be otherwise reconciled.
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	Case Study

Note:

This slide does not appear in participants' books.

ASK participants to complete the Earnings Statement, using the income tax returns provided with the case study.  It is recommended that you complete the Earnings Statement as a class exercise. 
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	Cash/Accrual Basis Accounting

· Cash recognizes income when received and expense when paid

· Individuals and small businesses

· Accrual recognizes income earned but not yet collected and expenses incurred but not yet paid

· Larger businesses

Note:

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

•Cash information will automatically fly from the left.

•Accrual information will automatically fly from the right.

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

SUMMARIZE by stating that cash basis can be described as "when the check comes or goes," and  accrual basis, as "when it's purchased or sold."


	162

	Cash Basis Income Statement Can Be Misleading

· Understates net income when:

· Producing goods not yet sold for cash

· Paying expenses belonging to other years

· Overstates net income when:

· Receiving cash for products not yet produced

· Incurring expenses not yet paid for in cash

Note:

READ information on this slide.  

SUMMARIZE by stating that cash basis doesn't match revenue with expenses. 
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	Cash Vs. Accrual

Accrual produces correct measure of net 

income, but most producers will continue to 

use cash because:

· Cash basis offers more flexibility in tax planning


ASK which method participants' customers typically use. 

STATE that cash basis accounting is the dominant method used in agriculture.
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	Accrual Basis

· Facilitates most accurate determination of earnings:

· Need beginning and ending balance sheets to calculate accrual adjustments

· Mixing historical cash and accrual earnings statements is inappropriate analysis

Note:

READ information on this slide.

INDICATE that accrual basis accounting is more accurate because it takes into consideration the changes in inventories, payables, receivables, etc.  --items typical of farming operations.
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	Cash to Accrual 
Income Adjustments
· Accounts Receivable

· Feed and crop inventory

· Market livestock inventory

· Commodity (hedging) account equity

· Other current assets (except cash)

· Breeding livestock inventory

Note:

INDICATE that, to get a clearer picture of capacity, we often need to adjust from cash basis to accrual basis.

POINT OUT that, on the income side, participants may need to adjust for the items listed.

READ the list.
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	Cash to Accrual Expense Adjustments

· Accounts Payable

· Accrued taxes payable

· Accrued interest payable

· Accrued rent/lease payments

· Prepaid expenses and supplies

· Growing crops

· Other current liabilities (except loans)

Note:

POINT OUT that, on the expense side, participants may need to adjust for the items listed.

READ the list.


	167

	Learning Exercise:
Cash to Accrual Adjustments

Note:

This slide does not appear in participants' books.  It is included in the PowerPoint® presentation as a cue to the facilitator.

REFER participants to the cash to accrual adjustments exercise in their workbooks.

REVIEW the example adjustments, whether the adjustment increases or decreases the cash starting amount.  Verify understanding and provide examples as needed.

ADJUST from cash to accrual, using the exercise in the participants' books.

INSTRUCT participants to . . . 
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	Capital Debt Repayment Capacity
Four basic components:

· CDRC - Capacity

· Demands on CDRC

· CDRC Margin

· CDRC Margin Percent

· CDRC Percentage

Note:

This slide does not appear in participants' books.

REMIND participants that they learned in Credit 100 the four basic components of CDRC analysis.

READ the four components, plus CDRC margin percent.
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	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.

Note:

READ the calculation and other information on the slide.

ASK participants to calculate CDRC based on case study information. 

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

ALLOW time to perform the calculation.

ASK for a participant to provide the answer.

REVIEW the calculation.

SUGGEST that participants record CDRC on their handouts.
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Earnings statement.  See slide.

	Demands on CDRC
Principal on capital debt

+ Interest on capital debt

+ Capital Asset Replacement (CAR)

+ Working Capital Deficiency

Note:

READ the calculation and other information on the screen.

EXPLAIN that, first, we need to calculate capital asset replacement or CAR and working capital deficiency.
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	Capital Asset Replacement (CAR) or Use Cost

(10-15% x machinery value)

+ (5% x 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%.

Note:

READ the calculation and other information on the screen.

POINT OUT that this is the "Use Cost" referred to earlier during our discussion of depreciation.

ADD that depreciable facilities would typically include specialized facilities, such as found in expansions and/or larger operations.  These assets could also have higher replacement or use cost.

ASK participants to calculate CAR based on case study information. 

ALLOW time to perform the calculation.

ASK for a participant to provide the answer.

REVIEW the calculation.

ASK participants to enter the correct answer on line 11 of the reverse side of the Earnings Statement.

SUGGEST that participants record the solution on their handouts.
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	Working Capital Deficiency

WC Target (15% of AGI for traditional farm loans)

- Actual WC 

· If Actual is less than Target, a deficiency exists

Deficiency

   4

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

Note:

READ the calculation and other information on the slide.

POINT OUT that WC targets are established for industries.  See Enterprise Guidelines.

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.

REVIEW the calculation.

ASK participants to enter the correct answer on line 12 of the reverse side of the Earnings Statement.

REMIND them to add the deficiency divided by 4 to the demands on CDRC.

SUGGEST that participants record the result on their handouts.
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	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

Note:

READ the calculation and other information on the screen.

ASK participants to calculate CDRC margin on the back of the earnings statement.

ALLOW time to perform the calculation.

ASK for a participant to provide the answer.

REVIEW the calculation.

ASK participants to enter the correct answer on line 14 of the reverse side of the Earnings Statement.

SUGGEST that participants record the result on their handouts.
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	CDRM/AGI %

CDRM

AGI

· Measures the sensitivity of customer capacity compared with gross income.

· Guideline:  > 5%

Note:

READ information on the slide.

ASK participants to calculate the percentage and to share the result.

REVIEW the correct calculation.

ASK participants how the result compares with the guideline.

SUGGEST that participants record the solution on their handouts.
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	CDRC Percentage

CDRC

Demands on CDRC

· Measures overall repayment capacity as a percentage.

· Core Standard:  > 115%

Note:

READ the ratio and other information on the screen.

ASK participants to calculate CDRC percentage on the back of the earnings statement.

ALLOW time to perform the calculation.

ASK for a participant to provide the answer.

REVIEW the correct solution with participants.

ASK participants to enter the correct answer on line 15 of the reverse side of the Earnings Statement.

ASK participants how the CDRC percentage compares with the standard.

SUGGEST that participants record the result on their handouts.
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	CDRC

Note:

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


	177

Graphic:

Pie chart.  See slide.


	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

· ROA

· ROE

Note:

READ information on the slide.

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

REVIEW correct numbers with participants.

SUGGEST that participants record these numbers on their handouts.

ASK participants to explain the significance of net farm income and earnings.
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	ROA


NFIFO


+ Farm interest expense 


- Withdrawals for unpaid labor/management

Average total farm assets

· Overall index of profitability - earning power of assets

· Guideline:  > 5% 

Note:

READ information on this slide, adding that a higher ROA value indicates greater profitability.

ASK participants to calculate ROA and ADD that average total farm assets is calculated as the average of the assets at the beginning of the period and assets at the end of the period. 

ALLOW time to perform the calculation.

ASK for a participant to provide the answer.

REVIEW the correct calculation with participants.

ASK participants how the result compares with the guideline.

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

SUGGEST that participants record the correct answer on their handouts.
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	ROE


NFIFO


- Withdrawals for unpaid labor/management


Average total farm Equity

· Overall index of profitability - earning power of equity

· Guideline:  >ROA 

Note:

READ information on this slide.

ASK participants to calculate ROE. and ADD that average total farm assets is calculated as the average of the assets at the beginning of the period and assets at the end of the period. 

ALLOW time to perform the calculation.

ASK for a participant to provide the answer.

REVIEW the correct calculation.

ADD that a higher ROE normally indicates greater profitability, 

but may also indicate undercapitalized or highly leverage business.

ASK participants how the ROE compares to the guideline.

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

SUGGEST that participants record the answer on their handouts.
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	Linkage of Financial Statements

Note:

EXPLAIN that the financial statements bear a relationship to one another.

POINT OUT that a difference between the balance sheet as of 12/31/x1 and the balance sheet as of 12/31/x2 should be found in the income or loss in the income statement for the period 1/1/x2 through 12/31/x2.

Reconciling the balance sheets using the income statement or the statement of owner equity is another step or reality check in our analysis.
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	Net Worth Reconciliation

· What does it mean to "reconcile" financial statements? 

· What is earned net worth change? 
· Why is this an important part of the credit decision on new or higher risk accounts?

Note:

REMIND participants that . . . 
•Increases in net worth result from:

1.  Profitable operations/earning net income

2.  Increased owner investment

•Decreases in OE result from:

1.  Unprofitable operations/business losses

2.  Withdrawals of the owner

ASK participants to define "reconcile."  

ADVANCE to next slide to display the answer.
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	Net Worth Reconciliation

· What does it mean to "reconcile" financial statements? 

· Compare the beginning and ending Balance Sheets for the period/year, using the Earnings Statement for the same period to explain any difference. 

· What is earned net worth change? 

· Why is this an important part of the credit decision on new or higher risk accounts?

Note: 
AFFIRM responses and restate that reconcile means to compare and balance the Balance Sheet from the beginning of the period/year with the Balance Sheet from the end of the period/year using the Earnings Statement for the same period to explain any difference. 

ASK participants to define "earned net worth change."

ADVANCE to the next slide to display the answer.
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	Net Worth Reconciliation

· What does it mean to "reconcile" financial statements? 

· Compare the beginning and ending Balance Sheets for the period/year, using the Earnings Statement for the same period to explain any difference.  
· What is earned net worth change? 

· Change in net worth attributable to income/loss from operations

· Why is this an important part of the credit decision on new or higher risk accounts?

Note:

AFFIRM responses and restate that "earned net worth change" is exactly what it suggests--an increase or decrease in net worth earned or lost to operations as opposed to a re-evaluation of assets or an infusion of capital.

ASK why this is important to the credit decision.

ADVANCE to the next slide to display the answer.
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	Net Worth Reconciliation

· What does it mean to "reconcile" financial statements? 

· Compare the beginning and ending Balance Sheets for the period/year, using the Earnings Statement for the same period to explain any difference.  
· What is earned net worth change? 

· Change in net worth attributable to income/loss from operations

· Why is this an important part of the credit decision on new or higher risk accounts?

· Assess profitability and operator's ability to increase OE through business activities

· Ensure repayment from profits of the operation, not market appreciation of assets

· Determine adequacy of earnings

Note:

AFFIRM responses and restate that the reconciliation is important to:
•Assess profitability and the operator's ability to increase owner equity through activities of the business.

•Ensure repayment from the profits of the operation, not market appreciation of assets.

•Determine adequacy of earnings.
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	Net Worth Reconciliation
Note:

READ text box information.
REFER to displayed screens to explain the reconciliation.

Graphic:

Computer screen of accounting program and a text box with the words: 

Earned Equity within
Farm Equity Manager.

These two worksheets

in FEM are equivalent 

to a manual reconciliation.
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	Net Worth Reconciliation


Statement of Owner Equity

Note:
EXPLAIN information displayed. 
ASK where's the first place to look if an account is not reconciling?  Owner withdrawals.

Graphic:

Computer screen of accounting program and a text box with the words:

The Statement of Owner Equity is an alternative reconciliation tool.  This statement requires accrual data / year-end balance sheets along with all capital purchases and sales. The variance is not reconciled.  
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	Learning Exercise:  


Net Worth Reconciliation

Note

This slide is a facilitator cue; it does not appear in participants' books.
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	Credit Presentation Guidelines: Capacity

· Cash or accrual accounting

· Is the operation expanding? Contracting? Static?

· Source of earnings - Farm/non-farm/commercial

· Type of projection-- averages/validating customer submitted information

· Reconcile future projection to historical actual

· Discuss micro and macro economic factors affecting capacity

· Sensitivity analysis

· Family withdrawals

· Reliance on government programs, subsidies or non-business support

· Adequacy of CAR/appetite for capital

· Use of insurance

· Repayment plan

· Past and current business trends

· Planned capital expenditures and payment for them

· Liquidity analysis of WC

· WC deficiency

· Risk mitigators

Note:

REVIEW information on this slide.
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	Financial Efficiency Ratios

· Measures 

· Intensity with which business uses assets to generate revenues

· Effectiveness of production, purchasing, pricing, financing, and marketing decisions

Note:

READ information on this slide.
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	Financial Efficiency Ratios

· Four ratios reflecting the relationship of expense and income to gross revenues 

· Operating Expense Ratio

· Depreciation Expense Ratio

· Interest Expense Ratio

· Net Farm Income from Operations (NFIFO)

· Represent the composite of value of farm production

Note:

READ information on this slide.
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	Financial Efficiency Ratios
· Operating Expense Ratio
· (Total operating expenses - Depreciation - Interest expense)

· Value of Farm Production (VFP)

· Depreciation Expense Ratio
· Depreciation expense

· VFP

· Interest Expense Ratio

· Total farm interest expense

· VFP

· Net Farm Income From Operations (NFIFO) Ratio

· Net farm income from operations (NFIFO)

VFP

Note:

READ information on this slide.

ASK participants to individually calculate the ratios or conduct this as a class exercise.

REMIND them that the sum of all four ratios should equal 100%.

ALLOW time for participants to calculate the ratios.

ASK participants to provide the results.

REVIEW calculations with participants, verifying that the results of the four ratios total 100%.

SUGGEST that participants record the results on their handouts.
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	Key Financial Efficiency Ratios
DISCUSS the significance of the changes in each ratio--positive and negative, how significant.
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Computer accounting program.  See slide.


	Case Discussion

Note:

This slide is a facilitator's cue; it does not appear in participants' books.
DISCUSS the case with participants, noting key analysis points. 

ASK participants for an indication of their evaluation of the credit at  this point--approve, deny, or unsure.  
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	Red Flags

· History of losses

· Declining net income

· High operating expense ratio (negative trends)

· High interest expense ratio (negative trends)

· Excessive family living withdrawals

· Weak ROA/ROE

· Below average production

· Excessive non-farm debt obligation

· Dependence on off-farm income

Note:

REVIEW the information on the slide.  You may wish to add additional red flags.
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	Red Flags
· Dependence on government payments

· Unusually low/high repair expense

· High levels of feed purchases

· Applicant's unwillingness to fully disclose income information

· Income not keeping up with growth (sustainable growth concept)

· Weakness in basic industry affecting overall income

· Others?

Note:

REVIEW the information on the slide.  You may wish to add additional red flags.
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	Collateral
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	Credit has 5 C's
1. Character - Customer integrity and ability to manage the enterprise financed

2. Capital - Financial condition

3. Capacity - Ability to repay requested financing

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

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

Note:

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

POINT OUT that we've addressed the first four C's already and need to look at Collateral.

READ the short definition of Collateral.
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	Collateral

· Secondary source of repayment

· 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.

Note:

READ information on this slide.
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	Collateral

· Determine collateral needs based on careful analysis of the other four credit factors and the perceived loan risk

· Obtain and use acceptable collateral evaluation reports

· Properly consider environmental risk

· Analyze market value

· Assess the production earnings capacity of real estate collateral as needed to support proper loan structuring and as required by regulations

· Recognize circumstances under which unsecured credit may be appropriate

· Update collateral information when needed

Note:

READ information on this slide.
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	Collateral
Collateral life should be equal to or greater than the loan term.
Note:

READ information on this slide.
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	Collateral - Loan/AV

Loan amount

Appraised Value (AV) of collateral asset

· Represents level of lending compared to collateral value.

· Core 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%

Note:

READ the ratio and other information on the slide.

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

ASK participants to calculate loan to AV percent.

ASK for the solution.

REVIEW results.

ASK participants how the result compares with the guidelines.

SUGGEST that participants record the result on their handouts.
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	Collateral - Debt Coverage Ratio (DCR)

· Measures the real estate property's ability to generate income sufficient to repay the loan it secures.

· Tool for determining appropriate structure

· Type and expected life of the asset financed

· Repayment terms appropriate for customer and asset financed

· Customer loan structuring alternatives

· Desired DCR of 100% or 1:1

· Use on real estate loans > $100,000

Note:

READ the ratio and other information on the slide.

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

ASK participants to calculate DCR.

ASK for the solution.

REVIEW solution with participants.

ASK participants how the result compares with the desired DCR.

SUGGEST that participants record the result on their handouts.
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	DCR Considerations

· If the proposed loan does not satisfy 1:1 DCR, consider these options to reduce risk:

· Add collateral

· Structure two loans (long-term and intermediate term)

· Shorten loan term

· Increase payment frequency

Note:

READ information on this slide.

	204

	Collateral

· What is cross-collateralization? 

What types of loans would you generally cross-
· collateralize?
Note:

ASK participants to respond to the questions.
	205

Graphic:

Computer accounting program.  See slide.

	Collateral

· What is cross-collateralization? 

· To secure a debt with collateral from another separate debt  

· When two loans are cross-collateralized, the individual collateral from each loan serves as collateral for both

· What types of loans would you generally cross-collateralize?  

· When structuring additional operating or IT loans to a borrower, cross-collateralize the loans to ensure adequate collateral protection for the aggregate outstanding balance

Note:

READ responses. 
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	Credit Presentation Guidelines: Collateral 

· Secured, unsecured or partially secured?

· Nature of collateral

· Type of valuation

· Real estate--% of improvements vs. land

· Condition of collateral

· Location of collateral

· Inspected by the collateral evaluator?

· Compliance to standards?

· Economic life of collateral vs. term of loan

· Economic obsolescence

· Lien priority

· Collateral risks/salability

· Present and future environmental concerns

· Zoning or use restrictions

· Depreciation rates

· Debt coverage ratio

Note:

READ information on this slide.
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	Case Discussion

Note:

DISCUSS the case with participants.  

ASK for their evaluation of the credit at this point.
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	Red Flags

· Undersecured collateral position

· Secondary collateral positions

· Highly specialized collateral

· Poor quality/condition

· High economic obsolescence

· Environmental concerns

· Unusual or unique (hard to sell) real estate

· Poorly located security

· Low productivity

· Highly improved small tracts

· Poorly managed/highly erodible property

· High loan/AV levels

Note:

REVIEW the information on the slide.  You may wish to add additional red flags.
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	Conditions
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	Credit has 5 C's

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

2. Capital - Financial condition

3. Capacity - Ability to repay requested financing

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

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

Note:

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

REMIND participants of course progress through the 5 C's. 

READ the short definition of Conditions.
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	Conditions

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

· Based on creditworthiness and risk areas as determined by analyzing the other four credit factors.

· Documented in covenants--legal documents to enforce the loan conditions

Note:

READ the additional information on Conditions.
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	Why use Conditions / Loan Covenants?

Conditions/covenants set expectations to achieve/maintain:

· Full and timely disclosure/reporting of information

· Net worth

· Asset quality

· Protection of claims on security

· Cash flow adequacy

· Controlled growth

· Management quality

· Assurance of legal existence and going concern

Note:

ADD the following:
1. Full disclosure - to make competent, ongoing lending decisions, the account officer must have an accurate perception of the farm business and the factors which will affect its performance.

Representation and warranty clauses address this objective.

2. Preservation of net worth - a farm's basic financial strength and ability absorb financial risk lies in its net worth.  Provisions assure growth and continued strength of that net worth.  

Covenants placing limits on uses of loan proceeds and/or restrictions as to additional borrowing meet this objective.

3. Maintenance of asset quality - asset value represents two major factors of importance to the lender:  earning power and liquidation value.  In either case, it's to the lender's advantage to require high standards of asset quality.

Covenants that restrict use of borrowed funds or affirm that sound management will be employed.  Requiring the right to inspect the premises will allow quality to be monitored.

4. Protection of claims on security - protect both their value of and the right to those assets held as security.  They are used to help provide periodic evidence to the lender that the items held as security are kept in proper condition in order to maintain their assumed value.  These also protect against the borrower giving pledged securities as collateral to other lenders.

This objective is met as a secondary purpose of provisions within many categories.

5.  Maintain adequate cash flow - Necessary for timely repayment of debt obligations.  These provisions are used to help protect the cash flow as well as give the loan officer advanced warnings of such problems.
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	Blank slide

Note:

Covenants that restrict the use of loan proceeds, additional borrowing, and require disclosure of current production performance are all used to satisfy this objective.
6.  Control of growth - over-expansion of a farm operation can lead to cash flow and liquidity problems, insufficient resource management, and production inefficiencies.  It is in the interest of both the borrower and the lender to maintain growth in an orderly manner.  The provisions used here will help to provide a clear understanding with the borrower on the limits of its growth.

Covenants that place limits on the use of loan proceeds, such as capital purchase restrictions, and additional borrowing are used to satisfy this objective.  Requiring disclosure of business records periodically will allow the lender to monitor growth.

7.  Management quality - success of the lender/borrower relationship depends heavily--especially in an unsecured or thinly secured situation--upon the ongoing nature of the business.  Be it a sole proprietorship or partnership or corporation, continuity of quality management is vital.

Covenants will not usually pace direct restrictions on management activities to avoid over-control issues.  Covenants requiring proper reporting and record keeping can be useful in addressing this objective.

8.  Assurance of legal existence and the concept of going concern - vital to assure that the borrower is an ongoing viable entity that will continue to generate repayment for the loan.

Certain warranties will address this objective.  Also, covenants can be used to place restrictions on the borrower preventing a change in the form and structure of the business.
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	Loan Covenants

· Short, simple and straightforward

· Include in loan documents

· Shouldn't duplicate other loan documents

· Be specific, measurable, enforceable

· Leave the borrower in control; don't mandate business methods

· Don't surprise the borrower 

· Draft with the aid of counsel

Note:

Loan Covenants

Short, simple and straightforward.

Include in loan documents.

Shouldn't duplicate other loan documents.

Be specific, measurable, enforceable.

Leave the borrower in control; don't mandate business methods.

Don't surprise the borrower. 

Draft with the aid of counsel.
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	Example Covenant Coverage

· Use of loan proceeds

· Terms for and means of loan proceeds disbursement

· Capital purchases, sales, additional liens

· Record keeping and reporting 

· Additional debt

· Use of assets

· Working capital

· CDRC

· Net worth

· Environmental issues

· Access to loan security

· Insurance

· Consequences of non-compliance

· Sales of production

Note:

REVIEW information on this slide.
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	Credit Presentation Guidelines: Conditions

· Loan product/repayment terms/interest rates

· Insurance requirements

· Guarantees or guarantors

· Loan structure

· Income assignments

· Lien perfection on proceeds

· Financial reporting

· Monitoring controls

· OE, WC, assignment of leases

· Environmental controls

· Loan closing/processing information

Note:

REVIEW information on this slide.
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	Case Discussion

Note:

This slide does not appear in participants' books.

DISCUSS the case with participants, with emphasis on conditions.

DISCUSS what conditions, if any, should be placed on the credit.
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	Red Flags

· Lack of performance in complying with previous conditions/covenants

· Over eagerness to accept conditions to obtain loan

· Lack of candor in disclosing information for lender monitoring
Note:    

REVIEW the information on the slide.  You may wish to add additional red flags.
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	Risk Considerations
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	Risk Consideration

· Risk identification requires accurate, reliable information that comes from the following sources:

· Borrower

· CB Report

· Credit and business analysis

· Loan narrative

Note:

READ information on this slide.
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	Risk Consideration

· Differential analysis used to identify risk:
–Factors contributing to risk

–Level of risk

–Potential impact of risk

Note:

READ information on this slide.
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	Risk Consideration

· Information requirements:

· Loan and Loan Servicing Minimum Requirements 

· Periodic Requirements 

· Adverse Requirements

· Association management and staff have responsibility for risk identification and management
Note:

READ information on this slide.

ADD that information requirements will be reviewed as part of Loan Documentation.
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	Risk Consideration

· Association internal audit should emphasize the following:

· Performance in obtaining and properly analyzing current financial, repayment, and collateral information

· Proper documentation of data

· Proper management and control of loan portfolio

· Adequate loan service plans and servicing activities

Note:

READ information on this slide.
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	Risk Rating 

· Risk rating provides an additional tool to:

· Gauge the quality of an individual credit,

· Gauge the quality of a lender's portfolio, 

· Gauge quality trends within a portfolio, and 

· Identify portfolio problems as they develop.  

· By rating, analyzing, trending, and forecasting risk-bearing ability of individual assets, management can address potential quality problems related to weather, price, management, or economic adversity.  

Note:

READ information on this slide.
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	Risk Rating

· Can be compiled by enterprise, credit officer, branch, association, or other criteria.

· Follows the Uniform Classification System by rating assets from 1 (acceptable/high quality) to 9 (loss with likely charge-off).

Note:

READ information on this slide.
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	Risk Rating 1
· Highest quality

· Cash flows/earnings over 3 years show stability and substantial margins

· Balance sheets are realistic with strong NW and WC positions, far exceeding standards, and strong with liquid assets

· Projections show excellent CDRC and margins of protection

· Excellent asset quality

· Highly regarded management

· Stable operation with financing alternatives

Note:

READ information on this slide.
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	Risk Rating 2
· Modest degree of risk

· Good margin of protection

· Strengths in liquidity, stability of margins/cash flows, asset diversity, lack of dependence on one type of enterprise/commodity

· Reasonable access to alternative financing with favorable rates/terms

· Well-established, stable operations

· Unquestioned character of management and owners demonstrated by repeated performance

Note:

READ information on this slide.
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	Risk Rating 3

· Smaller but adequate margins of CDRC

· Some elements of reduced strength of OE and WC

· Satisfactory asset quality and liquidity, adequate debt capacity and coverage, and good management in critical positions

· Some limitations on ability to obtain similar financing, but can generally borrow at reasonable rates/terms

· Sufficient strength/financial flexibility to offset one loss year or somewhat declining earning trend

· Somewhat vulnerable to adverse conditions

· Management/owners with unquestioned character

Note:

READ information on this slide.
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	Risk Rating 4

· Marginal or declining earnings, strained cash flow, high or increasing leverage and/or weakening market fundamentals, indicating above average risk

· Limited additional debt capacity and modest coverage

· Average or below average asset quality and margins of protection

· Some management weaknesses in production, management, marketing

· Limited ability to obtain similar financing with comparable terms, which may diminish with economic adversity

· Currently performing to contract, but could be negatively affected by adversity

· Good character of management and owners with no basis for questions

Note:

READ information on this slide.
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	Trend Indicator

· Code to identify risk trend:

· Improving (I), 

· Stable (S), or 

· Deteriorating (D) 

· The risk rating system offers the option to add a trend indicator when the asset rating is changed based on evaluation of updated borrower financial data or other information

· For example: a borrower initially rated 3 but subsequently rated 2 due to improving financial condition is rated I2

Note:

READ information on this slide.

REFER participants to the Risk Rating Scorecard in their books.

REFER participants to the Risk Rating Cases in the books.
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	Learning Exercise 
Risk Rating

Note:

This is a cue for the facilitator.  It is not printed in participants' books.
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	Credit Presentation Guidelines: General Comments

· Final conclusions

· Recommendations

· Risk Rating

· Loan Classification

· Other issues

Note:

EXPLAIN that the credit presentation includes a final "General Comments" section, which should include the risk rating.

REVIEW the components of this section of the credit presentation.
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	Case Discussion

Note:

DISCUSS the case with participants, focusing on the risk rating of the case.

ASK participants if they're ready to make a decision on this credit.


	234

	Summary:  
Credit Analysis

Major topics addressed in this section:
· Constructing and analyzing the financial statements 

· Balance sheet, adjusted and appropriately presenting special items 

· Earnings statement

· Post-close balance sheet

· Reconciliation of financial statements

· Analyzing applicant capital, capacity, and collateral

· Setting conditions
· Risk rating a variety of loans

Note:

REVIEW learning objectives for the credit analysis step.
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	Questions?

Note:

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

ASK participants if they have any questions.
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	Credit Decision

Note:

REFER to the credit process chart for the credit decision step.
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	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.

· Consideration of the five credit factors

· Pricing of the loan to compensate for risk

· Loan structure/restructure

Note:

READ information on this slide.
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	Case Discussion

Note:

INDICATE that it's time to step back and look at the results of the process so far, including:
•Results of analysis and comparison to standards

•Trends

•SWOT analysis - strengths, weaknesses, opportunities, threats

•Look for sources of repayment

•Revisit the credit philosophy--sound, constructive, profitable.

DISCUSS case as a class, or divide into small groups for discussion with report backs.
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	Decision Time

Note:

ASK participants to "vote"--
•Approved as requested

•Approved with conditions/covenants or for other than requested

•More analysis required

•Decline.

TRANSITION to the next step--loan documentation.
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Loan Documentation
	241

	Learning Objectives: 
Loan Documentation

· After completing this section, you should be able to:

· Define and describe the loan documentation step of credit administration

· State the timing and information requirements for various size loans

· Loan/loan servicing

· Periodic 

· Adverse

Note:

READ information on this slide.
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	Loan Documentation

Information used (on a differential basis) to make the loan decision, which supports the decision and records conditions for approving the loan.

· Application

· Financial statements

· Credit investigations

· Loan analyses

· Collateral evaluations

· Credit presentation document

· Loan service plans

· Borrower correspondence

Note:

READ information on this slide.  

REFER to the flipchart displaying the sound credit administration.
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	Loan Documentation

· Don't maintain information or comments that could be misunderstood and/or, in a legal action, discovered and used against you

· Maintain loan documentation in a secure location

· Protect the confidentiality of the borrower

Note:

READ information on this slide.
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	Documentation Levels

· Trigger points

· New loan or loan renewal

· Periodic

· Adverse classification

· Level of information

· Minimum Information (OTS)

· Mid-size (Risk-based analysis)

· Large loans/participants/syndications

· Exceptions to standards should be stated in the credit presentation.

Note:

READ information on this slide.

REFER to the loan documentation requirements included in participants' books.
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	Minimum Information

· Smaller, low-risk loans

· Nonadversely classified

· Require minimal documentation, verification, analysis

· Credit scoring may be used to originate and administer

· Operating loans exceeding credit scoring parameters may be analyzed based on summary income and assets/liabilities information

· Repayment capacity may be documented using alternate methods, such as determining earned net worth change by comparing balance sheets

· Narrative evaluation is limited (none required for OTS)

Note:

SUMMARIZE information on the slide.
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	Mid-Size 

· Require moderate levels of documentation, verification, and analysis

· Post-closing analysis needed if the credit action causes material change in borrower's operation and/or financial condition

· Narrative evaluation is moderate

· Farm Equity Manager (FEM) is recommended to support risk-based analysis of these loans

Note:

SUMMARIZE information on the slide.
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	Large Loans/ Participations/Syndications
· Require more extensive documentation, verification, and analysis (FAMAS®)

· Require more thorough narrative evaluation of the borrower's operation

· Borrower-prepared business plans should be pursued as an important component of the borrower's sound financial and business management

Note:

SUMMARIZE information on the slide.
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	Case Discussion

Note:

This slide does not appear in participants' books.

DISCUSS the appropriate level of documentation for the case.
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	Summary:  
Loan Documentation

Major topics in this section include:

· The loan documentation step of credit administration

· The timing and information requirements for various size loans

Note:
READ information on this slide to summary aspects of the loan documentation step in the credit process.

	250

	Questions?

Note:

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.
ASK participants if they have any questions.
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	Blank slide
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	Legal Documentation 


	253

	Legal Documentation
· Accurate title and lien searches

· Correct preparation, signatures and recording of properly drawn and executed documents to perfect collateral position

· Shows borrower's business form

· Properly authorized by borrower

· Agrees with terms and conditions approved by lender/ accepted by borrower

· May require addendum to include additional covenants

· Loan documents comply with borrower rights and regulatory disclosure requirements

· Accounting records correlate with loan contracts documenting repayment terms

Note:

REVIEW information on this slide.

REFER to the flipchart to indicate the credit administration step on legal documentation.
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	District Forms

· 77

· 75

· 85
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	Questions?

Note:

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

ASK participants if they have any questions.
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Loan Servicing/Collection

	257

	Loan Servicing/Collection

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.

· Periodic financial analysis

· Onsite inspections to evaluate borrower's ability and willingness to repay the loan

· Covenant compliance monitoring and enforcement

· Servicing activities increase as loan quality declines (KS Service Plan)

· Potential problems demand prompt attention.  Corrective action plans must be developed and executed.

· Delinquency servicing

Note:

REFER to the credit administration flipchart.

READ information on this slide.  

SUGGEST that a tickler file is a recommended tool for monitoring servicing activities.
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	KS Sample

Note:

This slide does not appear in participants' books.

REFER participants to the sample customer-servicing plan in their books.

REVIEW its components.
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	Case Study

Note:

DISCUSS with participants what they'd include in the loan-servicing plan for the case study.
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	Compliance
	261

	Compliance

· Local, state, and federal laws and regulations

· Policies and procedures

· Borrower rights (e.g., 48-day letter)

· Consumer protection

· Environmental

Note:

REFER to the credit administration flipchart.

READ information on the slide.
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	Questions?

Note:

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

ASK participants if they have any questions.


	263

	Consolidations
	264

	Learning Objectives:  Consolidations

· At the end of this section, you should be able to:

· Identify circumstances for consolidating balance sheets

· Identify items for elimination

· Consolidate balance sheets

Note:

REVIEW the learning objectives for consolidations.
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	Farm Organization

Note:

DESCRIBE the organization of this operation.
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	Why consolidate balance sheets?

· The relationship with one or more other entities affects:

· The credit decision

· Financial position 

· Repayment capacity

· Consolidated financials show the financial position and operating results of the entire group (individuals, partnerships, and/or other entities)

Note:

READ information on this slide.
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	What's the risk? 

Multiple-entity operations should be consolidated to reveal the real risk in the transaction.  

For example:

· Lending to a farm operation that owns a grain elevator in addition to the farm.

· Two entities--one a grain farm, the other produces pork.  You have loans and security in the grain entity.

· Doe Farms Partnership (owned and operated by John Doe and Jim Doe) applies for a loan.  John and Jim Doe own the land for the operation.

Note:

LEAD a class discussion of the examples, answering the question:  What's the risk?
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	Consolidating Financials

· What are financial statement eliminations?

· Why are they important when working with multiple entities? 

· Describe the risk inherent in lending to a corporate farm where no personal liability is taken.

Note:

ASK participants to define eliminations.

ADVANCE to the next slide for the correct response.
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	Consolidating Financials
· What are financial statement eliminations? 

· Adjustments that eliminate the effect of transactions between related entities 

· Why are they important when working with multiple entities? 

· Describe the risk inherent in lending to a corporate farm where no personal liability is taken?

Note:

REVIEW response.

ASK why eliminations are important when working with multiple entities.

ADVANCE to the next slide.
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	Consolidating Financials

· What are financial statement eliminations? 

· Adjustments that eliminate the effect of transactions between related entities 

· Why are they important when working with multiple entities? 

· Transfers between related entities shouldn't appear on consolidated financial statements--they don't create assets/ liabilities, revenue/expenses 

· Describe the risk inherent in lending to a corporate farm where no personal liability is taken?

Note:

REVIEW the response.

ASK participants to describe the risk inherent in lending to a corporate farm where no personal liability is taken.

ADVANCE to the next slide.
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	Consolidating Financials

· What are financial statement eliminations? 

· Adjustments that eliminate the effect of transactions between related entities 

· Why are they important when working with multiple entities? 

· Transfers between entities shouldn't appear on consolidated financial statements--they don't create assets/ liabilities, revenue/expenses 

· Describe the risk inherent in lending to a corporate farm where no personal liability is taken?

· Creditors of a corporation have a claim against corporate assets, not against property of the individuals

Note:

REVIEW the response.

POINT OUT that FEM will complete consolidations, but as a class exercise, we'll complete them manually.
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	Learning Exercise – Consolidations

Note:

This is a cue for the facilitator.  It is not printed in participants' books.
DISTRIBUTE Dan and Andy financials.

LEAD the participants through a discussion to identify the appropriate eliminations.
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	Summary:  Consolidations

Major topics in this section include:

· Circumstances for consolidating balance sheets

· Items for elimination

· Completing the consolidation

Note:

REVIEW summary of consolidations topic.
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	Questions?

Note:

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

ASK participants if they have any questions.
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	Summary:  
Course Learning Objectives

Major topics in Credit 200 include:

· The credit philosophy and process

· Gathering/verifying information for a credit decision

· Analyzing financial statements, using basic/intermediate level analysis ratios

· Considering the five credit factors and loan structure in the credit decision

· Recognize "red flags" and making appropriate adjustments for sound, accurate analysis

· Adequately documenting the loan decision and approval

· Classifying and risk rating loans

Note:

REVIEW the learning objectives of Credit 200 with participants.
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	Questions?

Note:

This slide appears in the PowerPoint® presentation file, but is not included in participants' books.

ASK participants if they have any questions.
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	Wrap-up

Note:

This slide does not appear in participants' books.

ASK participants, one by one, to share one thing they learned or like about the course.  

DISTRIBUTE the course evaluation form to participants.

ASK them to complete the course evaluation.

THANK participants for their attention and participation.  

MAKE any additional remarks you desire to make in closing.
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