CGB Agri Financial Services, Inc.
<Customer>

Loan Narrative

THE LOAN

1. Sources and Uses Of Funds

This loan will be utilized to …. 

	Sources
	
	Uses

	CGB/AFS Loan
	
	
	Purchase Real Estate
	

	
	
	
	Refinance Real Estate
	

	
	
	
	Improvements to Collateral
	

	
	
	
	Refinance Non-Real Estate Debt
	

	
	
	
	Closing Costs, etc.
	

	TOTAL
	$   0
	
	TOTAL
	$   0


2. Loan Purpose(s)

· State the applicant(s) name, the type of farm operation and/or the source of other income, the amount and purpose of the loan. 

· Detail any other loans to the customer or any related borrowers.

· Note whether the customer is a United States citizen or lawfully admitted alien that maintains permanent residence in the U.S. (applies to the majority of stockholders or partners in the case of a legal entity).

CHARACTER

1. Ownership Structure

· Elaborate on the applicant. Explain other entities the applicant is involved in and their function, especially as they relate to the operation of the security for the loan, profitability of the enterprise and soundness of the operation. 

· If partnerships or corporations are involved, discuss cash flows both for tax purposes and for meeting debt service. If the operation is involved in government support programs, discuss the qualifications for payments and the legality of the business structure. This is an important issue for operations facing payment limitations that might effect debt service ability. 

· The description of the applicant’s structure must be adequate for any reviewer of the file to understand the nature and scope of the operation.

2. Plant and Equipment

· Describe the adequacy of machinery and equipment to run the operation in an economically efficient and timely manner.

· Discuss size and scale of the operation – include the number of “units” generating the income to be analyzed (i.e., crop acres, dairy cows, etc.). Include number of acres farmed by commodity.

· Note the number of acres/animals owned vs. leased.

· Cow/calf operations should be presented on an animal unit (AU or AUM) basis. Address grazing leases and permits.

3. Management Capability

· Assess management ability, adequacy of farm financial and production records and their use in the decision making process. Include salient production history to give a perspective on the size and scope of the operation as well as the applicant’s production strengths and weaknesses. (Use the production history worksheet for assembling this information.) Either attach the worksheet or include the information in the narrative.

· Discuss applicant’s experience and the ability to manage the enterprise. Also discuss depth and succession of management.

· Discuss the appearance of the crops, livestock, fields, machinery, building sites, etc. Notice conservation structures and practices as well as areas of environmental concern. Compare and contrast the operation with others in the area. Compare to available county and state information. Are we dealing with one of the top farmers in the area? Apply comments to the tenant, if the security is leased.

· Comment on the quality of the farming practices, crop yields, livestock performance, marketing expertise and the operation as it relates to profitability and the ability to service debt.

4. Marketing Plan

· Outline the customer’s marketing practices. Are forward contracts used? Hedging? Basis contracts?

· Address the reasonableness of the prices used in projections.

· Who is the marketing consultant, if any?

· Note where the products are normally sold.

5. Financial Records

· Evaluate the adequacy and accuracy of financial records.

· Are records prepared internally or professionally?  What is the quality (Compilation, audited, etc.)?

6. Credit History

· Discuss any reported slow pays, collections or delinquencies.

· Discuss applicant’s reputation and ability for paying debts. If the applicant has restructured debt, filed bankruptcy, or the credit report reflects judgments against the applicant, explain the circumstances fully, asses the current attitude toward debt and document evidence as to why we should be involved as a lender.

· Outline previous loan experience with customer, if any. Document your due diligence discussions with other lenders, including the name of the person you spoke with and the telephone number. Specifically identify the operating lender, history with the customer, current and high balances and the operating lender’s plans for continuing the relationship (or the applicant’s plans for changing to another operating lender.)

· Discuss the industry economics and outlook and include the customer’s strategies to mitigate risks. Address other factors as appropriate, including but not limited to:

· Industry business cycles

· Competitive advantages or disadvantages

· Strategies to reduce competitive threats

· Viability of markets

CAPITAL

The pro forma financial position can be summarized as follows:

	Current Assets
	
	
	Current Liabilities
	

	Term Assets
	
	
	Term Liabilities
	

	Total Assets
	$   0
	
	Total Liabilities
	$   0

	
	
	
	Net Worth
	


1. Liquidity and Working Capital

· Discuss the net worth and the debt to asset ratio on both a current and pro forma basis.

·  If the loan involves multiple entities, be sure to discuss the financial position based upon both the assets and the liabilities of all the entities. Do not “net out” the assets and liabilities of related entities.

2. Net Worth Reconciliation

· Explain the source of changes in net worth over time. Reconcile change to the apparent earnings in the operation, inflationary appreciation or inheritance.

· Discuss whether net worth has been earned from the farm operation or has come from another source.

3. Trends and Ratios

· Discuss the trend in the debt/asset ratio, current ratio and working capital, earned net worth and total debt.

4. Operating Funds

· Discuss working capital and any need for operating loans.

· Document your discussion with the lender that provides ongoing operating credit.

CAPACITY

1. Historical Earnings and Cash Flow Analysis

· Discuss income available for overall debt coverage, risk bearing ability and the ability to make payments. 

· Discuss break-even ratios if debt service ability is dependent upon livestock and crops, as appropriate. 

· Justify the ability to make timely payments over the life of the loan.

2. Stability of Operations

· Review and compare the historical and projected income and expenses. If there are significant annual swings explain why. Any item on the historical income and expense statement that shows some degree of volatility in the operation must be fully explained.

3. Pro Forma Projections

· Discuss the basis for the projections.

· Highlight any difference between the projection and historical values and the reason for change.

4. Non-Farm Income Verification

· Outline and discuss sources of income including those other than farming, their source, stability, reliability, durability, amount, etc.

COLLATERAL

1. Marketability and Desirability of Collateral

· Give a brief description of the collateral and its location. 

· List the type of farming operations found in the area and note which are predominate.

· Discuss the quality of the farming community as it relates to regional and national perspectives.

· Discuss the quality of life in the area. Note schools, commercial and agricultural businesses and services. Is the area static, growing, or in decline? 

· Note the quality of roads and transportation for the commodities. Note the strengths and weaknesses of marketing points.

2. Loan/Value

· Relate value of the security to the loan amount as well as the debt service ratio based upon the income approach. 

· Note whether the value is contingent upon perfection of lien instruments in addition to the deed of trust or mortgage (fixture filings, water company stock, etc.)

· Discuss the purchase price and cost of improvements (if relative to the appraisal), merits and comparability of the sales used in the appraisal and justification of the appraised value. 

· Discuss the income approach to value and its relationship to the sales comparison approach. Discuss the ability of the security to generate adequate cash flow to service the loan. Note the remaining term of CRP contracts, if applicable.

· Include productivity and quality of the soils, drainage, irrigation, cost and availability of water, and the condition and utility of the improvements. 

3. Water Rights

· Quality and timing of the water delivered.

· Adequacy of the supply for the rotation of crops grown.

· Number of acres under the right of entitlement.

· If water is drawn from an underground source, note the gallons per minute of the pumping plant(s), the static level and draw-down of each well and any hazards associated with groundwater recession or other issue not noted above.

4. Grazing Rights

· Note any grazing rights, privileges, permits, preferences and leases that must be secured to maintain the operating balance of a livestock operation.

CONDITIONS

· Note who will sign the documents. Explain necessary guarantee agreements, cross collateralization, assignments of quotas, or any other issues.

· Summarize the loan and make recommendations regarding the credit decision and any special requirements prior to closing or any servicing requirements.

RECOMMENDATION

1. Strengths and Weaknesses

· Address other strengths and weaknesses as appropriate. Also, outline any personal guarantees or contingent liabilities.

· Discuss any other information pertinent to the credit and valuation decisions. TELL THE STORY.

2. Product

· Outline the customer’s choice of product and whether the product fits the operation’s needs.

___________________________________

CGB Agri Financial Services, Inc.

2209 River Road

Louisville, KY 40204

Voice
502/721-9446

Fax
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