Commercial Lending School

Florida Bankers Association
February 11-13, 2026
Presented by: David L. Kemp

Bankers Management, Inc.




Top Regulatory Concerns

L

Management Problem Loan Management & Oreo
Sensitivity to Market Risk Investments - Municipals

Earnings Pressure Liquidity

Concentrations Compliance

Question to be Answered?

» What ______ or _ _ __ __, by
management, has caused the number on the
financial statement to be what it is, and as a

result, what does this mean to the bank.

» The analyst must ask the RIGHT questions




Introduction

» Risk Assets (Loans & Leases) make up the
largest asset on the bank’s balance sheet,
while the net interest margin and loan fees
make up most of the bank’s revenue stream.

» Your job is to make a loan with an acceptable
level of risk!

Risk Management

» We bankers are in the business of Measuring,
Accepting, and Managing Risk
» Measuring Risk




Risk

» Accepting Risk

o

- Types of loans made & not made
- Advance rates
- Required Guarantees

» Managing Risk
o Annual Reviews
> Risk Ratings

o

o
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Risk Ratings

» Risk Rating; 1 thru 8

» 1-3 Pass or Uncriticized , Meets bank’s
underwriting standards, Pays as Agreed
1.

» 2. Loans with a government guarantee
» 3. All other average risk commercial loans

» 4. Watch List

» Change in ownership

» External/Environmental risk: (Energy, Legal, Interest rates)
>

» More frequent on-site visits
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Risk Ratings

» 5. Special Mention (OAEM)
> Must expect full repayment of P&l

o

+ Sales decline
- Collateral value decline
- Industry downturn

» 6. Substandard

o

> Inadequate collateral coverage
> Limited Cash Flow coverage
- Global debt coverage?
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Risk Ratings

» 7. Doubtful

> Must be put on Non Accrual status

o

« If repaid from cash flow; Additional reserves
- If repaid from liquidation of collateral; Charge-Off

» 8. Loss

> Charge-Off as soon as the loan becomes
uncollectable, unless it is in “active collection mode

Bankers Management, Inc..




Risk Rating

% Loan Borrower | Risk Weighted
outstand | Balance Rating | Average
67% $2mm ABC, 3 3x.67=
Inc.. 201
33% $1mm XYZ, 4 4x.33=
corp. 1.32
3.33

Financial Statements

» Collecting a borrowers financial information is one
of the great challenges of commercial lenders

» Have a healthy skepticism for your customers
financial statements. Remember the golden rule
He who has the gold rules”

“

» The use of financial statements

o

o Structuring credit facilities
> What caused the need for cash 7?

at action or lack of action caused the need for $$
Bankers Management, Inc..




Essence of the Credit

4

> How will the proceeds be used and why needed
> Basis: Secured or Unsecured
+ Collateral Value ($) and Source

» Source’s of repayment

o

- Asset Conversion (short term: less than 12 months)
- Cash Flow (long term: more than 12 months)

- Collateral, Market Value vs. Liquidation value
- Guarantees: Check for contingent liabilities

Bankers Management, Inc..

Essence

» Written repayment program
> Multiple Renewal of single pay notes,

» Conformity to credit policy
> FDICIA “ Written credit reasons for exceptions”

4

- If you have outside directors on your loan
committee

» Credit has been approved by loan committee
_File document in credit file

Bankers Management, Inc..




Essence

» Does the loan officer have enough information
to make an informed loan decision?
> Current company financial statements
o Tax returns: Company & Guarantors
> Personal Financial Statements: (Less than 1 year old)
> Current ( ) CBR’s
> Other schedules as required

- Inventory listings

Bankers Management, Inc..

Types of Analysis

» Common Size
> Allows comparison of companies of different sizes

> Measures management operating skills

» Trends
- Sales 12 9 1

+ Industry
< Company history

Bankers Management, Inc..




Types of Analysis

numbers
- How do you calculate them?

> Where do company’s get cash?
> Where do company’s use cash?

* See attached appendix A

> * Mathematical relationships between two or more

> What do they tell you about the borrower

- How are they going to repay the loan?

Bankers Management, Inc..

Cash vs. Profits

» Apple Business Day one

P

o Purchase 6@ .20 =$%1.20
> Sales 5@ .25 =9%1.25
° 1@ .20 = .20
> Total sales $1.45
o Profit .25

Cash out $1.20

Cashin- $0

$0
Cash needed

$1.20
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Cash vs. Profits
» Day Two Beginning cash $1.20
> Purchase 6@.20 = $1.20 Cash $1.20
o Total $2.40
- Sales 5@ .25 = %$1.25 Cash -$1.25
° 1@ .20 = .20 -.20
> Total sales $1.45 Cash needed
o $.95

Cash vs. Profit

» Day Three Cash Needed $ .95
> Purchase 12 @ .20 = $2.40 Cash $2.40
o Total Cash $3.35
- Sales 10 @ .25 = $2.50 Cashin- $1.25
° 2@ .20 = .40 -.20
> Total Sales $2.90 Cash needed
o Profit .50 $1.90

» Financing required $.95




Introduction to Accounting

» Definitions of accounting

» Communicating economic information to
permit judgments & decisions by Users

» The “language” used to communicate financial
information

- Accounting is primarily concerned with the design of
the system of records, the preparation of reports based
on the recorded data and interpretation of the reports.

Bankers Management, Inc..

Types of Financial Reports

» Internally Prepared: Quick book, etc..
> Should request Tax Returns

» CPA prepared

. Information supplied by the client

o . Information taken from the
clients general ledger, but not independently
verified

o : Taken from general ledger &

independently verified by the auditor

Bankers Management, Inc..
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Exposure vs. Quality of Statement

» Internal: $250,000
» Compilation: $250K - $750K
» Review: $750K - $1,250K

» Audit: $1,250K +

* CPA Opinions

» Unqualified or Clean

> “In our opinion, the financial statements referred to
above present fairly”

» Qualified Opinion
> “In our opinion, except that the omission of a
statement of cash flows results in an incomplete
presentation as explained in the preceding
paragraph, the financial statements referred to
above present fairly”

> * Appendix B
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CPA Opinions

» Disclaimer of Opinion

> “and we do not express an opinion on these
financial statements”

» Adverse Opinion
> “In our opinion, because of the effects of the
matter discussed in the preceding paragraph, the
financial statements referred to above do not
present fairly”

Barbara’s Antique Gift Shop *

» Balance Sheet; * Case 1

» Spreading financial statements:
° 2019 2020 2021
> Cash 5,600 8,100 800

» Current Assets; Any asset that will convert to
cash in less than one year

» Long Term Assets; Fixed Assets

- Real Estate, Equipment, Vehicles




Balance Sheet

» Accumulated Depreciation; All of the
depreciation that a company has taken on
any asset it continues to own

» Total Assets; _

» Current Liabilities; Any obligation that must
be paid in less than one year

Balance Sheet

» Current Portion Long Term Debt (CPLTD); The
portion (principal only) of any long term debt
that must be paid within the next 12 months

» Owners Equity; Net Worth

4
o This is not cash

- All of the profits that the company has earned since it
has been in business, that it has not paid out in
dividends or withdrawals

Bankers Management, Inc..
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P&L Statement; Income Statement

» Cost of Sales; Cost of goods sold (COGS)

b = Sales (-) COGS

» Gross Profit Margin = Gross Profit $/ Sales $
» Depreciation; This years expense

) : Net Income $/Sales $

Credit Analysis

» Credit analysis not only considers the financial
condition of the borrower but also non-
financial factors

» Non-Financial factors

- Continuing education

- Division of work, Sales, Manufacturing, Customer
Service, Financing

+ Interest rates
- Employment
- Housing absorbsion rate

Bankers Management, Inc..
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Credit Analysis

» Who are your customers, customers?
- Demographic
> Sociographic
> Geographically

» Findings are documented in a Credit
Memorandum :

o

o

o

Analysis

» What is the owners vision for the company
» First and second way out of the loan

» CASH FLOWS
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P

Sales Growth

» Year 1 Year 2
- 10@%1 = $10 11@%$1.00 = $11
o =$11
» Gross Profit Margin
o Year 1 Year 2 Year 2
- Sales 100 100 ———
- COGS 75 _80 75
o Gross P 25 20 20
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McFarland

» Sources & Uses Statement
- ldentifies major sources and uses of cash
> Helps with loan structure
-Matches long term & short term S & U

» 1 day of A/R turn = 1 day of Sales
> 21 Sales = $276,279
> $276m/365 days = $756
> Cash Flow impact: 16 days X $756 = ($12,000)

Questions, Page 3

» 2) Income Statement

o

o

o

» Balance Sheet
> New long term debt, Dad?
> Growth in Inventory & Receivables
- Retained Earnings growth
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Questions, Page 3

» 3) Sources & Uses Statement
> Major Uses

- A/R +$27,000
* Inventory +$28,000
+ Fixed +$8,000 Total +$63,000

> Major Sources

- A/P ($29,000)
+ Other CL ($12,000)
- Long TD ($15,000)

- Retained ($9,000) Total ($65,000)

Questions, Page 3

» 4) Strengths & Weaknesses

18



Cash Flow Analysis

» As a lender, you are interested in three things:
> What will the customer do with the loan proceeds?
> How much will the customer need to borrow?

> Will they be able to generate enough cash to repay
the loan?

» Cash Flow is like a river system
- Cash flows into the business

- Cash flows out of the business

Cash Flow Analysis

» Used to Identify the major Sources & Uses of
Cash

» To identify the underling business reasons
that require the need for cash

>

»

» Allows the loan officer to become a
consultant for their customer

»

19



Appendix: A

CPA OPINIONS
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CPA OPINIONS

1. UNQUALIFIED OPINION

INDEPENDENT AUDITORS REPORT

We have audited the accompanying balance sheet of COMPANY NAME Inc. as

of December 31, 2020 and 2021 and the related statements of operations and retained
earning, and cash flows for the years then ended. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion
on these financial statements based on our audits

We conducted our audits in accordance with generally accepted auditing standards.

These standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide reasonable basis for
our opinion.

In our opinion, the financial statements referred to above present fairly, in all
material respects, the financial position of COMPANY Name, Inc. as of December
31, 2020 and 2021 and the results of its operations, and case flows for the years then
ended, in conformity with generally accepted accounting principles.

CPA FIRM NAME
Certified Public Accountants

February 11, 2020
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2. QUALIFIED OPINION

Certain circumstances may require a qualified opinion. A qualified opinion states that, except for
the effects of the matter to which the qualification relates, the financial statements present fairly, in
all materials respects, financial position, results of operations, and cash flows in conformity with
generally accepted accounting principles. ...

INDEPENDENT AUDITORS REPORT

We have audited the accompanying balance sheets of COMPANY NAME, Inc. as of
December 31, 2021 and the related statements of operations and retained earnings, and
cash flows for the years then ended. These financial statements are the responsibility of
the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted out audits in accordance with generally accepted auditing standards. Those
standards required that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

The company declined to present a statement of cash flows for the years ended December
31,2020 and 2021. Presentation of such statement summarizing the Company’s
operating, investing, and financing activities is required by generally accepted accounting
principles.

In our opinion, except that the omission of a statement of cash flows results in an
incomplete presentation as explained in the preceding paragraph, the financial statements
referred to above present fairly, in all material respects, the financial position of
COMPANY NAME, Inc. as of December 31, 2020 and 2021, and the results of it’s
operations, and cash flows for the years then added, in conformity with generally accepted
accounting principles.

CPA FIRM NAME
Certified Public Accountants

February 11, 2022
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3: DISCLAIMER OF OPINION

A disclaimer is appropriate when the auditor has not performed an audit sufficient
in scope to enable him/her to form an opinion on the financial statements. A
disclaimer of opinion should not be expressed because the auditor believes, on the
basis of the audit, that there are material departures from generally accepted
accounting principles...

INDEPENDENT AUDITORS REPORTS

We were engaged to audit the accompanying balance sheets of
COMPANY NAME as of December 31, 2020, and 2021 and the related
statements of operations and retained earnings, and cash flows for the
years then ended. These financial statements are the responsibility of
the Company’s management.

The Company did not make a count of its physical inventory in
2020, stated in the accompanying financial statements at §
as of December 31, 2021 and at $ as of December 31, 2020.
Further evidence supporting the cost of property and equipment
acquired prior to December 31, 2020, is no longer available. The
Company’s records do not permit the application of other auditing
procedures to inventories or property and equipment.

Since the Company did not take physical inventories and we were not
able to apply other auditing procedures to satisfy ourselves as to
inventory quantities and the cost of property and equipment, the scope
of our work was not sufficient to enable us to express, and we do not
express, an opinion on these financial statements.

CPA FIRM NAME
Certified Public Accountants
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4. ADVERSE OPINION

Such an opinion is expressed when in the auditor’s judgment the financial statements taken as
a whole are not presented fairly in conformity with generally accepted accounting principles

INDEPENDENT AUDITORS' REPORT

We have audited the accompanying balance sheets of COMPANY NAME, Inc. as of
December 31, 2020 and 2021 and the related statements of operations and retained
earnings, and cash flows for the years then ended. These financial statements are the
responsibility of the Company's management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement An
audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion. "

As discussed in Note X of the financial statements, the Company does not provide for
income taxes with respect to differences between financial income and taxable income
arising because of the use, for income tax purposes, of the installment method of
reporting gross profit from certain types of sales. Generally accepted accounting
principles require that deferred income taxes be provided.

Because of the departure from generally accepted accounting principles identified
above, as of December 31, 2020 and 2021, deferred income taxes of $ and $
have not been recorded; resulting in an increase of $ and $ , respectively.

In our opinion because of the effects of the matter discussed in the preceding paragraph,
the financial statements referred to above do not present fairly, in conformity with
generally accepting accounting principles, the financial position of COMPANY NAME
as of December 31, 2020 and 2021, or the results of its operations or its cash flows for
the years then ended.

CPA FIRM NAME Certified
Public Accountants
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Appendix: B

RATIOS, CALCULATIONS AND
INTERPRETATIONS




RATIO DEFINITIONS, CALCULATIONS AND INTERPRETATIONS

LIQUIDITY

Liquidity is a measure of the quality and adequacy of Current (short-term) assets to meet
Current (short-term) obligations as they come due.

Current Ratio

Calculation: Total Current Assets divided by total Current Liabilities

This ratio gives a general indication of a firm’s ability to pay its current obligations. Generally,
the higher the Current Ratio, the greater the cushion between current obligations and a firm's
ability to pay. A benchmark for this ratio has been 2 to 1. The higher the ratio reflects more
current assets available to cover Current Liabilities. However, the composition and quality of
Current Assets is a critical factor in the analysis of an individual firm's liquidity.

Quick Ratio

Calculation: Cash plus Marketable Securities (Notes Government Obligations, Securities,
Certificates of Deposit etc.) Plus trade Accounts Receivable divided by total
Current Liabilities

Also known as the "Acid Test Ratio”, it is a refinement of the Current Ratio and is a
more conservative measure of liquidity. The numerator from the Current Ratio is
adjusted by omitting inventory (Because of obsolesce, slow moving items and
encumbered items). The ratio expresses the degree to which a 'company's Current.
Liabilities are covered by the most liquid Current Assets. Generally, any value of less
than 1 to 1 implies a dependency on inventory or other Current Assets to liquidate short
term debt

Accounts Receivable Turnover Rate

Calculation:  Net Sales divided by trade Accounts Receivable

It measures the liquidity of Accounts Receivable by calculating the number of times
trade Accounts Receivable turn over during the year. The higher the turnover of
Accounts Receivable, the shorter the time between sale and cash collection. For
example, if Accounts Receivable turnover rate is 12 times this year versus 8 times last
year, it means the company received 4 more payments from its customers this year than
last year. Because this ratio is calculated using one day's Accounts Receivable as of the
statement date, seasonal fluctuations are not taken into account.
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Accounts Receivable Turnover in Days

Calculation: Accounts Receivable Turnover Rate divided into 365 (or the number of days in a
period being measured)

This figure expresses the average number of days that Accounts Receivable are outstanding.
Generally, the higher the ratio (i.e., the greater number of days outstanding), the greater the
probability of delinquencies in Accounts Receivable.

Inventory Turnover Rate

Calculation: Cost of Goods Sold divided by Inventory

It measures the liquidity of Inventory by calculating the number of times Inventory turns over
during the year. The higher the turnover of Inventory, the shorter the time between the purchase
of raw material need to produce finished goods for sale (for a manufacturer); or the purchase of
completed goods for re-sale (for a wholesaler and retailer). Because this ratio is calculated using
one day’s Inventory as of the statement date, seasonal fluctuations are not taken into account.

Accounts Payable Turnover Rate

Calculation: Most of Goods Sold divided by Accounts Payable

It measures how often Accounts Payable are paid by calculating the number of times trade
Accounts Payable turn over during the year. The higher the turnover of Accounts Payable, the
shorter the time of payment between the purchase of goods and the payment for those goods. For
example, if Accounts Payable turnover rate is 12 times this year versus 8 times last year, it
means the company issued 4 more payments to its suppliers this year than last year. Because this
ratio is calculated using one day’s Accounts Payable as of the statement date, seasonal
fluctuations are not taken into account.

Accounts Payable Turnover in Days

Calculation: Accounts Payable Turnover Rate divided into 365 (or the number of days
in a period being measured)

This figure expresses the average number of days that Accounts Payable are outstanding.
Generally, the higher the ratio (i.e., the greater number of days outstanding), the greater
the probability of the company being delinquent with its suppliers and other creditors.
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RATIO DEFINITIONS, CALCULATIONS AND INTERPRETATIONS

LEVERAGE

Leverage refers to the proportion of funds invested in an entity by the creditors in the
form of loans and the owners in the form of equity. Highly leveraged firms (those with
heavy debt in relation to net worth) are more vulnerable to business downturn than
those with lower debt to worth positions. While leverage ratios help measure this
vulnerability, it does greatly depend on the requirements of particular industry groups.

Debt to Net Worth

Calculation: Total Debt divided by Tangible Net Worth

This ratio indicates the extent to which the company’s funds are contributed by creditors
compared to the owners. It expresses the degree of protection provided by the owners for the
creditors. A low ratio generally indicates greater long-term debt paying ability. A firm with a
low debt worth ratio usually has greater flexibility to borrow in the future. A highly leveraged
company has a limited ability to absorb more debt.

Debt to Total Assets
Calculation: Total Debt divided by Total Assets

This ratio indicates the extent to which the assets of a company are supported by debt. It should
always be below a 1 to 1 mark. The lower the ratio the less creditors have at r1SK in relations to the
investment by owners. It is another way to view leverage by determining if creditor or
owners are providing the majority support of the assets.

Net Fixed Assets to Equity

Calculation:  Fixed Assets (net of accumulated depreciation') divided by tangible net
worth capital stock paid-in-capital surplus retained earnings less cost of
treasury stock).

This ratio is most useful for companies in which Fixed Assets represent a major portion
of Total Assets. It measures the extent to which owners' equity (capital) has been invested
in plant and equipment (Fixed Assets). A lower ratio indicates a proportionately smaller
investment in Fixed Assets in relation to Net Worth and a better cushion for creditors in
case of liquidation. Similarly a higher ratio would indicate the opposite. The presence of
substantial leased Fixed Assets, which are not shown on the balance sheet) may
deceptively lower this ratio.
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RATIO DEFINITIONS, CALCULATIONS AND INTERPRETATIONS
ASSET MANAGEMENT (EFFICIENCY) RATIOS

Asset Management or Efficiency Ratios measures management's ability to utilize assets
to generate revenue or create value (i.e. generate a profit).

Asset Efficiency or Asset Turnover Ratio

Calculation: Total Sales divided by Total Assets.

This ratio measures management's ability to use its Total Assets to its best advantage. Since
sales are the numerator, it measures the ability of Total Assets to generate sales. A lower ratio
from earlier periods indicates that the existing assets owned at the time the ratio was calculated
were not as efficient in generating sales as in the past. This ratio is useful when considering a

loan request to increase operational and non operating assets.

Net Fixed Assets Efficiency or Turnover Ratio

Calculation: Total Sales divided by Net Fixed Assets.

This ratio is most useful for companies which Fixed Assets represent a major portion of

Total Assets. It measures the extent to which Fixed Assets can generate revenue or sales. A
falling ratio indicates the existing Net Fixed Assets are not as efficient in generating sales as
they were in previous periods. It is most useful when considering a term loan request to acquire

equipment or other Fixed Assets.

Fixed Asset Usage Ratio
Calculation: Accumulated Depreciation divided by Gross Fixed Assets

This ratio is useful in determining how much usage the Fixed Assets has experienced. It is
most useful to lenders considering a request to finance new equipment. If the usage is less than
50%, further justification should be required for new or replacement Fixed Assets.

Fixed Asset Life Ratio

Calculation: Net Fixed Assets divided by Depreciation Expense

Similar to the ratio above, this ratio indicates how much life is left in the Fixed Assets
by taking the Net Fixed Assets and dividing it by the current years depreciation
expense. This ratio should complement the above ratio. For example, if the Fixed Assets
Usage Ratio indicates usage of 90%, you would not expect the Fixed Assets Life Ratio

to show 8 years of life 1eft.
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RATIO DEFINITIONS, CALCULATIONS AND INTERPRETATIONS
PERFORMANCE OR PROFITIBILITY RATIOS
These ratios indicate management’s ability to manage a company towards profitability.

Gross Profit Margin

Calculation: Gross Profit divided by Net Sales (Gross Profit equals Net Sales minus
Cost of Goods Sold)

This ratio expresses Gross Profit as a percentage of Net Sales. It measures how many dollars
out or each dollar or sales remains to cover all operating expenses (those that are not directly
related to the costs required to produce the good or service). The higher the margin, the more

funds available to cover these operating expenses.

Operating Profit Margin

Calculation: Operating Profit divided by Net Sales (Operating Profit equal Net Sales
minus Gross Profit)

This ratio expresses Operating Profit as a percentage of Net Sales. It measures how
many dollars or cents out of each dollar of sales remains to cover other non-operating
expenses including: Interest Extra-Ordinary Expenses; Taxes, etc. The higher the
margin the more funds available to cover these items.

Net Profit Margin
Calculation: Net Profit divided by Net Sales

This ratio expresses Net Profit as a percentage of Net Sales. It measures how many
dollars or cents out of each dollar of sales remains as profit. The higher the margin, the

more profitable the company.

Margin Change Analysis

Calculation: Calculate the increase or decrease in any of the Margins defined above and
multiply by the current year's Net Sales.

This analysis is a useful tool in analyzing operating performance. It prevents an analyst
from drawing the wrong conclusion about an increase or decrease in items on the Income
Statement by relating it to a common base. For example, if Officers' Compensation
Expense increased from $40,000 in year one to $60,000 in year two, a loan officer may
raise questions. However, if Officers' Compensation is divided by Net Sales of $400,000
in year one and $750,000 in year two, you can see that Officers? Compensation
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actually decreased as a percentage of Net Sales in year two from year one. It decreased
to 8% from 10%.

The Rule of Thumb is: Each basis point change upward or downward in a cost or
expense equates to an increase or decrease in profitability. (A basis point is the change
in the interest rate or yield expressed as 1/100 of one percent).

Return on Stockholders Equity
Calculation: Net Income divided by Stockholder's
Equity

This ratio expresses the profitability of the company's operations to owner after income
taxes. It can be compared to alternative investments available to the owners.

Return on Investment (Assets)
Calculation: Net Income divided by Total Sales

This ratio measures the effective utilization of the assets of the company in generating
profits or creating value. :
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RATIO DEFINITIONS, CALCULATIONS AND INTERPRETATIONS

COMMON SIZING

Balance Sheet

Calculation: Asset Accounts, Liability Accounts and Equity Accounts divided by Total
Assets

Income Statement

Calculation: Income, Costs and Expenses divided by Sales

For the Balance Sheet, Common-Sizing allows the analyst to determine which asset accounts
represent the majority of invested cash and where support of those assets are derived (either
debt or equity). It also allows the analyst to measure the shift in assets, liabilities and net worth

as a percentage of total Assets.

For the Income Statement, Common-Sizing (or margining) allows the analyst to determine the
increase and decrease of income, costs and expenses in relations to the change in sales. It is not
unusual for operating expenses to increase when sales increase. . This is expected. However,
if the increase in expenses as a percent of sales (Operating Expenses divided by Sales)

exceeds previous periods percentages, this increase should be invested further. (See Performance

Ratios for more information)
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RATIO DEFINITIONS, CALCULATIONS AND INTERPRETATIONS

FINANCIAL RATIOS

Financial Ratios measure the ability of borrower to meet its financing obligations including Interest Expense,
Principal Payments on Long-Term Debt and other fixed charges such as Lease Payments.

Interest Coverage Ratio

Calculation: Earning: (profit) before annual interest expense and taxes divided b
annual interest expense

This ratio is a measure of a firm’s ability to meet interest payments. It measures the number of times all interest
paid by the company is covered by earnings before interest charges and taxes. A high ratio may indicate that a
borrower would have little difficulty in meeting the interest obligations of a loan. This ratio also serves as an
indicator of a firm’s capacity to take on additional debt.

Cash Flow / Debt Coverage Ratio

Calculation:  Net Profit
Plus: Non-Cash Charges
+ Change in Accounts Receivable
+ Change in Inventory
+ Change in Accounts Payable
+ Change in Accrued Expenses
= Cash After Operating Cycle
Minus: Dividends Declared
+ Change in Net Worth
= Cash After Financing Cost
Less: Current Portion of Long-Term Debt = Cash Available for Other Debt
+ Change in Gross Fixed Assets
= Financing Surplus (Requirement)

The cash flow calculation shown above is more comprehensive than the traditional formula of Net
Profit plus Depreciation because it considers changes in working capital requirements of companies
which either generate or use cash. By using the above calculation, the analyst can see the impact upon
cash at various target points as shown by the bold lines in the formula. The definitions of cash at each
target point are as follows:
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Cash After Operating Cycle:

This is the Cash remaining after considering the operating performance or the entity plus or minus the
impact of the change in Net Working Investment (Accounts Receivable plus Inventory minus Accounts
Payable plus Accrued Expenses.

Cash After Financing Cost:
This is the Cash remaining after considering the impact of any dividends paid and/or owners’
withdrawals from the company.

Cash Available For Other Debt:

This is the Cash available to meet future debt payments. It measures the company’s ability to take on
additional debt. It is measured before Fixed Assets increases or decreases because changes in Fixed
Assets are generally at the discretion of management.

Financing Surplus (Requirement):

This is the Cash Surplus or Requirement the company experienced after considering the major items that
impact cash: If a Financing Surplus resulted, the cash was used to pay down existing debt, pay dividends
or reinvested in the form of Fixed Assets or Equity. If a Financing Requirement resulted, the company
was required to utilized its own cash, borrow, or raise equity to meet all their obligations during the
previous year.
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Appendix: C

WORKSHEETS




UNIVERSAL CASH ANALYSIS

Sales Revenue

*Accounts Receivable

w

Cash collected from sales (1 + 2)

Cost of Goods sold (less non-cash COGS)

*Inventory

*Accounts payable

Cash paid for production (Sum 4,5,6)

N[O~

Cash from trading activities (3 7)

SG&A expense (less non-cash SG&A)

10

*Prepaid expenses

11

* Accrued expenses

12

Cash paid for operating costs (Sum 9,10,11)

13

Cash after operations (8 + 12)

14

Other Income (expense)

15

*QOther current and non-current accounts

16

Income tax expense

17

*Deferred income taxes

18

*Income taxes payable

19

Taxes/other income (expense) (sum 14 -18)

20

Net cash after operations (13 + 19)

21

Interest expense

22

*Interest payable

23

Dividends declared or owner's withdrawals

24

*Dividends payable

25

Paid for dividends and interest (Sum 21-24)

26

Cash after financing costs (20 £ 25)

27

Current portion long-term debt (prior year)

28

Cash after debt amortization (26 + 27)

29

*Fixed assets

30

*Investments

31

*Intangibles

32

Paid for plant and investments (Sum 29-31)

33

Financing surplus (requirement) (28 + 32)

34

*Short-term debt (notes payable)

35

*Long-term debt

36

*Preferred stock

37

*Common Stock

38

Total external financing (Sum 34-37)

39

Financing Surplus (requirement)(33 + 38)

40

Proof: *Cash and marketable securities
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FAST CASH ANALYSIS

1 | Net Profit
2 | Plus: Interest (Assuming interest is included in CPLTD)
3 | Plus: Non Cash Charges (Depreciation)
4 | + Change in Accounts Receivable
5 | + Change in Accounts Inventory
6 | + Change in Accounts Payable
7 | + Change in Accrued Expenses
8 Cash After Operating Cycle
9 | Dividend Payout
10 | Capital Injection
11 | Cash After Financing Cost (sum 8,9 + 10)
12 | Less: Current Portion of Long Term Debt
Prior Year
13 Cash Available for Other Debt (11 + 12)
14 | + Change in Gross Fixed Assets
15 | Financing Surplus(Requirement) (13 + 14)

*Reconcile Net Worth to obtain results
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CASH ANALYSIS WORKSHEET

Please complete the worksheet using the enclosed financial statements.

Year 1 Year 2 Year 3

Sales Growth

Margins (%)

Gross Profit

Operating Expenses
Net Profit

Days Difference

Turnover (days)

Accounts Receivable

Inventory o o o
Accounts Payable o o o
1 Days Sales = Sales - -
365 Days
1 Days COGS = Cost of Goods Sold o o
365 Days
Cash Flow Impact
A/R: X =
INV: X =
A/P: X =

36



Case Study

Barbara Antiques




Barbara’s Antique Gift Shop

Balance Sheet

For the years ended December 31 2019, 2020 and 2021

ASSETS

Current Assets

Cash

Accounts Receivable
Merchandise Inventory
Total Current Assets

Long-Term Assets
Furniture and Fixtures
Office Equipment
Delivery Van
Less Accumulated Depreciation
Total Long-Term Assets

Total Assets
LIABILITIES

Current Liabilities
Accounts Payable
Notes Payable
Interest Payable
Total Current Liabilities

Long-Term Liabilities
Notes Payable

Total Liabilities
OWNER’S EQUITY
Common Stock
Retained Earnings

Capital

Total Liability and Owner’s Equity

2019

$5,600

9,800
30,300
45,700

51,200
6,000
-0-
(6,100)
51,100

$96,800

$3,450
10,000

300
13,750

28,000
$41,750
20,000
35.050
55,050

$96,800

2020

$8,100
16,800
42,100
67,000

51,200
6,000
30,000
(17,220)
69,980

$136,980

$5,250
16,000

550
21,800

43,000
$64,800
20,000
52,180

72,180

$136,980

2021

$ 800
27,400
50,300
78,500

55,000
6,000
30,000
(29,540)
61,460

$139,960

$12,100
16,000
450
28,550

30,000
$58,550
20,000
61.410
81,410

$139,960
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Barbara's Antique Gift Shop

P & L Statement

For the years ended December 31, 2019, 2020 and 2021

Sales(net)*
Cost of Sales
Gross Profit

Expenses:
Wages
Rent
Advertising
Supplies
Travel
Utilities
Miscellaneous
Total Expenses:

Other Expenses:
Interest
Depreciation
Total Other Expenses:

Total Expenses

Net Income

*Credit sales were $73,125, $108,389, and $143,570 of total sales 2019, 2020 and 2021 respectively.

2019 2020
$325,000 $376,350
190,450 223,550
134,550 152,800
65,300 71,800
12,000 12,300
8,000 6,400
6,400 7,400
900 2,100
7,800 8,000
4,800 5,500
105,200 113,500
3,400 6,000
6,100 9,850
9,500 15,850
114,700 129,350
$ 19,850 $ 23,450

2021

$410,200
249,400
160,800

81,800
12,600
9,800
8,100
1,600
8,300
6,100
128,300

4,800
11,100
15,900

144,200

$ 16,600
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RECONCILIATION OF RETAINED EARNINGS

Opening Retained Earnings

+Profit After Tax

-Common Stock Dividends

=Ending Retaining Earnings

2019

$17,200

19,850

(2,000)

35,050

2020

35,050

23,450

(6320)

52,180

2021
52,180

16,600

(7,370)

61,410
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Case Study

High Distributors




HIGH DISTRIBUTORS, INC.
CASE

High Distributors, Inc. is a distributor of Coors Beer as well as several smaller brands.
Herman Rush, age 62, owns the business, but has been gradually turning the
business over to his two sons Mark and Ed. Mark is a Marketing graduate of the
University of Illinois. While Ed is an Industrial Engineering graduate of Northwestern
University. While Mark and Ed are good in their areas of expertise, neither have
strong financial skills.

The company’s sales growth has been strong, but the company is experiencing cash
problems. The company operates in a state that requires beer retailers to pay cash for
all beer purchases, so accounts receivables are negligible. There are 25 employees
including Herman and his sons. The company finds itself behind on its payments to
the brewery (terms: net 15 days) and the brewery had demanded payment in full or put
future payments on a C.0.D. basis. You should also note that the “NOTES PAYABLE
BANK” $97,000 represents short term, unsecured debt to your bank. The long term
debt is to a local Savings and Loan which has a first lien of all fixed assets. Mr. Rush
explains that he has to pay Coors to-day to avoid C.O.D. status. He has asked foe
$125,000 for this purpose. He is open to your suggestions, as far as structure goes.
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HIGH DISTRIBUTORS, INC.
ASSIGNMENT

. Complete the ratios (years 2 & 3) on the Ratio Analysis Worksheet. (Carry all ratios
out to the same number if decimal places as year one).

. Look at the Balance Sheet and Income Statement Accounts and Note any trends or
concerns you may see.

. Make a separate list of Strengths and Weaknesses for this credit.

. Would you make a loan for $125,000 so that high Distributor can pay its past due
accounts payable to Coors Beer?

a. If you decide to decline the loan explain your reasons. Also, what would you
expect to happen to the $97,000 unsecured loan currently outstanding?

b. If you decide yes; How would you structure the loan (terms, collateral)?
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HIGH DISTRIBUTORS, INC.

BALANCE SHEETS
December 31, Year 1, Year 2, Year 3

ASSETS

Gross Fixed Assets....................
Less Depreciation......................
Net Fixed Assets.......................
TOTALASSETS........ceiveenn.
LIABILITIES

Notes Payable — Bank................
Accounts Payable......................
Accrued Expenses.....................
Current Liabilities........................
Long Term Debt.........................
TOTAL LIABILITIES....................
NET WORTH

Capital Stock.........coooveiiiiiiiii.
Retained Earnings......................

NET WORTH. ...

GOAL LIABILITIES AND NET WORTH

(000's)

1Year

$ 15
12
108
33

$ 7
$175
$506
(339)
$167

$342

Year 2

$ 9
14
118
40

$ 12
$193
$591
(360)
$231

$424

F@
N
o

i B

Year 3
$ 40
20

213
30

$ 6
$309
$671
(382)
$289

$598

$ 97
133

$279
82

$361

227

23

59
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HIGH DISTRIBUTORS, INC.

INCOME STATEMENTS
Years Ended Year 1, Year 2, Year 3
(000’s)

Year 1 Year 2 Year 3
SALES $2,400 $2,618 $3,006
Cost of Goods Sold..................... 1,836 2,014 2,345
Gross Profit........ccooviieiiiii. $ 564 $ 604 $ 661
EXPENSES
Delivery Salaries........................ $ 130 $ 156 $ 186
Warehouse Salaries................... 22 29 55
Sales Salaries ...l 68 75 80
Office Salaries................oc.ooo.. 48 52 55
Rent....ooooiiii 18 21 22
Truck Costs....coovvviiiiiiiieeenn, 21 23 34
Depreciation.................c.ooene. 18 21 22
Payroll TaX.........ccoeveiiiiiiinnn. 17 25 34
Union Pension Plan.................. 30 33 37
Utilities.......ooeviiiii e 5 6 8
Insurance..........cooeeviiiiiiiinnnn. 7 8 11
Warehouse Expense................ 20 23 30
Office Supplies........................ 7 6 15
Legal and Accounting............... 4 3 6
Dues and Subscriptions............ 3 3 3
Travel and Entertainment.......... 4 2 7
Advertising...........cooiiiiinn, 6 9 11
Selling and Promotional............ 26 29 31
Donations........ccovviiiiiiiiinnnn. 1 1 1
Profit Sharing Plan.................. 45 33 10
Interest......ccooviiiiiii 7 8 14
Total Expenses...................... $ 507 $ 563 $ 648
Net Profit Before Tax.............. $ 57 $ 41 $ 13
Income TaX.......covvvininiinnn.n. 15 8 2
Net Profit After Tax................. $ 42 $ 33 $ 11



WORKSHEET

RATIO ANALYSIS
Year
One
Sales Growth N/A
LIQUIDITY RATIOS
Current Ratio: Current Assets 1.77
Current Liabilities
Quick Ratio  Cash and Accounts Receivable 27
Current Liabilities
Leverage Ratio
Debt-to-Worth Ratio: Total Liabilities 77
Net Worth
PROFITABILITY RATIOS
Gross Profit Margin: Gross Profit 23.5%
Sales
Net Profit Martin: Net Profit 1.75%
Sales
ASSET MANAGEMENT RATIO
Sales to Assets: Sales 7.02
Total Assets
Return on Assets Net Profit 12.2%
Total Assets
Return on net Worth: Net Profit 21.8%
Net Worth
Inventory Turnover  Cost of Goods Sold 17X
Inventory
Inventory Turn-Days 365 21days
Inventory Turnover
Accounts Payable Cost of Goods Sold 26.2X
Turnover: Accounts Payable
Accounts Payable-Days 365 14days
Accounts Payable
Turnover
Accounts Receivable Sales 200X
Turnover A/R
Accounts Receivable 365 1.8 days
Days A/R Turnover

Year Year
Two Three
% %
% %
% %
% X %
days X
X days
days X
_ X days
days
X
days



Case Study

McFarland Plumbling




McFARLAND PLUMBING SUPPLY COMPANY

McFarland Plumbing is a family owned plumbing supply company. It is being run by
Steve McFarland, youngest son of the founder Robert McFarland. Steve, who 1s 31
years old, has been running the company for the last four years. He worked for another
local plumbing company for five years before taking over the family business. That
other plumbing company has become his largest customer (some 35% of sales
in 2021). While he has had several personal loans with your bank (all paid as
agreed), he has never had to borrow any money for the business.

He has explained that he would like to borrow $22,000; to put a new transmission into
one of his trucks and to add a new line of steel pipe to this inventory. He also has a
$2,500 withholding tax payment to be made next week. While the business is doing
well, it has needed to borrow some money from time-to-time. In fact he has
borrowed some money from his father over the last couple of years ($10,000 in 2020
& $5,000 in 2021). Business has been so good, that he had to buy a new truck last
year.

Steve feels that his company has grown because of his ability to beat the prices of
his competitors. He has also been able to have shorter delivery times because of his
strong inventory position. The only problem he has noticed is that some of the
smaller customers are not able to pay him until they are paid. McFarland’s selling
terms are net 30 days. He is offered 2/10 net 30 days terms from his major
suppliers.

With things going so well he expects to be able to pay back the loan in pretty short

order. Given the fact that sales and profits have more than tripled, he does not
really understand why he needs to borrow money.
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McFARLAND PLUMBING SUPPLY COMPANY

Assets

Current Assets
Cash
Accounts Rec.
Inventory
Prepaid

Total Current

Non-Current Assets
Fixed Assets

Other Non-Curr.
Total Non-Curr.

Total Assets

Liabilities & Equity
Current Liability
Accounts Payable
Taxes Payable
Other Curr.

Total Curr. Liab.

Long Term Debt
Equity

Common Stock
Retained Earnings
Total Equity

Total Liab. & Equity

Balance Sheet
as of 12/31

2019

1,420
8,050
9,707
_475
19,652

2,841
1,183
4,024

23,676

2,757

710
_286
3,753

15,000
4.923
19,923

23,676

2020

2,563
17,519
21,125

1.050
42,257

6,183
2,576
8,759

51,016

11,298
1,530
4.949

17,777

10,000
15,000

8.239
23,239

51,016

2021

721
34,972
38,057

2.000
75,750

11,314
4.114
15,428

91,178

31,761

2,735
12,392
46,888

15,000
15,000
14,290
29,290

91,178
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McFARLAND PLUMBING SUPPLY COMPANY

Sales

Cost of Goods Sold

Gross Profits

Expenses
Salaries

Rent

Truck Cost
Insurance
Depreciation
Bad Debt
Total Expenses

Profit before Tax
Taxes

Net Profits

INCOME STATEMENT
For the years ended 12/31

2019
$69,243
51,239

18,004

8,150
3,000
873
2,400
661
150
15,234

2,770
610

$2,160

2020

$145,410
108.330

37,080

19,112
3,000
2,956
4,977
1,472
1,200

32,717

4,363
1,047

$ 3,316

2021

$276,279
206,878

69,401

36,916
4,500
7,879
6,340
2,944
2,755

61,334

8,067
2,016

$6,051
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RATIO ANALYSIS WORKSHEET
McFARLAND PLUMBING SUPPLY

YEAR 1 YEAR 2 YEAR 3

1. Sales Growth %

Current Ratio

Quick Ratio

Leverage Ratio
Sales-to-Assets

Inventory Turnover (days)
Receivable Turnover (days)
Payable Turnover (days)
Return Equity

Return on Assets

Current Yr. Sales - Previous Yr. Sales
Previous Year Sales

Sales Growth

Current Ratio

Current Assets
Current Liabilities

Cash to Accounts Receivables
Current Liabilities

Quick Ratio

Total Liabilities
Net Worth

Leverage Ratio

Sales-to-Assets

Sales
Total Assets

Inventory Turnover - Inventory  x 365 (days)
Cost of Goods Sold

Receivable Turnover - _Accounts Receivable x 365 (days)

Sales
Payable Turnover - Accounts Payable x 365 (days)
Cost of Goods Sold
Return on Equity- Net Profits
Net Worth
Return on Assets - Net Profits

Total Assets 48



Page Two

2.

5.

What are the key trends that you spot on the balance sheet and the income statement?

What information is learned from the Sources and Uses Statement?

What are the strengths and weaknesses of the credit?

Would you make this loan? If so how would you structure it? If not, Why.
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McFARLAND PLUMBING SUPPLY

COMPANY Sources and Uses Statement 2019-2021

Uses of Cash

Cash

Accounts Receivable 8,050

Inventory
Prepaid
Fixed Assets

Other Non-Curr.
Total Uses

Sources of Cash
Accounts Payable

Taxes Payable

Other Current Liab.

Long Term Debt
Common Stock

Retained Earnings
Total Sources

2,757
710

286

2021

Inc./Dec.

29,004
2,025
12,106

15,000
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SOURCES AND USES

Assets : Increase - Use (-)
Decrease - Source (+)

Liabilities : Increase - Source (+)
Decrease - Use (-)
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Case Study

Identifving Borrowing

Causes




IDENTIFYING BORROWING CAUSES AND SOLUTIONS

BORROWING | LOAN INFORMATION | RATIO ANALYSIS
CAUSE STRUCTURE & | REQUIRED
PURPOSE
For all borrowing Three years or more of
causes, the minimum financial statements
information required (including a
from the borrower is reconciliation of net
shown in column 3 worth and statement of
cash flows)
Aging of accounts
receivable and payable
If applicable:
Personal Fin. State.
Sales by month data
Inventory listing
Appraisals
Contracts
Work Backlog
Short-Term Sales Short-Term Loan or Line | Monthly sales data for a
Growth of Credit with repayment | minimum of one year.
expected following sales
decline. Determine if a seasonal
trend exists
Credit will normally
finance temporary Examine for profitability
accounts receivable and of business
inventory growth.
Increase in working Short-Term Loan or Line Examine year-end Accts. Rec.
Investment of Credit if caused by balance sheets + Inventory
seasonal sales growth, or -Accounts Payable
Long-Term if caused by Calculate working -Accrued Expenses
long-term growth or investment for each year =Net Working
permanent changes in Investment

operating cycle.

Credit will normally
finance the increase in
trading assets not funded
by the increase in
spontaneous financing

Subtract previous year
from current year to
determine amount of
change in working
investment
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Long Term Sales
Growth

Structure depends on
duration of sales growth,
level of profitability and
availability of outside
capital

Loan will normally finance
growth in Accounts
Receivable and Inventory

Examine year end sales
figures and calculate rate
of sales growth

High growth rates (over
10%) indicate possible
financing needs if there is
no other source of capital

x=Current Yr. Sales
y=Previous Yr. Sales

(x-y)
y x 100

Accounts Receivable
Slowdown

Loan Structure depends on
whether it is a short-term
or long-term problem

Credit will finance
accounts receivable growth
resulting from slowdown

Examine recent
receivables aging or
calculate accounts
receivable days on hand
(collection period)

Calculate the financial
impact of the slowdown

Sales
Accounts Receivable
= A/R Turnover Rate

# of days in Period
A/R Turnover Rate
= Collection Period

Sales
Target Turnover Rate
= Target Acct. Rec.

Actual A/R. Minus
Target A/R
= Financial Impact

Inventory Slowdown

Loan structure depends on
the cause of the slowdown
and the company=s ability
to generate cash

Purpose may be to finance
temporary increases or
structural changes of the
company-s business

Calculate inventory days
on hand and compare to
prior years

Examine change of
inventory components
(raw materials, work in
process and finished
goods) as a percentage of
total inventory

Calculate the financial
impact of the inventory
slowdown

Cost of Goods Sold
Inventory
=Inven. Turnover Rate

# of days in Period
Inven. Turnover Rate
=Inven. Collection Period

Component
Inventory X 100

Cost of Goods Sold
Target Turnover Rate
= Target Inventory

Actual Inv. Minus
Target Inventory
= Financial Impact

Fixed Asset
Replacement

Loan structure is usually
long-term depending upon
the borrowerss ability to
generate cash and the
useful life to the asset

Purpose is to purchase
fixed assets to replace
existing fixed assets

Examine financial
statements and calculate
fixed asset usage

Calculate fixed-asset life
ratio

Accum. Depreciation
Depreciable Fixed Assets
X 100

Net depreciable Fx/Asset
Depreciation Expense
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Expansion of Fixed Loan structure is usually Calculate how many Sales
Assets long-term depending upon | dollars of sales are Net Fixed Assets
the borrower=s ability to generated by each dollar
generate cash and the of fixed assets
useful life to the asset
Confirm your findings by
Purpose is to purchase discussing with borrower
fixed assets and visiting production
facilities
Restructuring Debt Loan structure depends on | Examine increase in Cost of Goods Sold

the nature of the liability
being replaced; make sure
you have determined the
true borrowing cause

Purpose may be to replace
existing debt or pry
expenses

Accounts Payable and
Accrued Expenses in
relationship to sales
(Accounts Payable days
on hand or payment
period)

Check for financing
mismatches by comparing
growth in core and non-
current assets to growth
in long-term debt and
equity

Determine the financial
impact and size of loan
required in order to return
Accounts Payable to a
desirable level

Accounts Payable
=Payable Turnover Rate

Number of days in period
Payable Turnover Rate
=Payable payment period

Cost of Goods Sold
Target Turnover Rate
= Target Accts Payable

Actual A/P Minus
Target A/P
= Financial Impact

Unprofitable or

Loan structure depends on

Determine cause for low

Net profit after taxes

marginally profitable duration of low profits by examining Net Sales X 100
operations profitability financial statements
carefully. Determine if
Purpose may be to pay situation is short-term and
expenses, fund increased can be corrected.
assets or replace liabilities
Watch for decrease in
profit to sales percentage
Cash Outlays for Other | Loan structure depends on | Perform common-size

Non-Operating Asset
Purchases

which asset accounts grew
and why

analysis and watch for
accounts that change in
proportion in total assets

Check for increases in
asset accounts not
directly linked to asset
conversion cycle accounts
such as investments,
intangibles and goodwill

Asset Account Balance
Total Assets

Times 100
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Case Study

Johnson Brothers




JOHNSON BROTHERS, INC.

Johnson Brothers, Inc. is a wholesale distributor of beverages, including mineral waters
and off-brand colas. It is an old company, now owned by Betty Johnson, the
granddaughter of one of the founders. For years the company’s sales grew in line with
inflation and the local economy. Although profits were modest, the owner took out a large
salary, and the company had little need of large cash flows because both working
investment and capital investment were stable and the company had no long-term debt to

repay.

Early in 2021, Johnson Brothers purchases the inventory and delivery trucks of Goodrink,
a similar company that had operated in an adjacent county. Goodrink had appeared
successful for several years but recently fell behind in tax payments and was liquidated.
Betty Johnson was careful to obtain assets free of any liens or claims of other creditors,
and only after being satisfied that all vehicles were in good order and inventory current
and marketable. She also arranged to continue distributing the products Goodrink had
distributed, most of which were different from the Johnson products.

Johnson Brothers consolidated all inventory into its one, leased warehouse. Turnaround
space in the yard is tight but the savings are worth the extra scheduling effort. Johnson
Brothers continue to serve the defunct Goodrink’s routes, although some are farther from
the warehouse than might be ideal. The added delivery expense, which is included in cost
of goods sold, is offset by the somewhat higher markup on the juice beverages acquired
from Goodrink.

Johnson borrowed $180,000.00 long-term from the bank to acquire Goodrink’s trucks and
inventory. However, Betty hopes to reduce inventory levels through more aggressive
warechouse management than Goodrink applied, and therefore agreed to borrow
$50,000.00 of the new money on a short-term note to be repaid from permanent reduction
of inventory.

Johnson’s financial statements are complied. The bank has suggested that Johnson might
qualify for more attractive rates or terms if the statements were reviewed or audited.
Presently, the bank has a blanket lien on company assets and the guaranty of the owner.
The bank would particularly like to have a reliable schedule of cost of goods sold that
would separate purchases from warehouse and delivery costs.
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Sales
Cost of goods sold (1)
Gross Profit

JOHNSON BROTHERS, INC.
INCOME STATEMENT
(in $000s)

Years Ended December 31:

2020

$1,510
1,125
385

Selling, General, and Administrative Expenses

Salaries
Rent
Supplies
Utilities
Depreciation
Advertising
Total SG&A Expenses

Operating Profit
Interest Expense
Gain on Sale of Fixed Assets
Profit before tax

Income tax

Net Profit

286

2021

$2,175
1,620
555

385
52
12

465

90

(@) (0%]
Qa3

20
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JOHNSON BROTHERS, INC.

BALANCE SHEETS

(in $000s)
Years Ended December 31:

ASSETS 2020
Current assets
Cash $ 20
Accounts Receivable (net) 125
Inventory 145
Prepaid expenses 5

Total Current Assets $295
Fixed Assets (net) 45
Other Non-Current Assets 20
TOTAL ASSETS $360
LIABILITIES AND EQUITY
Current Liabilities
Current Portion - LTD $ -0-
Note Payable-Bank -0-
Accounts Payable 56
Accrued Expenses 3
Income Taxes Payable 0
Other Current Liabilities 1

Total Current Liabilities 60
Long-Term Debt -0-
Equity
Common Stock 225
Retained Earnings 75

Total Equity 300
TOTAL LIABILITIES AND EQUITY $360

2021

$ 40
255
315
_15

$625

95

40

$ 40
50
143
25

15
277

136
225
122

347
$760
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UNIVERSAL CASH ANALYSIS

Sales Revenue

*Accounts Receivable

Cash collected from sales (1 * 2)

Cost of Goods sold (less non-cash COGS)

*Inventory

*Accounts payable

Cash paid for production (Sum 4,5,6)

Cash from trading activities (3 £ 7)

SG&A expense (less non-cash SG&A)

*Prepaid expenses

* Accrued expenses

Cash paid for operating costs (Sum 9,10,11)

Cash after operations (8 £ 12)

14

Other Income (expense)

15

*Other current and non-current accounts

16

Income tax expense

17

*Deferred income taxes

18

*Income taxes payable

19

Taxes/other income (expense)

20

Net cash after operations (13 * 19)

21

Interest expense

22

*Interest payable

23

Dividends declared or owner's withdrawals

24

*Dividends payable

25

Paid for dividends and interest (Sum 21-24)

26

Cash after financing costs (20  25)

27

Current portion long-term debt (prior year)

28

Cash after debt amortization (26 * 27)

29

*Fixed assets

30

*Investments

31

*Intangibles

32

Paid for plant and investments (Sum 29-31)

33

Financing surplus (requirement) (28 + 32)

34

*Short-term debt (notes payable)

35

*Long-term debt

36

*Preferred stock

37

*Common Stock

38

Total external financing (Sum 34-37)

39

Financing Surplus (requirement)(33 * 38)

40

Proof: *Cash and marketable securities
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UNIVERSAL CASH ANALYSIS

Sales Revenue

2 | *Accounts Receivable
3 | Cash collected from sales (1 + 2)
4 | Cost of Goods sold (less non-cash COGS)
5 | *Inventory
6 | *Accounts payable
7 | Cash paid for production (Sum 4,5,6)
8 | Cash from trading activities (3 £ 7)
9 | SG&A expense (less non-cash SG&A)
10 | *Prepaid expenses
11 | * Accrued expenses
12 | Cash paid for operating costs (Sum 9,10,11)
13 | Cash after operations (8 + 12)
14 | Other Income (expense)
15 | *Other current and non-current accounts
16 | Income tax expense
17 | *Deferred income taxes
18 | *Income taxes payable
19 | Taxes/other income (expense)
20 | Net cash after operations (13 £ 19)
21 | Interest expense
22 | *Interest payable
23 | Dividends declared or owner's withdrawals
24 | *Dividends payable
25 | Paid for dividends and interest (Sum 21-24)
26 Cash after financing costs (20 £ 25)
27 | Current portion long-term debt (prior year)
28 Cash after debt amortization (26 + 27)
29 | *Fixed assets
30 | *Investments
31 | *Intangibles
32 | Paid for plant and investments (Sum 29-31)
33 | Financing surplus (requirement) (28 + 32)
34 | *Short-term debt (notes payable)
35 | *Long-term debt
36 | *Preferred stock
37 | *Common Stock
38 | Total external financing (Sum 34-37)
39 | Financing Surplus (requirement)(33 + 38)
40 | Proof: *Cash and marketable securities
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Case Study

A S Findus Company




A.S. FINDUS COMPANY

A. S. Findus Company (Findus) is a wholesaler of fresh and frozen fish and sea foods, including
shrimp, crabs, and scallops. Located in Hampton Virginia on the Chesapeake Bay, the company
sells to restaurants, grocery stores, farmers market and fish markets in the southeastern and mid-
Atlantic states.

Findus employs a quick-freezing technique that has become very popular. This technique,
which partially accounts for the company's higher than average gross margin, enables grocery
stores and fish markets to, display and sell their fish as "fresh frozen". That and the consumer
trend towards more fish and less red meat have produced strong sales growth for Findus.
In 2021, the frozen products comprised 55 percent of sales, up from 40 percent in 2020 and
34 percent in 2019. This technique now enables Findus to sell products to clients as far west as
the Mississippi River as "fresh fish".

Findus buys from commercial fishing companies, most of which are family-owned fleets of one
to three vessels for which Findus is the major customer. Findus makes payments to some
fishermen at the dock but has arranged terms of up to 30 days with others, particularly when the
product will be frozen and stored before it is shipped.

Bjorn Johansson originally from Hammerfest, Norway started as a commercial fisherman
himself and is still known as "Captain". He founded the company in the late 1970’s with the
assistance of low-rate; industrial development financing that was especially targeted, to rural,
low-wage counties. He is an interesting combination of practical, self-sufficient waterman and
sophisticated entrepreneur.

Although the Captain is still the only stockholder, the company now has a board of directors
and obtains audited financial statements. A reliable regional auditing firm performs the audit.
The audit opinion is qualified as to inventory because the auditors do not make a physical
inspection and verification of Findus’s fresh or frozen inventory. The Captain meets at least
quarterly with his banker, participates in a commercial fishermen's council on current and
potential regulation, and has been interviewed about possible food and safety regulations that
could affect fish and seafood processing.

The company's fixed assets consist of refrigerated warehouses, processing machinery and
equipment used in the fresh frozen procedure and several freezers. Although the company
owns and operates no fishing vessels, it occasionally assists its suppliers with advances for
down payments on new trawlers or, more often, repairs to old ones. These advances are
reported as other non-current assets when handled by the company. Captain provides some
advances from his personal funds and company funds. The advances are at below-market
interest rates, are always backed by a promissory note, and sometimes involve a secondary
lien on the vessel. Total outstanding advances made by the company and by the Captain have
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never exceeded $200,000. Although the collection record is good, this procedure makes his
banker nervous. His objective for doing this is to preserve a loyal group of suppliers, and he
believes that the benefits outweigh the costs.

The Captain's wife and two sons own a small fleet of refrigerated trucks that are used to pick
up fish and deliver the product to nearby customers. Other shipments are made by air. The
trucking company, Charleston Shippers, has no customers other than Findus Company.
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Net Sales
Cost of Goods Sold

Gross Profit

Operating Expenses

Salaries

Utilities

Insurance
Telephone

Other Taxes

Bad Debt Write-off
Advertising
Interest Expense
Delivery Expenses
Depreciation

Total Operating Expenses

Income Before Taxes

Gain (Loss) from Sale of Fixed Assets
Extraordinary Income
Income Taxes

Net Income

AS FINDUS COMPANY
Income Statement
Years Ended December 31
(000)

12/31/19
5,937

4.472
1,465

1,015
50
21
15

88
29
99
84

1,412

53

20
33

12/31/20
8,481
6,402
2,079

1,446
70
28
20

132
41
147
111

2,007

72

28
51

12/31/21
11,025
8.240
2,785

1,859
93
36
27

171
54
195

154

2,607

178

(5)
19
77
115
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ASSETS

Cash

Accounts Receivable, Net

Inventory
Prepaid Expenses

Other Current Assets
Total Current Assets

Gross Fixed Assets
Less: Accumulated Depreciation
Net Fixed Assets

Other Non-Current Assets
TOTAL ASSETS

LIABILITIES-AND EQUITY

Notes Payable-Line of .Credit

Long- Term Debt-Current Port.
Accounts Payable

Interest Payable

Income Tax Payable

Accrued Expenses

Dividends Payable

Other Current Liabilities

Total Current Liabs.

Long-Term Debt

Common Stock
Preferred Stock
Paid in Capital

Retain Earnings

Total Equity
TOTAL LIAB. AND EQUITY

A.S. FINDUS COMPANY
Balance Sheet

Years Ended December 31

12/31/2019

195
475

241
19
0
930

782
224
558

94
1,582

26
138

B o3 cwm

246

~ O O

1,034
1,582

12/31/2020

121
683

300
23
37

1,164

856
323
533

24
1,721

O
W
(9]

1,085
1,721

12/31/2021
89

994

743

29

1,893

1,076

465
611
32

2,536

375

15
465

181
44

1=

1,090

265

175

(=R ]

—_
fo
S
N

1,181
2,536

68



UNIVERSAL CASH ANALYSIS

Sales Revenue (net)

*Accounts Receivable

Cash collected from sales (1 + 2)

4 | Cost of Goods sold (less non-cash COGS)
5 | *Inventory
6 | *Accounts payable
7 | Cash paid for production (Sum 4,5,6)
8 | Cash from trading activities (3 7)
9 | SG&A expense (less non-cash SG&A)
10 | *Prepaid expenses
11 | * Accrued expenses
12 | Cash paid for operating costs (Sum 9,10,11)
13 | Cash after operations (8 + 12)
14 | Other Income (expense)
15 | *Other current and non-current accounts
16 | Income tax expense
17 | *Deferred income taxes
18 | *Income taxes payable
19 | Taxes/other income (expense)
20 | Net cash after operations (13 + 19)
21 | Interest expense
22 | *Interest payable
23 | Dividends declared or owner's withdrawals
24 | *Dividends payable
25 | Paid for dividends and interest (Sum 21-24)
26 Cash after financing costs (20 * 25)
27 | Current portion long-term debt (prior year)
28 Cash after debt amortization (26 + 27)
29 | *Fixed assets
30 | *Investments
31 | *Intangibles
32 | Paid for plant and investments (Sum 29-31)
33 | Financing surplus (requirement) (28 + 32)
34 | *Short-term debt (notes payable)
35 | *Long-term debt
36 | *Preferred stock
37 | *Common Stock
38 | Total external financing (Sum 34-37)
39 | Financing Surplus (requirement)(33 + 38)
40 | Proof: *Cash and marketable securities
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UNIVERSAL CASH ANALYSIS

Sales Revenue (net)

2 | *Accounts Receivable
3 | Cash collected from sales (1 + 2)
4 | Cost of Goods sold (less non-cash COGS)
5 | *Inventory
6 | *Accounts payable
7 | Cash paid for production (Sum 4,5,6)
8 | Cash from trading activities (3% 7)
9 | SG&A expense (less non-cash SG&A)
10 | *Prepaid expenses
11 | * Accrued expenses
12 | Cash paid for operating costs (Sum 9,10,11)
13 | Cash after operations (8 + 12)
14 | Other Income (expense)
15 | *Other current and non-current accounts
16 | Income tax expense
17 | *Deferred income taxes
18 | *Income taxes payable
19 | Taxes/other income (expense)
Net cash after operations (13 £ 19)
21 | Interest expense
22 | *Interest payable
23 | Dividends declared or owner's withdrawals
24 | *Dividends payable
25 | Paid for dividends and interest (Sum 21-24)
26 Cash after financing costs (20 £ 25)
27 | Current portion long-term debt (prior year)
28 Cash after debt amortization (26 + 27)
29 | *Fixed assets
30 | *Investments
31 | *Intangibles
32 | Paid for plant and investments (Sum 29-31)
33 | Financing surplus (requirement) (28 + 32)
34 | *Short-term debt (notes payable)
35 | "Long-term debt
36 | *Preferred stock
37 | *Common Stock
38 | Total external financing (Sum 34-37)
39 | Financing Surplus (requirement)(33 + 38)
40 | Proof: *Cash and marketable securities
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FAST CASH ANALYSIS

1 | Net Profit

2 | Plus: Interest (Assuming interest is included in CPLTD)
3 | Plus: Non Cash Charges (Depreciation)

4 | + Change in Accounts Receivable

5 | + Change in Accounts Inventory

6 | + Change in Accounts Payable

7 | + Change in Accrued Expenses

8 Cash After Operating Cycle

9 | Dividend Payout
10 | Capital Injection

11 | Cash After Financing Cost (sum 8,9 + 10)
12 | Less: Current Portion of Long Term Debt
Prior Year

13 | Cash Available for Other Debt (11 + 12)
14 | + Change in Gross Fixed Assets

15 | Financing Surplus(Requirement) (13 + 14)

*Reconcile Net Worth to obtain results
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FAST CASH ANALYSIS

1 | Net Profit

2 | Plus: Interest (Assuming interest is included in CPLTD)
3 | Plus: Non Cash Charges (Depreciation)

4 | + Change in Accounts Receivable

5 | + Change in Accounts Inventory

6 | + Change in Accounts Payable

7 | + Change in Accrued Expenses

8 Cash After Operating Cycle

9 | Dividend Payout
10 | Capital Injection

11 | Cash After Financing Cost (sum 8,9 + 10)
12 | Less: Current Portion of Long Term Debt
Prior Year

13 | Cash Available for Other Debt (11 + 12)
14 | + Change in Gross Fixed Assets

15 | Financing Surplus(Requirement) (13 + 14)

*Reconcile Net Worth to obtain results
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CASH ANALYSIS WORKSHEET

Please complete the worksheet using the enclosed financial statements.

Sales Growth

Margins (%)

Gross Profit

Operating Expenses
Net Profit

Days Difference

Turnover (days)
Accounts Receivable
Inventory

Accounts Payable

Year 1

1 Days Sales = Sales
365 Days
1 Days COGS = Cost of Goods Sold
365 Days
Cash Flow Impact
A/R: X =
INV: X =
A/P: X =

Year 2

Year 3
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CASH ANALYSIS WORKSHEET

Please complete the worksheet using the enclosed financial statements.

Sales Growth

Margins (%)

Gross Profit

Operating Expenses
Net Profit

Days Difference

Turnover (days)
Accounts Receivable
Inventory

Accounts Payable

Year 1

1 Days Sales = Sales
365 Days
1 Days COGS = Cost of Goods Sold
365 Days
Cash Flow Impact
A/R: X =
INV: X =
A/P: X =

Year 2

Year 3
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CREDIT MEMOS



CREDIT MEMO

Credit memoranda are a primary means of communications within the banking industry.
This document typically serves three functions. First, it supports or recommends action.
Secondly, it provides information on the condition and status of the customer’s

relationships. Thirdly, credit memos provide a record of thoughts and actions relative to

the customer’s relationships. By definition, memos are supposed to be succinct and to the

point. We frequently violate this idea, as some of the memos that [ have read seem to be

recreations of War and Peace. A key point to remember is that the readers of credit
memos are skilled bankers who understand the basic concepts of finance and financial
statement analysis. This fact allows the writer to focus on what is important, without the

need to state the obvious.

Memos should present relevant, material facts and the writer’s thoughts and opinions. The
writer’s opinions should be supported by facts contained in the memo. Remember,
anything that you write in a memo will become public record if you end up in court with a
customer. The following outline gives you some insight into the kinds of things that
should be included in a credit memo for a new customer. Again, you should only include

information that is material to current and future readers.
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II.

I1I.

CREDIT MEMO OUTLINE

Purpose of Memo

A. To seek approval
B. To inform the reader(s)
C. To document the file
Company Background
A. What is customers business
B. Who are customers
C. How long in business
D. Business form
1. C - Corporation
2. S - Corporation
3. Partnership
4. Proprietorship
E. Market Area
F. Number of Employees
G. Ownership structure
H. Competitors
Bank Relationship
A. Length of Relationship
B. Deposit Balances
C. Loan History
D. Current Out standings
E. Profitability
I. Past
2. Future
F. Personal banking relationships with management
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IV.

Management Review

A.

B.

E.

F.

Time with company and position

Background

1. Experience
2. Education
3. Results

Strengths and weaknesses of management team
Organizational Structure

1. Reporting

2. Functional

Management Succession

Company Strategy

Financial Statement Analysis

A.

Income Statement

1. Sales
a. Dollar vs. Units
b. Change in Sales
C. Concentrations
d. Method for Recognizing Sales
e. Backlog

2. Gross Margin
a. Changes as a % of Sales
b Impact of Pricing
c. Cost of Raw Material
d Sources of Raw Material

3. Expenses

a. Concentration

b. Changes

C. Fixed Expenses vs. Variable Expenses
4 Taxes

a. Taxes Payable
b. Deferred Taxes
c. Tax Credits
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B.

VL

Balance Sheet

1.

2.

8

Net Worth

Current Assets

a. Liquidity

b. Changes

c. Working Capital

Fixed Assets

a. Purchases or Sales

b. Depreciation Method
C. Method of Financing

Changes in Total Assets
a. Internally Financed
b. Debt Financed

Current Liabilities

a. Maturities of Debt

b. Interest Bearing Debt

C. Current Portion of Long Term Debt
d. Ability to Meet Current Obligations
Long Term Debt

a. Balloon Payments

b. Interest Rates

c. Who are the Creditors

d Leverage

e. Solvency

Projections

a. Assumptions

b. Worst Case

c. Primary and Secondary Source of Repayment
Conclusion

Industry Information

A.

B.

Major developments

Growth Rate

Risk
Market

Legal

Economic
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VIIL

VIIIL

Strength and Weakness of Proposed Deal

Summary and Recommendation
A. Summarize memo in 1 or 2 paragraphs
B. Recommend course of action

C. Set follow-up date(s)
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What is a Bank??

» “Convenience in the banking industry has
always been based on geographic location. But
banking is no longer defined by the place you
go but by something you do”
> Dennis Hudson-CEO Seacoast Bank

» Five years from now there will be 3,000 fewer
Banks and Credit Unions

» Community Banks have a large share of small
business lending
> There will be a need for space for Commercial

Lenders and their Borrowers
Bankers Management, Inc.

Are Bank Branches Part of the
Future?? YES!
» Mckinsey & Co.

o “Branches remain an essential part of bank’s
operations and customer-advisory functions. Brick
and mortar locations are still one of the leading sales
channels”

» Most digital customers gains come from a
radius of 5 miles of a branch

» Branches are billboards

» Branch employees must first become
comfortable with mobile services

- Digital Ambassadors
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What Happened?

» The banking industry has gone through a
period of survival, and now it enters a period of
renewed focus on the customer.

>

» The question of the day?:

v “What products or services can we provide our
Customers, that our Customers will perceive
enough value that they will pay us enough $3,
that we can provide our shareholders with an
acceptable return on their investment”

‘§n 't let regulators run your Bank!!

5 Qualities of Winning Bank’s

» The best run Bank’s in the country are also the top
performing Bank’s, as Management and the Board
provide clear strategic direction. Some of the
shared qualities are:

» 1. A laser like Customer focus
o Defines its target customers & markets
> Service always matters

» 2. A disciplined and aggressive credit culture
- Credit quality is a first consideration

» 3. A desire to be the Employer of choice
> Recruits talent at every level of the Bank

> Compensation is desighed to maximize bank performance
Bankers Management, Inc.
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Winning Bank’s

» 4. Innovation is encouraged

> Technology is not seen as the end-game but as a
tool that is to be used

> Good ideas can come from anywhere within the
company

» 5. The Board will exercise its independence
> The Board provides strategic direction

> The Board provides management with informal &
formal feedback

> The Board will use outside resources when necessary

- Auditors, Attorneys, Consultants
Bankers Management, Inc.

Why are Banks Requiring a Sales
Culture ??

» The industry’s history has been to be an
“Order Taker”

- Wait on the customer to ask for something & then
respond

> It was considered undignified to ask for Business

» We now compete with a wide range of
businesses, that already have a “Sales
Culture”
> You do not get paid if you do not sale anything!




Competition

» A. Insurance Companies
» B. Credit Unions

» C. Brokerage Firms

» D. Finance Companies

» E. Fintech Companies

Basis of Competition

» 1. Service
» 2. Convenience
» 3. Low Cost Provider

» 4. Added Value
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CONVENIENCE

» Locations
» Operating Hours

» Information & Transaction Access
> In Person
> On Line
> Phone
> Mail
> ATM’s

ADDED VALUE

» “I want a banker who helps me make better
business decisions”

» Become a consultant to your clients

» Product Knowledge
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Why an Outside Calling Program?

» Full Range of Products & Services
> Product Knowledge: What does your bank offer?

» You are dedicated to High Quality Service
> Quality Service = High Profits

» The Prospect/Customer is Important
> | LOVE YOU !
> You left the bank just to see client

> All clients are not created equal: Some should be
treated a little Gooder

Outside Calling

» Your pricing is Competitive, not Cheap

» The entire staff is dedicated to service
o From CEO to Teller

- Back office participation, (The frontline is your
customer)
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SERVICE
“You must meet and exceed the customers
expectations”

» SS = RS + STEC + STNC
» Successful Sales =

» Retentive Sales ( keep your current clients) +
» Sales to Existing Customers ( cross selling) +

» Sales to New Customers ( referral networks)

Service

» Seeing your bank through your customers
eyes
> Survey every two to three years
> Focus group sessions
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Sales Structure

3 Product Knowledge

> PLAN ASB

Sales Structure

» Product Knowledge
> Monthly Product meetings
> Features (Nuts & Bolts)
- Benefits (Why Buy)
- Target Customers
+ Income
- Credit Score
- Net Worth
+ Years in Business
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Sales Structure

» ASB (Appropriate Symbolic Behavior)
> Have Fun
> Rewards
o Competition

» Plan
> Calling Program
> Personal Development
> Clear Objectives

The Calling Process

» Prioritization of Known Clients/Prospects
> Potential
- Already doing business with someone else
- Profitability
- Relationship Profitability

» Cold Calling

> To add or subtract a name to your future calls
o 2 - 3 calls per month

» Establishing Referral Networks

Bankers Management, Inc.
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Sales/Calling Program

A/B A

Calling Programs

» C

> One call per year; Thank Youl!

» B
> Three Calls per year

» A

> Four Calls per year
> Senior Level Call
> One Event per year (As Banks Guest)

89



Effective Prospecting

» External Sources

» 1. Make a List of 5 - 7 (Influence Centers)
o Attorneys
> Insurance Executives
o Accountants

Real Estate Agents

> Ministers

e]

» 2. Make an appointment within 10 days

Prospecting
» 3. Make a Sales call within 40 days

» 4. Explain one Bank product or service
> Features
> Benefits
o Target Prospects
* Income
- Net Worth
- Type of Business
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Prospecting

» 5. Ask for a specific Number & Timeframe

» 6. Keep the referral source informed as to
status

» 7. Thank the source if you close

Your Customer IQ
» 1) Top Customers

» 2) Key Advisors
> Banker
> CPA/Bookkeeper
o Attorney

» 3) Succession Plans

> Family
> Sell as Going Concern

91



1Q

» 4) Accounts Receivables management
- What are your payment terms?
> How & When does your company recognize “Bad Debt”
- Do you charge a late fee or interest on late payments?
> Do you maintain a A/R aging schedule?

» 5) Inventory management
> What are your turnover goals?
> How do you order new inventory?
- How often and when do you take physical inventory?

P

The Sales Officer as Entrepreneur

» 1. Would you do anything different if all of
the profits you generated went into your
personal account?

» 2. How do you allocate your time?
- Sales Efforts vs. Operations

» 3. Are my computer skills up to date?
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Getting Better, Self Assessment

» Appearance

> Dress for Success, John Malloy
> Professional

» Voice
> How do You Sound
> Public Speaking, Relax and go SLOW

» Overall Health
o Rest
o Quiet Time

Bankers Management, Inc.

Getting Better

» Your vocabulary
> Read a variety of publications

» Where are you seen?
o Civic & Professional

» Office appearance

> Do you appear to be ready to go to work?
o Is it organized?
> Does it reflect your interest?

Bankers Management, Inc.
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Getting Better

» Material & Information
> Should have the customers name on it
> Should have your name on it
> Should have 2 or 3 options
> Follow the Insurance industry

Sales Calls: Types & Objectives

» Level |
- Establish credibility & rapport (Do | appear
Professional)
> Maintain relationship

» Level Il
> Questions
- Take Notes
- Resist the temptation offer “The “ solution

- Set a follow-up meeting; after consultation with your
colleagues
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Sales Calls:

» Level Il
- Present Benefits in bullet point format
> Use large print
- Summarize accepted benefits

» Level IV
- Set the timeframe for next meeting
- Make yourself available for calls from advisors
> Stay involved through closing
- Go to all meetings with the attorneys

Sales Management Process
» Why are Sales Important?

> To replace lost business

> Growth (Loans, Deposits, Fee Income)
> To cover increased expenses

> Additional Leverage
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Why do People Perform Successfully?
» They Know it is Important

> Goals & Objectives

> Job Description

> Reward & Recognition

> Performance Evaluation
> Report Results

Perform Successfully?

» They know how to do it
> Product Knowledge
> Sales Skills
> Meeting Expectations
> Training
> Coaching
> Joint Calling
> Internal Competition
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Perform Successfully?

» They must want to do it
> Motivation
> Must believe in your Bank

» They must be capable of doing it
> Hiring (Skills vs. Personal Qualities)
> Setting minimum expectations
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