EXAMPLE #1 - PLP
March 22, 20___

Farm Loan Manager

Farm Service Agency

RE:

Dear _____________

Enclosed with this narrative is a Farm Service Agency PLP guaranteed loan application for ___________________________________________, Nebraska.  The following narrative should include all required items of discussion to accommodate the needs of Farm Service Agency.

Farm Service Agency Guaranteed Loan Request:

The request is for a 90% guaranteed $485,000 FO term loan amortized over 30-years.  The loan will have annual payments beginning February 15, 20___ and have a maturity of February 15, 20___.  Proceeds of this loan will be used to refinance debt ($159,600), purchase real estate ($308,500) and pay loan costs and fees ($16,900).  The loan will have a fixed interest rate on the 90% guaranteed portion and a variable rate on the 10% non-guaranteed portion.  The variable rate will be based upon the ________________ reference rate index.  The initial rate on the variable rate will be ___% with the fixed rate estimated to be _____%, depending upon the secondary market rate at the time closing.  Security will be a first lien on ____ acres of real estate located in _____ County.

Description of Operation:  

This is a family farm and ranch operation located north and east of ___________ Nebraska in ________ County.  In the past, this was primarily dry land wheat, summer fallow and cow calf operation.  The recent drought has caused the operation to move away from crops and focus more on the livestock operation.  The ________ now raise oats and peas as a feed source for the cattle operation.  There are currently ___ cows along with _____ share cows in the herd that are calved in the spring and weaned in the fall.  The calves are typically fed to 700 lbs. and sold in February.  ____ of the cows are considered short-term.  They were purchased over the past few months and will calve in the spring with the base herd.  After the calves are weaned in the fall, these cows will be resold and the process will start over.  Eventually the _____________ would like to maintain their base herd at 250 to 300 head.

The ___________ have owned 1,840 acres and have recently purchased 1,280 acres at auction from the __________________.  This new farm currently has 396.4 acres of planted wheat, 651.5 acres of summer fallow and 232 acres of pasture.  The summer fallow will be planted to oats and peas this spring for feed.  This additional land will allow the ___________ to expand their livestock operation in the future. 

Legal Descriptions of Real Estate Owned:

County Owned Real Estate:

All 4-


640 acres

W2 3


320 acres

W2SW42-

  80 acres

NE4 10-

160 acres

W2 11-

320 acres

W2 14-

320 acres


County Purchased Real Estate:

All 12-


640 acres

NE4 11-

160 acres

E2 1-


320 acres

SW4 1-

160 acres

Key People:

_______ and _________ are the key individuals of this operation.  They share in all management and marketing decisions for the ___________.  They and their children provide all labor except for some custom trucking.

Strengths and Weaknesses of the Operation:
A strength of this operation is the ability to raise the majority of the feed to meet the needs of the livestock operation.  By moving the operation from crops to livestock, they have eliminated many of the expenses such as fertilizer and chemicals associated with cash crops.  Oats and peas provide good ground cover and replenish nitrogen in the soil.  This also provides crop residue for winter pasture.  The addition of the new farm will provide wheat income along with added feed and water sources for the cattle operation.

Weaknesses of the operation are primarily weather related.  In the early stages of the drought, the __________ rented the farm out on shares.  Severe crop losses and questionable management decisions initiated significant financial losses for the ____________.  They were not able to meet their financial obligations.  They filed for bankruptcy reorganization in 1995.  The financial hardship forced __________ to find other sources of income.  He began doing ______________________ and has averaged $130,000 in outside income three of the last four years.  Although they have dealt with severe drought, they have been able to make adjustments to meet their financial obligations. 
Changes and Differences in Operation to Ensure Success:

The main difference in the operation is the real estate purchase.  This will allow the operation to expand the livestock operation in the future.  _____________ will continue the _____________ to provide additional income, which will help ensure future success.

Character: 

I have met with ________ and ___________ several times during the application process.  They have been very easy to work with and provided all the requested information necessary to complete the application.  They have met all requirements of the bankruptcy plan and appear to be honest and hard working individuals.  

Capacity:
The proposed long-term structure offers this operation opportunity for continued success.  The projected 20__ cash flow has a repayment margin of 123.6% with an operating profit ratio of 42.4%.  This ratio is higher than the three-year average of 29.1% but is similar to the 20__ ratio of 38.9%.  The additional land is contributing to the proposed increase.  ______________ Bank believes this cash flow to be realistic and obtainable for this operation.  Prices used in the cash flow are based upon the Nebraska FSA price guidelines.

Capital:
____________ and ___________ have good equity in their current operation.  The land purchase has added leverage to their operation but does not appear that it will adversely affect the repayment ability on debt.  The proposed equity to asset ratio will be 45% with $548,563 in equity.

Condition:
There are no historical balance sheets to analyze the performance of this operation.  However, their current financial statement indicates that they are in good financial condition.  With the additional land, proposed farm plan and continued non-farm work, it appears this operation should be in position to service debt and build equity.

Collateral:

The existing real estate is valued at $340,400 on the current financial statement.  The land recently purchased at auction was acquired for $308,500.  _________________ has been hired to complete a certified real estate appraisal.  In visiting with __________ the appraisal is expected to be completed in the next three weeks.  The loan to value on the real estate based upon the values mentioned above is 75%.

Adequacy of Real Estate, Equipment, Facilities:

The real estate consists of dry farm land and pasture.  The purchased real estate does have an existing water well with a water driven irrigation system in place.  However, it has not been operational for some time.  This area appears to raise average crops and is suited for this type of operation.  There are adequate working facilities for the cattle operation.

___________ has sufficient line of equipment for the operation at this time.  No new purchases are planned in the near future.

Historical Information:

___________ and __________ provided _____________ Bank with a current balance sheet.  The income and expense trend is based upon the tax returns provided by the borrowers.  Production trends and other pertinent financial information were provided.

Deviations from Historical Trends:

Projections are based off of the previous three-year trend.  The additional land will increase income and expenses compared to the past operation.

Short and Long Term Goals:
The __________ short-term goals are to close on the new purchase and get their debt properly structured.  This will allow for better servicing of term debt and to offer the possibility of increasing the cow herd through profits rather than additional financing.  The long-term goals are to retire debt, build equity and to continue growing the operation through additional land purchases.

Reporting Requirements, Limitations:

The operation is expected to maintain monthly income and expense records and upon request provide them to the lender.  The operation will be expected to provide the lender with annual balance sheets, a complete copy of each year’s tax return, actual crop and livestock production and a projected cash flow for the upcoming year.  The applicants will contact the lender before buying, selling or trading security and/or capital items.  The borrowers understand they must have _____________ Bank approval prior to its implementation.  All proceeds from the sale of security will be applied to the back of the respective loan, unless otherwise worked out with the lender.  The borrowers are also prohibited from assuming liabilities of others without lender approval. 
Lender’s Servicing Plan, Visits and Supervision:

The lender will monitor the operation continuously to be sure it is in compliance with all loan agreements.  The lender will visit the operation periodically to ensure security is present and is being used as the program intends.

Multiple Advances and Balloon Payments:

N/A

Conditions Related to Renewal of Loan:

N/A

Non-typical Loan Agreement:

N/A

How Applicant Meets Loan Eligibility Requirements:

_________________________ have been farming for ________ years.  To the best of our knowledge, the applicants are in compliance with all government rules and regulations in regards to environmental issues and financial dealings.  Loan proceeds will be used for authorized purposes.

Conflicts of Interest and Relationships:

The applicants are not related to any Farm Service Agency employee nor are they related to any employee, member or stockholder of _____________ Bank, which may otherwise cause a conflict of interest.

Test of Credit:  

The borrower is requesting a thirty-year term and a fixed interest rate.  _______________Bank does not offer this type of structure without a guarantee.

Contact Person:

Please contact ________________________ with any correspondence.

We hope you will look favorably on this application.

Sincerely,
