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What will be covered
• Profit & Loss Statement (aka Income
Statement)
• Balance Sheet
• Personal Financial Statement
• Part 2 – All about credit
• Questions

Profit & Loss Statement ‐ 1
Reports the revenues received over a period of
time (monthly, semi‐annual, annual) and subtract
the charges and expenses against these revenues
resulting in a net income or loss. The key aspect
of this report is that it represents a period of time
and it shows whether the company has made or
lost money over that period of time
time.

Profit & Loss Statement ‐ 2
• Lenders use the P&L to identify whether the company is
profitable and to spot positive and negative trends.
trends The
goal is to determine a company’s repayment ability over
time.
• Especially for new businesses, it is important to analyze
these reports
p
frequently
q
y and compare
p
them to p
prior
periods to identify positive or negative trends in both
income and expenses.
• Be consistent in how your income and expense categories
are reported in order for you to accurately assess trends
over time.
i

Balance Sheet ‐ 1
In contrast to the income statement,
statement the Balance
Sheet represents a specific point in time,
providing a “snapshot”
snapshot of the company’s
company s financial
condition. The balance sheet accompanies the
income statement and is generated at the end of
the reporting period (month‐end or year‐end).
The balance sheet is comprised of three sections:

Balance Sheet ‐ Assets
• Any tangible or intangible resource that can be converted
into cash. Current assets can either be converted to cash
or used
d to pay current liabilities
li bili i within
i hi 12 months.
h Fixed
i d
assets are not easily converted into cash and include
buildings and equipment.
equipment

Balance Sheet ‐ Liabilities
• An obligation or debt that arose from past
transactions or events. Current liabilities are
obligations
bli i
that
h will
ill b
become d
due or payable
bl iin the
h
upcoming year. Other obligations that are being
repaid over a longer period of time are non
non‐current
current
liabilities.

Balance Sheet – Equity
q y
(Assets – Liabilities)
• Equity represents the value of the owner’s portion of
the business assets
assets. Higher equity reflects a stronger
financial condition of the business. The balance
sheet helps to identify a company
company’ss liquidity and
determine the quality of its assets. It also presents
the amount and type of debts owed by the company.

Balance Sheet ‐ 5
The balance sheet provides the business owner with a
view of the company’s
p y resources and obligations
g
and
allows for financial planning towards the best possible
use of their resources. The balance sheet can be used to
determine:
•Solvency: The ratio between current assets such as
cash and obligations due within the year.
•Debt‐to‐Worth:
Measure of financial risk caused by
acquiring
i i too
t much
hd
debt
bt iin relation
l ti tto equity.
it
•In addition to the above, lenders may use the balance
sheet to identify possible assets for use as collateral.
collateral

Personal Financial Statement
• Similar to a company Balance Sheet but instead
completed by the individual owners of the company.
The report consists of the same basic categories of
assets liabilities and net worth
assets,
worth. The form is used to
determine the financial strength of the company
owners and they are often required by lenders to
personally guaranty the repayment of the loans.

Part 2 – All about credit

Stages of developing a business
• Stage One businesses are start
start‐ups
ups
• Stage Two businesses have business plans and
products samples but no revenues
• Stage Three business have full business plans
and
d pilot
il programs in
i place
l
• Stage Four businesses have been in operations
for some time and have documented revenues
and expenses.

Applicant’ss responsibility
Applicant
Business Plan
–
–
–
–
–
–
–
–
–

Company description
Market analysis
Products and Services
Operations
Marketing plan
Ownership
Management and personnel
Funds required and uses
Financial statements and projections

Five C’s of credit
Capacity: tax returns/financial
statements/projections
Capital / Collateral: business plan/balance
sheet/personal financial statement
Conditions / Character: business plan/credit
report/farm visit

The 5
5’ss of Credit ‐ 1
Capacity
• to repay is the most critical of the five factors. The
prospective lender will want to know exactly how you
intend to repay the loan. The lender will consider the
cash flow from the business, the timing of the
repayment, and the probability of successful
repayment of the loan. Payment history on existing
credit relationships ‐‐ personal and commercial ‐‐ is
considered an indicator of future payment
performance. Prospective lenders also will want to
know about your contingent sources of repayment.

The 5
5’ss of Credit ‐ 2
Capital
• is the money you personally have invested in the
business and is an indication of how much you have at
risk should the business fail. Prospective lenders and
investors will expect you to have contributed from your
own assets and to have undertaken personal financial
risk to establish the business before asking them to
commit any funding. If you have a significant personal
investment in the business you are more likely to do
everything in your power to make the business
successful.

The 5
5’ss of Credit ‐ 3
Collateral
• or "guarantees"
"
" are additional
ddi i
l forms
f
off security
i you can
provide the lender. If for some reason, the business cannot
repay its bank loan, the bank wants to know there is a second
source of repayment.
repayment Assets such as equipment,
equipment buildings,
buildings
accounts receivable and in some cases inventory are
considered possible sources of repayment if they are sold by
the bank for cash. Both business and p
personal assets can be
sources of collateral for a loan. A guarantee, on the other hand,
is just that‐‐someone else signs a guarantee document
promising to repay the loan if you can't. Some lenders may
require
i such
h a guarantee
t iin addition
dditi to
t collateral
ll t l as security
it for
f
a loan.

The 5
5’ss of Credit ‐ 4
Conditions
• focus on the intended purpose of the loan. Will the
money be used for working capital, additional
equipment, or inventory? The lender will also consider
the local economic climate and conditions both within
your industry and in other industries that could affect
your business.

The 5
5’ss of Credit ‐ 5
Character
• is the general impression you make on the potential
lender or investor. The lender will form a subjective
j
opinion as to whether or not you are sufficiently
trustworthy to repay the loan or generate a return on
funds invested in your company. Your educational
background and experience in business and in your
industry will be reviewed
reviewed. The quality of your
references and the background and experience of your
employees also will be taken into consideration.

Again, the Five C’s
C s of Credit
•
•
•
•
•

Capacity
Capital
C ll
Collateral
l
Conditions
Character

Applicant characteristics –
New businesses (Stages 1
1‐3)
3)
No track record of income and expenses
Collateral, if any, often limited
Owner’s limited ability to contribute adequate capital
Market demand for product or services not fully
known
• Business operations not fully tested

•
•
•
•

Applicant characteristics –
Existing businesses (Stage 4)
• Historical record of income and expenses
p
(tax
(
returns/financial statements)
• Able to identify trends in income and expenses and
determine if trends are long‐term/short‐term or
positive/negative.
• Established products and markets
• Established business operations
• Significant investment in business
• Projects will typically focus on expanding existing markets
or developing
p g a new p
product line.

Challenges
C
a e ges p
presented
ese ted by loan
oa apps. ‐ 1
• Income of existing business not accurately reported
reported.
This affects the lender’s ability to determine
repayment ability.
• Scale of project appears too large or ambitious
• Amount of loan requested too high in relation to the
proposed project
• Lack of detail on how loan funds are to be utilized

Challenges
C
a e ges p
presented
ese ted by loan
oa apps. ‐ 2
•
•
•
•
•

Inadequate research into market and product demand
Sales forecast appears overly optimistic
Expenses are underestimated
Lack of data supporting the forecasts
Inadequate project capital and cash reserves

Helpful
e p u tips
t ps ‐ 1
• Especially for start‐ups with limited resources,
consider
id beginning
b i i a project
j t on a smaller
ll scale
l and
d
then scale up operations over time as market demand
and business profits grow
grow. Reinvesting profits into the
business rather than acquiring debt will help to
preserve yyour cash flow.
p
• Avoid overly‐optimistic sales forecasts. Instead of
impressing the lender, it can indicate inadequate
research, a lack of understanding about your markets,
the effects of competitors, etc.

Helpful
e p u tips
t ps ‐ 2
• Make sure yyour projections
p j
are realistic and
supported by clear, written assumptions. Lenders will
need to rely on projections for new businesses since
there is no historical track record of income and
expenses.
• Be realistic
l
about
b
your expenses, especially
ll ffixed
d
expenses such as labor, rents, and other costs which
you may have little control over if cash flow becomes
tight.

Helpful
e p u tips
t ps ‐ 3
• Be realistic about yyour expenses,
p
, especially
p
y fixed
expenses such as labor, rents, and other costs which
you may have little control over if cash flow becomes
tight.
• If expanding existing market, explain how expansion
willll affect
ff their
h markets
k and
d its impact on their
h sales
l
and expenses. If developing a new market or product
line much more detail is needed to prove that an
line,
adequate market exists and how your product will
meet the demand.

Helpful tips ‐ 4
• Maintain good financial records and file appropriate
tax returns on a timely basis.
basis Importantly,
Importantly accurately
report all income on your tax returns as lenders will
relyy on them to determine repayment
p y
ability.
y
• For a new businesses, prepare an opening balance
sheet to p
provide the lender with a snapshot
p
of the
company’s assets and debts. This will assist the lender
in assessing the resources available to the company.
• As a business owner, keep your personal finances and
credit in good shape as it is a reflection of your
character.
h
t

In closingg
The development of your business plan and the various
financial forecasts will reflect your understanding of your
business environment and your commitment to the
project.
p
j
Especially
p
y for the new business applicants
pp
with
little or no track record, the lender will need to rely
heavily on your background, financial strength, market
knowledge and management skills to determine your
ability to qualify for a loan. Prepare the foundation for
your business early by being organized and doing the
homework to address the Five C’s of Lending that is the
basis for all lending decisions.

Questions?

