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         Topic Objectives:  Upon completion of this lesson the student will

         be able to:

         Learning Outcome #:

         (B-1,2)  -  Name the four "private" sources of credit available to

                     agriculturalists.

         (B-1,2)  -  Explain briefly the types of loans (credit) available

                     from each of the private sources of credit.

         (B-1,2)  -  Where applicable, identify disadvantages of borrowing

                     from these sources of credit.

         Special Materials and Equipment: Supplemental Worksheet #1; guest

                     speaker from a local bank; and CLF426 - Glossary.

         References: Please see Unit Directory

         Evaluation: Topic Test attached.

     =====================================================================

*** INSTRUCTORS PLEASE NOTE ***

The material in this topic exceeds the scope of Leaning Outcomes B-1 and B-2 of the ABM Area of the Basic Core.  THE ADDITIONAL MATERIAL IS PROVIDED AS ENRICHMENT TO BE USED AS YOU DEEM APPROPRIATE.
     ====================================================================

TOPIC PRESENTATION:  LENDING INSTITUTIONS  -  PRIVATE SOURCES OF CREDIT

A.  There are four main sources of private credit available to

    agriculturalists.  They are:

    1.  insurance companies,

    2.  commercial banks,

    3.  individuals, and

    4.  merchants and dealers.
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B.  These lenders offer SHORT, INTERMEDIATE and LONG TERM credit for real

    estate and operating expenses.

    1.  The types of loans vary with the source.  Not all lenders offer all

        types of loans.

C.  INSURANCE COMPANIES often provide intermediate- and long-term credit to

    AGRICULTURALISTS for purchasing real estate.

    1.  They are looking for long term (many years), high yield (make lots

        of money), low risk investments.

        a.  If there is must risk involved in the borrower going

            "broke" they won't lend ANY money, the loan only in safe and

            profitable situations

    2.  Loan terms vary depending on the state of the economy and the

        company making the loan.

        a.  The favored type of loan is for an intermediate term

            of about 15 years in length.

    3.  Aside from the obvious disadvantage of the low-risk requirement, the

        terms (for the loan) offered may not be as flexible as those offered

        by government and quasi-government institutions (e.g. PCA

        institutions.

D.  COMMERCIAL BANKS are another source of farm credit.  They usually

    provide operating capital rather than long-term real estate loans

    for agriculturalists.

   1.  This is because they have to maintain a relatively "liquid" loan

       portfolio (the loans they have made).

       a.  The term liquid refers to the time necessary to turn assets

           and investments into cold cash.

       b.  Since banks must pay their depositors on demand, they may

           need cash in a hurry and can't afford to have it tied up in long-

           term loans.

    2.  Short-term operating loans usually make up the bulk of a local

        commercial bank's lending activities; however, banks will often make

        real estate loans for a short period of time.

    3.  It is to the advantage of the borrower to do other business with

        the bank as well (e.g. - checking and saving accounts); the bank

        gets to know them and may be in one willing to tailor the terms of a

        loan to suit their particular situation.

    4.  If the bank can not offer the type of loan needed, it

        may help to arrange a loan with another lender.

    5.  The fact that a local bank may not be as knowledgeable about

        agriculture and its unique financial needs is an obvious

        disadvantage.
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        a.  The "liquidity" needs may be reason enough for a bank not to

            make a loan also.

E.  INDIVIDUALS are the third source of credit available to you.  They are

    important in terms of purchasing land.

    1.  The seller of a piece of farmland, for instance, may finance the

        purchase.

        a.  The advantages to the seller is that capital gains (a type of

            taxable income is reduced  -  i.e, they pay less taxes on the

            money they earn) are reduced because all the money from the sale

            is not received at once; rather it is spread over a period of

            years.

        b.  The loan payments can be a dependable source of income if the

            original owner (seller) is retiring.

        c.  The buyer benefits by getting a low down payment and generally

            favorable repayment terms.

    2.  Individuals sometimes provide operating and start-up loans.

        a.  An example would be a relative lending you money to get started

            in an agricultural enterprise.

    3.  The danger or disadvantage of this type of loan revolves around the

        financial knowledge and integrity of the person doing the lending.

        a.  It is important to know the individual making the loan.

        b.  You should also know the person's financial condition.

F.  Finally, the MERCHANTS AND DEALERS you do business with may be sources

    of credit.

    1.   Credit from these sources almost always consists of short-term or

         intermediate-term credit for operating expenses.

         a.  For example, implement dealers may provide financing for large

             purchases while seed, fertilizer and other seasonal dealers may

             allow you to pay for goods on time.

    2.  The disadvantage:  It is important to remember that if you obtain

        goods on credit, it is probably costing you something in terms of

        price, since the dealers must use their own credit in order to

        extend credit to you.

          __________________________________________________________

          ACTIVITY:

                      Invite a local banker in to discuss the kinds

                      of services available to (1) agriculturalists

                      and (2) to the general population (Note:  this

                      will help students answer #4 on the Supplemental

                      Worksheet.)

          __________________________________________________________
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Supplemental Worksheet #1                         Name______________________

                                                  Date______________________

1.  Name four private sources of credit available to agriculturalists.

    1.

    2.

    3.

    4.

2.  What are insurance companies looking for when they make a loan?

3.  Discuss getting a loan from an individual.  What are the advantages and

    disadvantages?

4.  Interview a local banker and find out what kinds of services are

    available to you.  Would it be possible to do all your business with

    this bank?  What types of loans does the bank make?  Are there limits to

    the size and terms of a loan?
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Topic Test                                        Name______________________

                                                  Date______________________

                      - -  Private Sources of Credit  - -

1.  Insurance companies are a good source of operating credit.  TRUE or

    FALSE?

2.  Banks are a good source of long-term real estate loans for

    agriculturalists.  TRUE or FALSE?

3.  Insurance companies usually limit their lending to agriculture.  TRUE or

    FALSE?

4.  Merchants and dealers don't include any of the cost of allowing you to

    "buy on time" in the prices they charge for goods and services.

    TRUE or FALSE?

5.  Most of these private lenders offer __________-term and ____________

    -term loans.

6.  What are the major disadvantage(s) of trying to obtain a loan from an

    insurance company?

7.  Why is it necessary for commercial banks to maintain a "liquid" loan

    portfolio?

8.  If your commercial bank cannot make a loan to you, can it can help you

    secure a loan through another agency?    TRUE   or  FALSE.

9.  If you borrow money from a private individual, what must you consider

    before taking the loan?
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Test Key

1.  False

2.  False

3.  False

4.  False

5.  short & intermediate

6.  looking for low risk, high yield investments (sometimes the risks

    involved in agriculture are to high for them)

7.  Since banks must pay their depositors on demand, they may

    need cash in a hurry and can't afford to have it tied up in long-

    term loans.

8.  True

9.  The financial knowledge and integrity of the person doing the lending --

    a.  It is important to know the individual making the loan.

    b.  You should also know the person's financial condition.
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