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Loan Portfolio Management 

• Begins with philosophy of board 

• Goals, targets, limits 

• Policies and procedures 

• Underwriting 

• Monitoring, Stress Testing,  

• Audit and Review 

• Integrated with financial/capital management 

 



Policy: Goals, Targets, Limits 

• Risk Appetite 

• Risk Identification and Key Performance 

Metrics 

• Strategic Plan 

• Portfolio Management Practices 

• Underwriting Standards 
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Risk Management 
Options 

1. Avoid 

2. Mitigate, Reduce 

3. Transfer, Share 

4. Accept, Manage 



Loan Pricing: Based on Loan Amount and Risk Rating 



Commodity Norm Minimum 

General 50% 40% 

Dairy 60% 50% 

Cash Grain 65% 50% 

Forest Products 45% 40% 

Independent Poultry/Swine 60% 50% 

Beef Feedlot 50% 45% 

Orchard/Vineyard 55% 50% 

Poultry or Livestock Contract Production 35% 30% 

Nursery/Greenhouse 45% 40% 

Underwriting Standard 

Owner Equity Ratio 
Total Equity divided by Total Assets times 100 



Underwriting Standard 

Term Debt Coverage Ratio 
[EBITD (Earnings before interest, taxes, depreciation) from Farming Operations +/- Net Cash Non-Farm Income +/- Extraordinary Income 

(expenses) - Total Income Tax Expense - Total Owner Withdrawals divided by Term Debt Principal and Interest Payments + Capital Lease 

Payments] times 100. 

Commodity Norm Minimum 

General 125% 120% 

Dairy 125% 120% 

Cash Grain 125% 120% 

Forest Products 125% 120% 

Independent Poultry/Swine 125% 120% 

Beef Feedlot 125% 120% 

Orchard/Vineyard 125% 120% 

Poultry or Livestock Contract 
Production 

125% 120% 

Nursery/Greenhouse 125% 120% 



Underwriting Standard  

Credit Scored Loans  

Standard Norm Minimum 

 
Ag Credit Score 
 

 

≥185 

 

≥170 



Underwriting Standard  

Loan to Value 

Standard Norm Maximum 

Long Term Real Estate loan to value >75% <85% 



Goal or Targets 

• 20% of new loans to young, beginning, 

small, minority, or veteran farmers 

• All new loans to a particular industry meet 

UW standards (no exceptions) or have 

government guarantee. 

• Crop insurance required on certain loans  

• At least 40% of borrowing customers use 

other FRS 



Concentration Limits 

• No more than 3% of risk funds to any 

single borrower 

• No more than 60% of risk funds to any 

single industry (dairy, hogs, cranberries) 

• No loans to certain industries-moratorium 

• Limit capital markets loan volume to 20% 

of total volume. 

 



Tenors 

• Short and Intermediate Terms: 1-10 years 

(15 years for fishing vessels) 

• Long Term: 10-30 years 

• Underwriting Standard: No fixed rate loan 

longer than five years. (Use 20 year amort 

with 5 year balloon.) 

• Match loan to effective life of asset 

financed 



Loan Portfolio Analysis 

• Use several different risk analysis tools-

provide different perspectives. 

• Strategic Credit Risk Management 

– Transaction-Individual risk ratings 

– Intrinsic-Risk inherent in industries or lines of business 

– Concentration-pools of risk segregated in terms of 

homogeneous groups of borrower, geographic, industry, or line of 

business concentrations  



Stress Testing Example 
The customer segments and plausible scenarios subject to the stress testing 

include: 

• Dairy I – what if milk prices declined again to $12 per hundredweight and 

continued for a 12 month period?   

• Dairy II – what if milk prices declined again to $12 per hundredweight and 

feed costs rose 50% and continued for a 12 month period? 

• Lifestyle – what if the general economy weakens and results in 15% 

unemployment in our Association territory? 

• Forest products – what if housing starts weaken even further due to a 

dismal general economy? 

• Capital markets – what if a combination of factors such as rising feed costs 

adversely impact the livestock and poultry borrowers and weaker housing 

starts adversely impact the forest products and related borrowers? 

• Total portfolio – what if a combination of factors such as a weak general 

economy and weaknesses in the dairy, forest products and capital markets 

segments as noted above occur all at once? 

 



Scenario Projected      

EOY  

2012 

Credit Quality  

w/o guarantee 

Projected 

EOY 

 2012  

Nonaccrual 

volume (000) 

and as a % of 

gross accruing 

loans 

Projected 

EOY 

 2012 

Criticized 

Assets 

 as a % of   

Risk Funds 

Projected  

2012 Net 

Income (NI), 

Provision for 

Loan Losses 

(PLL), and 

Patronage 

Paid (PAT) 

(000) 

Projected  

2012 

ROA after 

Tax 

(GFA 

standard 

is 0.75% 

or 

greater) 

Projected 

EOY  

2012 

Liquidity 

Margin 

(GFA 

standard 

is greater 

than 0%) 

Projected 

EOY  

2012 

CIPA 

Projected  

EOY  

2012 

Permanent 

Capital 

(GFA 

standard is 

10% or 

greater) 

Base 

Case 

Acceptable – 86.8% 

OAEM – 5.7% 

Adverse – 5.7% 

$32,000 

2.4% 

  

53% $30,263 NI 

$4,000 PLL 

$15,750 PAT 

2.20% 12.72% 87.00 17.08% 

Lifestyle Acceptable – 83.6% 

OAEM – 10.1% 

Adverse-6.3% 

$34,523 

2.3% 

71% $27,9.8 NI 

$6,263 PLL 

$15,729 PAT 

2.03% 12.29% 85.34 17.02% 

Dairy I Acceptable – 84.9% 

OAEM –7.3% 

Adverse – 7.8% 

$41,483 

2.85% 

69% $22,435 NI 

$11,478 PLL 

$15,672 PAT 

1.63% 11.72% 80.71 16.88% 

Dairy II Acceptable –82.3% 

OAEM – 8.0% 

Adverse-9.7% 

$49,722 

3.44% 

81% $10,858 NI 

$22,769 PLL 

$0 PAT 

0.79% 10.83% 78.24 16.60% 

Forest 

Products 

Acceptable – 86.3% 

OAEM – 5.3% 

Adverse –8.4% 

$44,215 

3.05% 

55% $21,499 NI 

$12,307 PLL 

$15,650 PAT 

1.56% 11.63% 78.89 16.86% 

Capital 

Markets 

Acceptable – 86.1% 

OAEM –6.0% 

Adverse–7.9% 

$41,973 

2.89% 

56% $23,520 NI 

$10,368 PLL 

$15,750 PAT 

1.71% 11.82% 80.38 16.91% 

Total 

Portfolio 

Acceptable – 82.8% 

OAEM – 7.8% 

Adverse- 9.4% 

$48,331 

3.34% 

77% $15,863 NI 

$17,800 PLL 

$3,904 PAT 

1.15% 11.00% 78.40 16.72% 



Scenarios for Stress Testing 

  

Industries 

Business 

Income 

Business 

Expense 

Subsidy 

Payments 

Wages 

& 

Salaries 

Interest 

Rate 

Non-

Current 

Assets 

Credit 

Score 

Dairy -15% 3%   2% 2% 2%   

Green Industry 4% 3%   2% 2% 2%   

Livestock 3% 3%   2% 2%     

Timber 5% 3%   2% 2% 3%   

Cash Field 3% 3%   2% 2% 5%   

All Other 3% 3%   2% 2% 3%   



Financial Stress Testing Scenarios 



Monitoring and Reporting 

• Internal Audit and Credit Review 

• ALCO-Asset-Liability Committee 

• Regular Board Reporting of Exceptions 

• Bank Audit 

• Accountant Review 

• Regulator Reviews 



Portfolio Monitoring and Risk 

Management 

 
• Portfolio Diversification 

– Line of Business 

– Commodity 

• Credit Enhancements-Government 

Guarantees 

• Hold Position 

• Growth Targets 



Portfolio Monitoring and Risk 

Management 

• Credit quality trends and migration 

analysis 

• Risk bearing capacity 

• Delinquency monitoring 

• Industry risk migration 

• Large loan concentrations 

• Counterparty Risk analysis 

• Contingency plans 



Capital Management 

• Allowance for loan losses 

• Economic Capital-Monitor certain ratios 

(Criticized and adverse to risk funds) 

• Patronage 



Economic Risk Capital Model 

Data 



Economic Risk Capital Model 

Data 

Economic Capital 







Financial: Payoff Monitoring 



Financial: Volume and Margin Analysis 



Financial: Margin Analysis by Market Segment 

Forest Products 

Traditional Ag 

Participations 

Lifestyle 

All Loans 

 



Financial: Yield Analysis by Market Segment 

Participations 

Forest Products 

All Loans 

Lifestyle 

Traditional Ag 



Dashboard 

Risk Category Metric Acceptable Range 
Range of Good 

Performance 
Actual Status Risk Outlook 

Credit Quality % Acceptable & OAEM 90% - 92% 92% - 98% 94% Stable 

Growth in Loan Volume ADB Loan Growth 4% - 11% 5% -10% 5% Decreasing 

Efficiency Ratio (Non Int Exp) / (NII + Non Int Inc) 40% - 45% 35% -45% 44% Increasing 

Capacity Adverse Assets/ Risk Funds 45.00% - 50.00% 20.00% - 45.00%  40% Decreasing 

Concentrations 
Industry Concentration (Dairy) to 

Risk Funds 
180.00% - 200.00% 100.00% - 180.00% 185%  Increasing 

Earnings Return on Assets 1.5% - 2% 2% -2.5% 2.7% Stable 



Action or Contingency Plans 
1. Limit loans to new borrowers of risk rating 7 or better 

2. Enhance pricing to risk and limit terms on large revolving lines of credit 

3. Exit deteriorating marginally acceptable accounts when possible, particularly in Capital 

Markets 

4. Limit delegation of authority on underwriting and pricing exceptions 

5. Maintain adequate loan servicing plans and follow on existing higher risk loans  

6. Increase use of government guarantees 

7. Reduce patronage and the revolving of allocated equities 

8. Limit growth to maintain an adequate level of capital in accordance with capital adequacy 

plan 

9. Sell portfolio of weaker loans if discount is acceptable 

10. Become more aggressive in working out of adverse loans (e.g., consider troubled debt 

restructurings or economic concessions if refinanced by another lender) 

11. Reduce or eliminate patronage and defer revolving allocated equity 

12. Allow overall loan volume to run off  

13. Exercise option to securitize Farmer Mac loans and sell 

14. Expand Special Assets staff and shift all adverse loans to them for servicing 

15. Sell government guaranteed loans to improve liquidity and earnings 

16. Increase customer stock  requirements 

17. Merge with a strong association. 
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