MBL Introduction                                                                                   Detailed Content Outline

Course Objectives:
*Understand the critical components of a sound member business lending program.

*Recognize the contents of a fully documented business loan file.

*Identify risks in individual business loans and in the overall business lending program in terms of safety and soundness, NCUA guidance and NCUA rules & regulations.

*Determine sound, applicable corrective actions to resolve unsafe and unsound practices and regulatory violations.

Course Detail:

· Introduction: ½ hour
· How to scope an examination of MBL
· What a good program looks like
· How to evaluate an MBL Program-what to look for
· Promoting safe and sound MBL Programs
· Keep credit unions focused on future risks
· Regulations

· 723 &….
· Definition of an MBL

1) MBL Program Management: 3 hours 
a. Key elements of effective program design and management
b. Assessing program management
· validating experience-the experience quotient
· Resumes
· What constitutes experience
· Regulations
· Preamble to regulation
· OCG Opinion
c. Why MBL’s are attractive to credit unions
· Supplement earnings
۩
Application idea: Given resumes  of key personnel assess experience in terms of regulatory requirements and guidance.
d. Policies/Procedures/practices (Semantics)
· AIRES questionnaire for MBLs
· Regulatory requirements/impact
· §723
·  Safety & Soundness
۩
Application idea: Given a policy/procedure review against questionnaire and determine regulatory violations, weaknesses, and impact on safety and soundness.
e. Management reports & Internal Controls
· Regulatory requirements-limits
· Safety & Soundness
· Monitoring risk ratings
· 3rd party reviews
۩
Application idea: Given a sample report review for regulatory violations, weaknesses, and impact on safety and soundness.
۩
Session revisit idea: Differentiate regulatory requirements and safety and soundness issues  for management, policies, and reports.
2) Loan Types :  1 hour
a. Defined
b. Regulatory requirements
· Portfolio limits
· Experience requirements
c. GC opinions
d. How to identify each type
· Construction
· SBA Guarantees
· Commercial RE
· most common
· Unsecured credit
· regulatory limits
· how/what to count
· Taxi Medallions
· Church loans
· floor plan
· auto fleet inventory
e. CU type coding
f. What is identified in call reports
g. Key risk areas in each type
h. When to ask for SME help
۩
Application idea: Given several  loan scenarios separate MBLs from other loans.
Given MBLs identify type and key risk areas.
3) Borrower/Business Types: 1 hour
a. Differences among types
b. Documentation requirements for each
· Sole proprietor
· Partnership
· LLC
· C-corporation
· S-corporation
c. impact on liability and responsibility
d. who are principals
e. Impact on cash flow
f. impact on repayment
g. impact on enforcement of regulations
h. related counterparties, entities
i. contingent liabilities
۩
Application idea: Matching game types to impacts and requirements
4) MBL Terminology- ¼ hour (explained throughout all sections as presented and used)
۩
Application idea: Terminology quiz self test
5) Cash Flow Analysis:3 hours  
a. Pre or post lending decisions
b. trend analysis
c. rich dad-poor dad 
d. SMEs have software to do analysis
e. Regulatory requirements
· Policy must address cash flow analysis
۩
Application idea: Review policy for adequacy of regulatory compliance
۩
Session revisit idea: Partner teach: ID regulatory minimum, and discuss sound bus practice.
f. Assess the analysis used
· Adequate or lacking
· Where to find
· Various methodologies are legitimate
· Tax return analysis-most common
· Schedules K-1, 
· Schedule E
· 80% of MBLs secured with RE
· LLC’s or S Corp’s or Partnerships are usual borrowers
· External Audit
· Borrower’s internally prepared financial statements-not as reliable
· Methods and complexity of analysis correspond  with complexity of program
۩
Application idea: Given a tax return and simple cash flow analysis, determine adequacy.
g. Validate the cash flow analysis 
· CU uses consistent methodology
· EBITDA
· UCA
· Global
· DSCR, coverage ratios
۩
Application idea: Given several cash f lows and other key check points, assess for consistency in application.
h. Trend Analysis
· Risks
·  Usefulness
۩
Session revisit idea: List key elements for adequate and consistently applied cash flow analysis developed from tax returns.
6) Underwriting Practices: 3 hours 
a. Identify the borrower
b. Identify purpose of loan
c. ID repayment sources
· Verification of repayment sources
· Primary – secondary - tertiary
· Tax returns-most common
· CPA Audits less commonly used
· Reasonableness tests
· Does purpose and repayment source fit
· Money Laundering
i. Cash flow analysis
j. risk ratings
k. Net worth-Liquidity-Ratio analysis
l. Decision matrix
m. Regulatory requirements
۩
Application idea: Given various, typical commercial loan file(s) and related documents check for compliance with regulations.
d. Fraud in underwriting
e. Money laundering
f. Collateral valuations
· Independent
· reasonable
·  sources

g. Loan agreement covenants
· depend on loan type
· verify covenants met prior to loan 
· how to verify
۩
Application idea: Matching  game-Loan types-covenants-verification process.
۩
Session revisit idea: Name the regulatory requirements of underwriting, and red flags indicating fraud.
7) Appraisal Programs: 1 ¼ hour
a. Process for identifying and approving qualified borrowers
b. Regulatory requirements 
· 722
c. Guidance-Letters to CUs, new FIEC guidance
d. GC Opinions
e. Internal Control program/practices
·  Independence from credit approval process
· Loan officer incentives
· Risks/red flags
۩
Application idea: Given policy and practice determine regulatory compliance.
۩
Session revisit idea: ID key elements of sound program.
8) Credit Administration-e.g. Loan Servicing: 2 hour
a. Credit Monitoring-on going
· Tickler systems
· What should good files look like
· Frequency of action/documentation
· Covenant compliance
· Financial statements
· UCC ‘s
· Types
· risk ratings
· watch list management
· economic impacts
b. Regulatory requirements
· 723
· Policy/procedures
۩ 
Application idea: Look at loan servicing documentation, ID missing elements
۩ 
Revisit idea: ID key elements of Credit admin program.
c. Collections & Workout Strategies
· IRPS 02-3 (FFIEC Guidelines
· Sound policy/procedures
۩ 
Application idea: Pre class students locate state laws for their state(s) on collections/ Workout actions. Given a good policy/procedure, review & for compliance and identify and discuss differences for your state(s) from Federal regulations.
۩ 
Session revisit idea: Name key elements of sound policy/ procedure
9) Participations: 2 hours
a. Guidance
· 07-CU-13 Evaluating 3rd Party Relationships
· Regulation 701.22 (741.8 for state regulators)
· New Supervisory letter (not released yet)
· New questionnaire (not released yet)
b. Secondary markets
c. master  agreements and individual participation agreements
d. Due diligence
e. Monitoring
f. duty of originator
g. duty of participant
h. Accounting transactions for purchases and sales

۩
Application idea: Review master and participation agreements for compliance with regulations.
· Class closure: 1 hour
 
1. Identify critical elements of a good MBL Program. Create an action plan for your next MBL review. Students view each and rate. 
2. Instructor led Summary of class
·  key elements
· Learning aids
· Additional resources
· Final Q&A- questions about MBL, I wish I knew the answer to …
· Course evaluations 
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